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TUESDAY,  APRIL  16,  1991 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 
The  committee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski 
(chairman  of  the  committee)  presiding. 
[The  press  release  announcing  the  hearings  follows:] 
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COMMITTEE  OH  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 

1102  LONGWORTH  HOUSE  OFFICE  BUILDING 

WASHINGTON,   D.C.  20515 

TELEPHONE:      (202)  225-1721 


THE  HONORABLE  DAN  ROSTENKOW8XI   (D. ,   ILL),  CHAIRMAN, 
COMMITTEE  ON  WAYS  AND  MEANS,   U.S.   HOUSE  OF  REPRESENTATIVES, 
ANNOUNCES  HEARINGS  ON 
LONG-TERM  STRATEGIES  FOR  HEALTH  CARE 


The  Honorable  Dan  Rostenkowski  (D. ,  111.),  Chairman,  Committee  on 
Ways  and  Means,  U.S.  House  of  Representatives,  today  announced  that  the 
Committee  will  hold  a  series  of  hearings  to  consider  long-term 
strategies  for  health  care,  including  issues  relating  to  health 
insurance  coverage  and  the  cost  of  health  care. 

The  hearings  will  be  held  on  Tuesday  and  Wednesday,  April  16  and 
17,  and  Tuesday,  Wednesday  and  Thursday,  April  23,  24,  and  25,  1991,  in 
the  Committee's  main  hearing  room,  1100  Longworth  House  Office 
Building,  beginning  at  10:00  a.m.,  each  day.     Oral  testimony  will  be 
heard  from  invited  witnesses  only.     It  is  anticipated  that  follow-up 
hearings  for  public  witnesses  will  be  scheduled  at  a  subsequent  date. 

On  Tuesday,  April  16,  the  Committee  will  examine  historical  and 
international  perspectives  on  health  care  reform.     On  subsequent  days, 
the  Committee  will  focus  on  analyses  of  health  care  costs  and  health 
insurance  coverage,  and  proposals  to  revise  the  system. 

Witnesses  will  include  the  Congressional  sponsors  of  major  health 
care  reform  bills,  the  Congressional  Budget  Office,  Administration 
officials,  and  representatives  of  organized  labor,  corporations,  small 
business,  health  insurers  and  health  care  providers. 

In  announcing  these  hearings.  Chairman  Rostenkowski  said:  "These 
hearings  will  provide  an  opportunity  for  the  Committee  to  step  back  and 
explore  thoroughly  this  critical  issue  apart  from  immediate  fiscal 
concerns  and  budget  deadlines. 

"There  are  remarkable  gaps  in  both  the  financing  and  delivery  of 
health  services.     In  some  cases  these  gaps  are  a  national  disgrace, 
leaving  a  large  number  of  Americans  uninsured  and  contributing  to  an 
embarrassingly  high  infant  mortality  rate.     Furthermore,  health  care 
costs  are  increasing  at  an  alarming  rate,  and  the  United  States  spends 
more  of  its  resources  on  health  than  any  other  nation." 

BACKGROUND 

Many  Americans  have  little  or  no  health  insurance.     In  1990, 
approximately  34  million  Americans  were  uninsured.     Two-thirds  of  the 
uninsured  are  employed  or  dependents  of  employed  persons  who  do  not 
receive  insurance  through  their  jobs.     Sixteen  million  of  the  uninsured 
are  children  below  the  age  of  21.     Over  a  quarter  of  all  women  of 
childbearing  age  are  not  covered  for  basic  maternity  care. 

Medicaid,  the  State /Federal  program  ot  neaitn  insurance  for 
low-income  persons,  provides  coverage  for  only  42  percent  of  Americans 
with  income  below  the  poverty  line. 

In  1990,  the  United  States  spent  an  estimated  $675  billion  on 
health  care  services,  research,  and  administration.     On  a  per  capita 
basis,  health  care  in  the  United  States  costs  one-third  more  than  in 
Canada,  and  twice  as  much  as  in  West  Germany  and  Japan.     In  1990, 
health  care  consumed  12.4  percent  of  the  U.S.  gross  national  product 
(GNP) .    Other  countries,  including  the  major  trading  partners  of  the 
United  States,  spend  substantially  less  of  their  total  resources  on 
health  care.     In  addition,  recent  health  spending  in  these  countries 
has  increased  at  approximately  the  same  rate  as  GNP. 
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In  the  1980s,  real  spending  per  capita  for  hospital  services 
increased  by  nearly  four  percent  per  year,  despite  declines  in  the 
number  of  hospital  beds,  number  of  admissions,  and  average  lengths  of 
stay.    Real  spending  per  capita  for  physician  services  is  increasing  at 
an  even  faster  rate,  nearly  nine  percent  per  year. 

Health  care  is  a  growing  burden  on  American  businesses.     A  recent 
study  indicates  that  insurance  premiums  have  risen  an  average  of  more 
than  20  percent  per  year  in  each  of  the  last  four  years. 

Obtaining  health  insurance  at  reasonable  rates  is  a  particular 
problem  for  small  businesses.     Only  38  percent  of  workers  in  firms  with 
fewer  than  25  employees  obtain  health  insurance  from  their  own  jobs, 
while  more  than  85  percent  of  workers  in  firms  with  1,000  employees  or 
more  obtain  such  coverage. 

Health  care  costs  appear  to  be  rising  faster  for  small  groups  than 
for  large.     The  wide  use  of  experience  rating  to  set  premiums,  as 
opposed  to  community  rating,  increases  prices  to  small  business. 
Pervasive  medical  underwriting  and  refusal  to  renew  insurance  also  pose 
special  problems  for  small  businesses. 

There  have  been  only  marginal  improvements  in  the  general  he^th 
status  of  Americans  in  recent  years.     Average  life  expectancy  and 
number  of  days  spent  on  disability  stayed  at  nearly  constant  levels 
throughout  the  1980s. 

In  the  1980s,  there  were  modest  reductions  in  the  overall  infant 
mortality  rate.     In  comparison  with  the  rates  of  other  nations, 
however,  the  United  States  dropped  from  19th  to  22nd  place  in  the 
world.    The  infant  mortality  rate  for  black  Americans  is  more  than 
twice  as  high  as  the  rate  for  whites. 


DETAIL^  yog  subMISMQM  Of  WRmm  CQMMEHTg: 

Persons  submitting  written  statements  for  the  printed  record  of 
the  hearings  should  submit  at  least  six  (6)  copies  of  their  statements 
by  the  close  of  business  Thursday,  May  9,  1991,  to  Robert  J.  Leonard, 
Chief  Counsel,  Committee  on  Ways  and  Means,  U.S.  House  of 
Representatives,  1102  Longworth  House  Office  Building,  Washington,  D.C. 
20515.     If  those  filing  written  statements  for  the  record  of  the 
printed  hearings  wish  to  have  their  statements  distributed  to  the  press 
and  the  interested  public,  they  may  provide  100  additional  copies  for 
this  purpose  to  the  Committee  office  before  the  beginning  of  the 
hearing. 

FORMATTING  REQUIREMENTS; 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted  for  the 
printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the  guidelines  listed  below. 
Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  not  be  printed,  but  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

1 .  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper  and  may  not 
exceed  a  total  of  10  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit  material  should 
be  refeiented  and  quoteu  o;  paraphrased.  All  exhibit  material  not  meeting  these  specificatisns  wil!  be  maintained  in  the 
Committee  files  for  review  and  use  by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or.  for  written  comments,  the  name  and 
capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization  for  whom  the  witness 
appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where  the  witness 
or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations 
in  the  full  statement.  This  supplemental  sheet  will  not  be  included  in  the  printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing.  Statements  and  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  the  course  of  a  public  hearing, 
may  be  submitted  in  other  forms. 
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Chairman  Rostenkowski.  The  committee  will  come  to  order. 

Today,  the  committee  will  begin  a  series  of  long-term  strategy 
hearings  that  I  hope  will  lead  us  to  shift  our  focus  of  thinking  in 
regard  to  health  care  coverage  and  costs. 

This  series  continues  a  process  I  initiated  some  years  ago  to  pro- 
vide this  committee  with  an  opportunity  to  consider  critical  issues 
outside  of  the  immediate  demands  of  the  legislative  process,  and 
without  any  specific  legislative  agenda. 

Too  often,  our  focus  is  dictated  by  short-term  needs,  crisis  situa- 
tions, and  budgetary  deadlines. 

This  committee  must  consider  and  anticipate  long-term  issues  of 
national  importance  and  develop  long-range  strategies  that  allow 
the  committee  to  assert  its  historic  leadership  role. 

Rising  health  care  costs  and  lack  of  insurance  coverage  for  over 
34  million  Americans  combine  to  make  health  care  one  of  the  most 
persistent  problems  facing  this  country. 

When  I  was  first  elected  to  Congress  in  1958,  this  country  spent 
about  $23  billion  a  year  on  health  care,  amounting  to  only  about  5 
percent  of  our  gross  national  product. 

In  1990,  we  spent  $675  billion,  12.4  percent  of  the  GNP,  on  health 
care. 

In  spite  of  this  vast  increase  in  resources  spent  on  health  care,  it 
is  clear  that  enormous  problems  remain. 

Thirty-four  million  Americans,  many  of  them  children,  are  unin- 
sured. Our  infant  mortality  rate  remains  a  national  disgrace.  Our 
rates  of  mortality  and  morbidity  are  higher  than  those  of  many 
other  industrialized  nations. 

Today's  hearing  will  provide  a  perspective  on  health  care  in  the 
United  States  as  it  compares  to  other  nations. 

Tomorrow,  the  committee  will  turn  its  attention  to  the  issues  of 
costs  and  coverage.  This  series  continues  next  week  with  3  days  of 
hearings  focused  on  specific  proposals  and  approaches  for  reform. 

I  want  to  stress  that  there  is  no  specific  legislative  agenda  dictat- 
ing these  hearings. 

I  hope  these  hearings  will  provide  an  opportunity  for  both  mem- 
bers and  the  public  to  gain  some  insight  and  information  on  the 
significant  health  care  issues  that  face  us  today  and  which  will  con- 
tinue to  face  us  in  the  future. 

This  morning,  we  begin  with  the  testimony  of  Dr.  Bill  Roper  of 
the  Centers  for  Disease  Control  regarding  the  overall  effectiveness 
of  the  U.S.  health  care  system. 

I  understand  that  Mr.  Archer  has  a  statement.  Mr.  Archer. 

Mr.  Archer.  Mr.  Chairman,  these  hearings,  as  well  as  the  Ways 
and  Means'  retreat  this  weekend,  mark  the  beginning  of  a  long 
overdue  evaluation  by  this  committee  of  the  major  issues  challeng- 
ing the  Nation's  health  care  system. 

Despite  the  fact  that  Americans  have  the  finest  medical  care 
available  in  the  world,  the  cost  of  this  care  is  quickly  becoming  pro- 
hibitive, and  access  to  it  is  far  from  uniform. 

Mr.  Chairman,  the  learning  process  we  are  initiating  today  will 
help  the  committee  reappraise  Federal  health  care  policy.  I  am 
confident  these  hearings  will  be  balanced,  that  all  points  of  view 
will  be  represented,  and  that  a  good  foundation  will  be  laid  for  the 
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committee  to  pursue  the  task  of  reform,  if  we  find  that  to  be  neces- 
sary. 

The  review  we  now  undertake  has  been  needed  for  many  years. 
The  problems  the  committee  will  explore  are  not  new. 

To  be  frank,  we  have  ignored  many  of  these  issues  in  past  budget 
bills,  when,  in  the  name  of  deficit  reduction,  this  committee  has  ar- 
bitrarily reduced  Medicare  payments  to  hospitals  and  physicians. 

These  cuts  were  made  to  meet  budget  targets  without  sufficient 
regard  for  the  factors  driving  the  costs  for  those  providing  the  care. 
Many  of  these  costs  are  beyond  the  control  of  providers.  This  is 
well  illustrated  by  hospitals  facing  ever-increasing  costs  of  nursing 
care,  meeting  the  expanding  challenge  from  AIDS,  and  shouldering 
the  burden  of  ever-growing  regulatory  requirements. 

At  the  same  time  we  find  physicians  developing  expensive  prac- 
tice styles,  not  simply  to  treat  their  patients,  but  to  protect  them- 
selves against  the  threat  of  liability. 

Such  factors,  and  others,  are  making  medical  care  more  costly.  It 
is  time  we  turn  our  attention  to  reform  which  will  mitigate  the 
cost  of  these  factors  before  we  pass  more  laws  to  limit  Medicare 
payments,  or  before  we  consider  legislation  to  more  broadly  regu- 
late hospital  and  physician  payments  in  the  private  sector. 

Further,  if  policy  to  contain  health  care  costs  must  go  beyond 
that  which  is  required  to  turn  around  these  cost  drivers,  then  we 
must  find  solutions  based  on  positive  incentives  that  enable  hospi- 
tals and  physicians  to  bring  down  the  medical  bill. 

We  need  solutions  which  go  to  the  root  causes  of  the  problems 
while  maintaining  the  ability  of  hospitals  and  physicians  to  provide 
the  quality  of  care  which  Americans  expect  and  deserve.  We  should 
not  be  lulled  into  simplistic  alternatives  for  cost  containment  such 
as  price  controls.  We  know  from  experience  that  such  approaches 
are  inherently  flawed  and  always  make  conditions  worse. 

Mr.  Chairman,  I  hope  the  committee  will  also  be  particularly  ju- 
dicious as  it  considers  the  issue  of  access  to  care.  The  evidence  we 
will  be  presented  will  indicate  that  tens  of  millions  of  Americans 
are  without  proper  health  insurance. 

This  is  unquestionably  a  significant  issue  which  deserves  the  im- 
mediate attention  of  this  committee  and  the  Congress. 

Nevertheless,  it  is  important  as  alternatives  to  promote  access 
are  considered  that  the  committee  be  wary  of  proposals  that  would 
turn  the  current  health  insurance  world  upside  down  for  those 
Americans  who  are  satisfied  with  their  coverage  in  order  to  pro- 
vide protection  for  those  who  now  lack  health  benefits. 

This  Congress  learned,  I  believe,  in  the  controversy  which  arose 
from  Medicare  catastrophic  health,  that  there  may  be  untoward 
consequences  from  changing  policy  which  affects  a  majority  of 
Americans  to  help  the  few. 

Also,  as  the  committee  considers  aiding  the  uninsured,  we  must 
be  very  careful  not  to  make  promises  that  cannot  be  fulfilled.  And 
we  must  not  forget  the  principle  of  pay-as-you-go. 

Whatever  is  legislated  must  be  paid  for.  And  so  the  price  tag  and 
the  economic  implications  of  proposals  to  promote  access  must  be 
at  the  forefront  of  committee  deliberations. 
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Mr.  Chairman,  I  look  forward  to  the  next  few  days  and  feel  confi- 
dent our  discussions  will  have  a  meaningful  effect  on  the  future  of 
health  care  in  this  Nation. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  I  would  like  to  begin  by  thanking  the  chairman  for 
holding  this  series  of  important  hearings. 

I  hope  that  these  hearings,  and  the  retreat  this  weekend,  will 
provide  all  the  members  of  this  committee  with  the  opportunity  to 
explore  the  complex  problems  relating  to  health  care  costs  and  the 
uninsured. 

The  issues  and  problems  aren't  new.  We  have  been  talking  about 
health  insurance  in  this  country  for  almost  100  years.  Health  care 
costs  are  now  12  percent  of  GNP,  and  they  have  been  rising  faster 
than  inflation  for  nearly  20  years. 

I  don't  intend  to  recite  the  litany  of  issues  and  problems  facing 
us,  but  there  are  two  basic  points  I  would  like  the  members  to  keep 
in  mind  as  we  proceed  through  these  discussions. 

First,  some  form  of  national  health  insurance  program,  I  believe, 
is  inevitable.  It  is  the  only  policy  that  has  the  capability  of  address- 
ing the  problems  of  both  access  and  costs.  The  only  question  is 
when  there  will  be  enough  of  a  political  consensus  to  support  legis- 
lative action. 

Second,  it  is  most  important  for  this  committee  to  recognize  that 
Medicare  is  the  most  successful  health  insurance  program  in  this 
country.  This  recognition  is  shared  by  the  chairman  who  chaired 
the  subcommittee  long  before  I  did,  to  our  next  witness  who  for 
many  years  was  running  HCFA,  to  his  successor  in  office,  and  to 
other  previous  chairs  of  the  Health  Subcommittee  and  members. 

Now,  this  is  somewhat  different  from  this  committee's  usual  view 
of  Medicare.  The  more  common  view  during  reconciliation  debates 
casts  Medicare  in  the  role  of  a  Government  program  whose  costs 
are  out  of  control. 

But  as  shown  on  the  attached  graph,  the  truth  is  that,  when 
compared  to  other  insurance  plans,  Medicare  is  a  virtual  model  of 
effectiveness  and  efficiency.  Credit  for  that  can  be  claimed  on  a  bi- 
partisan basis  by  administrations  from  many  years  past  and  by  this 
committee  for  the  hard  work  they  have  done. 

We  have  done  a  better  job  of  providing  benefits,  ensuring  access 
to  care,  and  controlling  costs  than  any  other  public  or  private 
health  insurance  plan  in  this  country. 

It  is  a  record  that  can  and  should  be  built  upon  as  the  basis  of  a 
program  of  universal  access  for  all  Americans. 

I  want  to  thank  you  again,  Mr.  Chairman.  I  am  looking  forward 
to  stimulating  discussions  of  these  issues  over  the  new  2  weeks.  I 
think  the  American  public  will  benefit. 

[The  graph  referred  to  follows:] 
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Chairman  Rostenkowski.  Mr.  Gibbons. 

Mr.  Gibbons.  Mr.  Chairman,  I  want  to  be  brief.  I  commend  you 
and  Mr.  Stark  for  bringing  this  matter  to  the  front  stage  as  you 
have.  You  have  both  chaired  the  Health  Subcommittee,  and  you 
know  this  subject  very  well. 

I  don't  think  right  now  there  is  any  higher  concern  of  the  Ameri- 
can people  than  the  quality  of  their  health  care  program.  Now,  I 
speak  from  a  vantage  point  that  only  one  other  committee  member 
has,  and  that  is  I  am  on  Medicare.  I  am  71  years  old,  and  I  have 
been  on  it  for  6  years  now.  It  works,  Mr.  Chairman.  It  is  a  good 
program.  It  is  well  run.  And  I  think  what  we  ought  to  do  is  expand 
Medicare  so  that  it  covers  the  entire  population  of  the  United 
States,  including  all  the  prenatal  services. 

It  will  be  less  expensive  than  the  current  program,  the  helter- 
skelter  program  that  we  have,  and  it  will  provide  adequate  health 
care  for  everyone.  There  will  be  sufficient  room  left  for  improvisa- 
tion or  for  the  insurance  companies  to  sell  their  policies  because 
Medicare  does  not  cover  everything.  And  I  think  it  is  time  that  we 
face  up  to  this,  take  off  the  age  limitation  on  Medicare,  apply  it  to 
the  prenatal  and  pregnancy  areas  of  our  society,  because  that  is 
one  program  that  is  not  covered  by  Medicare  now.  And  I  intend  to 
introduce  a  bill  today  that  does  that. 

I  know  Mr.  Stark  has  legislation  very  similar  to  that,  and  I  know 
many  members  support  what  he  has  done.  I  hope  we  can  conclude 
this  debate  within  the  next  couple  of  years  and  enact  a  program.  I 
suggest  that  we  ought  to  enact  Medicare  for  everyone. 

Chairman  Rostenkowski.  Mr.  McGrath. 

Mr.  McGrath.  How  soon  you  forget. 

Thank  you,  Mr.  Chairman.  I  want  to  congratulate  you,  Mr.  Ros- 
tenkowski, for  holding  these  hearings.  I  think  it  is  extremely  ap- 
propriate that  we  are  having  a  series  of  hearings  on  health  care  at 
the  same  time  that  many  of  us  will  be  traveling  to  West  Point  this 
weekend  for  a  retreat  on  this  subject  alone.  To  take  a  look  at  the 
history  of  those  retreats,  when  we  had  one  in  Florida  regarding  tax 
reform,  we  came  along  sometime  right  after  that  with  a  tax  reform 
bill  or  a  process  which  led  to  tax  reform.  We  had  one  on  trade.  We 
had  some  trade  reform  and  some  trade  bills.  We  have  had  some  re- 
treats on  welfare  reform,  and  we  had  a  welfare  reform  bill.  So  it  is 
appropriate,  and  I  would  say  I  look  forward  to  a  bill  or  perhaps  a 
brandnew  system  as  a  result  of  the  retreat  this  weekend  and  the 
hearings  that  go  on,  particularly  the  deliberations  of  the  Health 
Subcommittee  on  which  I  am  proud  to  serve. 

Mr.  Chairman,  in  my  travels  as  a  member  of  the  committee 
around  my  State  of  New  York,  it  seems  to  me  that  we  have  a 
system  that,  in  a  lot  of  cases,  nobody  likes.  The  beneficiaries  don't 
believe  it  provides  enough.  The  providers  don't  like  it  because 
either  they  don't  get  paid  enough  or  they  feel  they  are  too  con- 
strained by  the  regulations  in  the  system,  the  redtape  in  the 
system,  and  the  bureaucracy  of  the  system,  which  all  adds  to  addi- 
tional costs  of  the  system. 

So  I  too  am  looking  forward  to  these  hearings,  the  background 
that  we  are  going  to  be  getting  at  the  retreat  this  weekend,  and 
hopefully  working  over  the  next  few  years  towards  a  system  that 
we  can  all  love. 
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Chairman  Rostenkowski.  Any  further  comments?  Mr.  McDer- 
mott. 

Mr.  McDermott.  Mr.  Chairman,  I  simply  want  to  say  it  is  the 
opening  of  baseball  season,  and  it  is  encouraging  to  those  of  us  who 
have  worked  for  a  long  time  in  health  care  to  see  that  the  chair- 
man is  stepping  up  to  bat  on  the  issue.  All  Americans  ought  to  be 
entitled  to  health  care  insurance  that  they  can  afford,  so  that  they 
will  not  be  bankrupted  by  an  illness  or  an  injury.  I  want  to  person- 
ally commend  you  for  calling  these  hearings  and  setting  the  stage 
for  putting  us  in  motion  to  make  something  happen  on  this  issue. 
We  have  talked  about  it  since  Harry  Truman  put  it  in  the  Demo- 
cratic platform  in  1948.  It  is  time  to  do  something  about  it. 

Mrs.  Kennelly.  Mr.  Chairman. 

Chairman  Rostenkowski.  Mrs.  Kennelly. 

Mrs.  Kennelly.  Mr.  Chairman,  I  too  would  like  to  join  with  the 
other  voices  in  thanking  you.  But  I  also  would  like  to  make  the 
point  that  Mr.  Archer  made;  that  we  have  one  of  the  very  best 
health  systems  in  the  whole  world  right  at  this  very  moment.  And 
one  of  the  reasons  that  I  am  very  pleased  that  you  have  chosen  to 
take  the  lead  to  have  these  hearings,  to  go  to  West  Point  this  week- 
end and  look  at  this  question  seriously  is  I  think  you  do  one  thing 
that  so  many  others  don't  do.  You  are  going  to  have  us  make  sure 
we  look  at  how  we  pay  for  what  we  are  addressing. 

Everyone  in  these  United  States  is  talking  about  health  care, 
talking  about  how  much  health  care  costs.  I  think  probably  before 
this  whole  process  ends  we  might  each  one  of  us  have  our  own  bills 
on  health  care.  But  what  you  make  sure  we  do  is  to  be  very  clear 
how  we  pay  for  any  new  system  before  we  begin  to  dismantle  the 
old  system.  Therefore,  I  place  myself,  my  people  in  Connecticut,  in 
your  hands  to  make  sure  that  what  we  come  out  with  is  better 
than  what  we  went  in  with. 

Chairman  Rostenkowski.  Thank  you.  Any  further  comment? 

[No  response.] 

[The  opening  statements  of  Mr.  Dorgan  and  Mr.  Sundquist 
follow:] 
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OPENING  STATEMENT  OF  THE  HONORABLE  BYRON  L.  DORGAN 
COMMITTEE  ON  WAYS  AND  MEANS  HEARINGS  ON 
LONG-TERM  STRATEGIES  FOR  HEALTH  CARE 

April  16,  1991 

Mr.  Chairman,  thank  you  for  holding  this  series  of  hearings  in  which  the 
Committee  will  examine  the  U.S.  health  care  system  and  explore  alternatives  to 
develop  long-term  strategies  for  health  care.     Without  a  doubt,  health  care  is 
one  of  the  most  pressing  issues  that  the  Committee  and  the  Congress  must 
address.     Our  current  health  care  system  is  set  on  a  course  of  self- 
destruction.     Rising  health  care  costs,   severe  gaps  in  insurance  coverage;  the 
continued  failure  of  our  nation's  health  care  delivery  system  to  address 
problems  like  high  infant  mortality  rates  which  in  certain  areas  fo  the 
country  rival  rates  of  third  world  countries;  and  the  lack  of  access  to  basic 
health  care  services  for  the  34  million  Americans  who  currently  have  no 
insurance  coverage  leaves  little  doubt  that  reform  is  imperative.     It  seems  to 
me  that  this  current  situation  cannot  continue  and  we  must  put  our  health  care 
system  back  on  track.     The  system  is  changing  despite  any  action  or  lack  of 
action  on  the  part  of  the  Congress.     The  guestion  before  us  is  whether  the 
Congress,  the  American  people  and  policy  makers  are  willing  to  pay  the  price 
to  produce  a  positive  change  that  improves  access,   coverage,   and  guality  of 
life  for  all  Americans  —  or  continue  the  current  system  that  only  benefits 
those  who  can  afford  it. 

THE  COST  OF  HEALTH  CARE  IN  THE  UNITED  STATES 

As  you  know  Mr.  Chairman,  the  U.S.   is  the  world's  number  one  spender  on 
health  care  —  both  in  absolute  terms  and  per  capita.      In  1990,   we  spent  $675 
billion  on  health  care  —  that  comes  out  to  over  $2  billion  per  day  and  over 
$2000  per  person.     This  absorbed  12.4  percent  of  our  nation's  GNP.  With 
medical  care  prices  growing  at  more  than  twice  the  rate  of  inflation,  the  U.S. 
will  spend  $1.5  trillion  on  health  care  by  the  year  2000. 

This  means  working  individuals  and  families  will  have  to  spend  more  of 
their  pay  check  on  insurance  premiums  and  some  will  simply  not  be  able  to 
afford  to  keep  up  and  therefore  will  join  the  ranks  of  the  uninsured.  This 
also  means  that  businesses  that  provide  health  care  benefits  to  their 
employees  will  end  up  dropping  this  benefit  or  limit  coverage.  Consequently, 
the  rising  number  of  uninsured  will  put  pressure  on  medical  providers, 
especially  in  rural  areas  and  in  poor  inner-cities  where  there  already  exists 
an  unmanageable  number  of  indigent  patients. 

GETTING  WHAT  WE  PAY  FOR: 
WHAT  IS  THE  BANG  FOR  OUR  HEALTH  CARE  BUCK 

There  are  many  aspects  of  our  health  care  system  that  most  of  us  would 
not  want  to  give  up  or  see  impeded.     The  U.S.   is  a  leader  in  many  areas  of 
medical  research.     For  those  who  can  afford  it,  we  have  some  best  state-of- 
the-art  medical  equipment  and  a  seemingly  abundant  supply  of  CAT-SCANS,  MRIs, 
and  highly  specialized  physicians  capable  of  providing  the  best  health  care  in 
the  world.     However,  our  overall  health  care  system  has  severe  shortcomings. 

Despite  the  fact  that  we  out  spend  other  western  industrialized 
countries  like  Canada,  Great  Britain,  Germany,  and  Japan,  we  rank  far  below 
those  countries  and  several  others  on  key  health  indicators.     For  example,  the 
U.S.  ranks  an  embarrassing  22nd  in  the  world  in  infant  mortality,   18th  in 
child  mortality,   11th  in  maternal  mortality,  and  8th  in  overall  life 
expectancy.     We  have  34  million  uninsured  persons  in  the  U.S.  and  another  20 
million  have  inadequate  health  insurance. 

We  have  a  tremendous  amount  of  waste,  bureaucracy,   and  inefficiency  in 
our  system.     The  U.S.   spends  23  cents  of  every  health  care  dollar  on  billing 
and  over  19  percent  of  the  budgets  for  American  hospitals  are  spent  on  billing 
and  administration.     Canada  by  comparison  spends  13  cents  per  dollar  on 
billing  and  8  percent  of  hospital  costs  on  billing  and  administration. 

One  of  the  greatest  economic  burdens  for  many  elderly,  disabled  and 
their  families  is  expensive  nursing  home  costs.     Insurance  for  long-term  care 
expenses  is  not  widely  available  for  the  32  million  elderly  and  the  7  million 
disabled  in  the  United  States  —  the  two  groups  in  the  greatest  need  of  care 
at  home  or  in  nursing  homes.     Medicare  coverage  is  very  limited  for  nursing 
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home  stays,  and  Medicaid,  which  requires  impoverishment  before  one  can  qualify 
for  coverage,   is  the  largest  public  spender  for  nursing  home  expenses.  Most 
of  the  expenses  for  costly  nursing  home  stays  in  the  U.S.  come  from  the  life 
savings  and  assets  of  the  elderly  or  the  private  resources  of  family  members. 
If  an  individual  needs  long-term  care  in  a  nursing  home  for  an  extended  period 
of  time,  odds  are  that  they  and/or  their  families  will  suffer  financial 
catastrophe. 

NEED  FOR  REFORM 

In  the  Committee's  exploration  of  alternative  approaches  to  reform  the 
health  care  system  and  address  the  problems  of  access  to  health  care  services 
and  insurance  coverage,   it  seems  to  me  that  we  have  to  first  focus  on  curbing 
the  rising  costs  of  medical  care.     Any  reform  without  effective  cost  control 
will  be  anything  but  reform.     Also,  we  need  to  be  cognizant  of  the  specific 
needs  of  different  population  groups.     The  elderly  already  have  a  relatively 
sound  and  effective  system  of  coverage  for  basic  health  care  expenses  in  the 
Medicare  program.     However,  there  is  a  tremendous  need  for  coverage  of  long- 
term  care  expenses.     The  young  and  poor  have  clearly  fallen  through  the  cracks 
of  health  care  coverage.     Ensuring  access  to  health  care  services  for  pregnant 
women  and  young  children  would  not  only  improve  quality  of  life  for  many  of 
the  vulnerable  in  our  society  but  it  would  also  ease  the  burden  on  the  system 
that  pays  for  the  complications  of  delayed  health  care  attention. 

I  also  believe  that  as  the  Committee  looks  toward  developing  solutions 
to  address  the  gaps  in  health  care  coverage,  we  need  to  realize  that 
approaches  which  utilize  a  public-private  partnerships  may  provide  the  most 
effective  solution.     Indeed  there  is  need  for  some  form  of  a  new  federal 
program  to  improve  insurance  coverage.     However,  the  private  industry  can  plan 
an  effective  role  as  it  has  in  the  past.     Part  of  the  solution,   it  seems  to 
me,   is  for  the  Committee  to  examine  ways  to  stimulate  the  availability  of 
affordable  private  insurance  packages.     Either  expansion  of  existing  federal 
programs  or  the  establishment  of  new  programs  ought  to  cover  what  the  private 
market  cannot.     It  should  not  be  the  case  that  the  private  market  for  health 
insurance  coverage  is  entirely  usurped  by  a  massive  federal  program. 

One  example  is  the  legislation  that  I  intend  to  introduce  in  the  near 
future.     The  bill  I  will  introduce  would  provide  for  an  expanded  Medicare 
program  that  would  cover  the  expenses  of  lengthy  nursing  home  stays.  The 
Medicare  program  would  cover  nursing  home  expenses  after  a  2-year  exclusionary 
period  in  which  individuals  would  have  to  purchase  private  insurance  to  cover 
nursing  home  expenses  amounting  to  less  than  two  years.     After  that  point,  the 
federal  program  kicks  in. 

This  public-private  approach  is  effective  and  it  would  limit  the  cost  to 
federal  purse  and  utilize  the  private  insurance  industry  to  fill  the  gaps  in 
coverage  for  expensive  nursing  home  stays.     By  limiting  the  liability  of  the 
private  insurance  portion  in  this  plan  to  2  years  of  coverage,  the  private 
market  would  be  able  to  offer  affordable  plans.     Expenditures  from  the 
Medicaid  program  —  which  is  currently  the  largest  public  financer  of  nursing 
home  expenses  —  would  decrease  and  therefore  result  in  savings  for  both  the 
federal  and  state  governments. 

This  plan  is  by  no  means  a  comprehensive  program  for  addressing  the 
long-term  care  needs  of  the  elderly  and  the  disabled    —  it  does  not  address 
the  need  for  improvements  for  home  care  coverage  for  example.     However,  it  is 
my  hope  that  when  we  look  for  solutions  for  long-term  care  we  consider  this 
approach. 

Thank  you  again  Mr.  Chairman  for  holding  these  important  hearings.  I 
look  forward  to  working  with  you  and  the  Members  of  this  Committee  on  this 
most  important  issue. 
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OPENING  STATEMENT  OF  THE  HONORABLE  DON  8UNDQUI8T 

FULL  COMMITTEE  HEARINGS 
APRIL  16 ,  1991 

Mr.  Chairman,  I  thank  you  for  calling  these  important 
hearings.    A  lot  of  attention  has  been  given  to  health  care 
problems  from  businesses,  lobbying  organizations  and  our 
constituents.     It  is  one  of  the  most  discussed  topics  at  our  town 
meetings. 

During  these  hearings  we  will  have  testimonies  about  the 
spiraling  costs  of  health  care,  the  large  ranks  of  uninsured 
individuals,  and  the  burden  of  health  care  on  small  businesses. 

Many  will  advocate  a  move  toward  a  nationalized  health  care 
system  modeled  after  the  Canadian  system.     But,  before  we  head  in 
that  direction,  we  had  better  answer  some  tough  questions: 

-  Are  we  ready  to  accept  long  waiting  lists  for 
"non-essential"  medical  treatments? 

-  What  about  a  national  health  program  where  the  government 
tells  you  who  your  doctor  will  be? 

-  Then  there  is  the  issue  of  cost.     Socialized  medicine  is 
not  less  expensive  and  someone  still  has  to  pay  the  bill. 
The  National  Center  for  Policy  Analysis  says  it  would  take 
either  a  payroll  tax  hike  of  14  percent,  or  a  value-added 
tax  of  at  least  10  percent  on  all  goods  and  services  sold 
in  the  United  States  to  fund  a  system  like  Canada's. 

In  short,  businesses  which  support  socialized  medicine  as  a 
way  of  cutting  health  costs  are  kidding  themselves.  The 
costs  will  still  be  there,  but  in  the  form  of  higher  taxes 
rather  than  direct  health  costs.    The  only  difference  will 
be  that  the  quality  of  care  available  will  decline. 


I  would  hope  that  we  would  focus  on  ways  to  improve  our 
current  system  through: 

-  tort  reform 

-  decreased  administrative  bureaucracy 

-  instituting  market  incentives  for  efficiency 

-  use  of  diagnostic  centers  and  other  flexible  means  of 
reducing  duplication 

"no  frills"  insurance  plans  for  small  businesses 

-  various  public/private  partnerships  for  risk  and 
cost-sharing 

We  must  make  substantial  changes,  but  we  shouldn't  throw  the 
baby  out  with  the  bathwater.     Our  current  system  provides  the 
highest  standard  of  care  and  greatest  technological  advances  in 
the  medical  world. 
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Chairman  Rostenkowski.  Well,  Dr.  Roper,  you  are  no  stranger 
to  this  committee.  You  have  been  associated  with  us  for  a  good 
many  years,  or  at  least  as  long  as  I  have  been  chairman,  and  in  a 
high  profile  role.  So  welcome  to  the  committee  again.  We  are  look- 
ing forward  to  your  testimony. 

STATEMENT  OF  WILLIAM  L.  ROPER,  M.D.,  M.P.H.,  DIRECTOR,  CEN- 
TERS FOR  DISEASE  CONTROL,  PUBLIC  HEALTH  SERVICE,  U.S. 
DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES,  ACCOMPA- 
NIED BY  MANNING  FEINLEIB,  DIRECTOR,  NATIONAL  CENTER 
FOR  HEALTH  STATISTICS 

Dr.  Roper.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. It  is  a  personal  delight  and  an  honor  to  appear  before  you. 
Many  times  I  get  to  appear  before  committees  of  the  Congress  and 
dread  doing  that.  It  is  a  real  pleasant  occasion  to  be  before  you, 
and  I  look  forward  to  visiting  with  you  this  morning. 

As  you  have  said,  I  am  Director  of  the  Centers  for  Disease  Con- 
trol— CDC — the  Nation's  prevention  agency,  and  I  am  accompanied 
by  Dr.  Manning  Feinleib,  who  is  Director  of  CDC's  National  Center 
for  Health  Statistics— NCHS. 

We  are  pleased  to  participate  in  this  series  of  hearings,  and  I  will 
this  morning  be  presenting  a  brief  overview  of  our  most  recent 
data  on  the  health  of  Americans,  describing  some  international 
comparisons  in  health  and  finally  discussing  the  role  of  prevention 
in  the  efforts  to  improve  our  own  health  and  our  world  standing. 

Last  week,  Secretary  Sullivan  presented  the  most  recent  annual 
report  on  the  health  of  the  American  people  to  the  President  and 
the  Congress.  This  report,  which  is  called  ' 'Health,  United  States, 
1990,"  is  an  essential  national  status  report  on  both  our  progress 
and  our  problems  in  health.  I  would  like  to  cite  just  a  few  high- 
lights. 

Heart  disease  mortality,  the  leading  cause  of  death  in  America, 
has  declined  by  34  percent  over  the  last  2  decades. 

Deaths  from  stroke,  the  third  leading  cause  of  death,  also  contin- 
ued a  long  downward  trend,  but  unfortunately  that  decline  has 
slowed  somewhat  in  recent  years. 

The  long-term  trend  toward  increasing  life  expectancy  appears  to 
have  resumed  in  1989  after  a  brief  interruption  in  1988,  rising  to  a 
new  high  of  75.2  years.  The  chart  that  is  before  you  now  displays 
this  information.  Life  expectancy  once  reaching  age  65  was  almost 
17  years  recently  in  1988. 

We  also  had  important  news  last  week  on  infant  mortality,  the 
key  measure  of  health  of  children  in  this  country.  In  1990,  the  pro- 
visional infant  mortality  rate  fell  to  9.1  infant  deaths  per  1,000  live 
births,  6  percent  below  the  estimate  for  the  previous  year  and  the 
largest  single-year  decline  in  a  decade.  If  you  look  at  this  chart, 
that  is  the  red  line,  and  if  you  see  the  right  end  of  the  line,  the 
downturn,  sharp  downturn,  that  is  what  we  are  describing,  and  the 
good  news  provisionally  for  1990. 

Not  all  of  the  news  in  these  reports  was  good,  however.  Differ- 
ences between  whites,  blacks,  and  other  groups  persist  and  in 
many  areas  grow.  And  as  you  saw  from  the  previous  chart  and  this 
chart,  that  disparity  is  striking.  Increasing  homicide  and  AIDS 
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death  rates  have  caused  life  expectancy  in  blacks  to  decline  since 
1984. 

Let  me  say  that  again.  A  lot  of  these  numbers  may  not  make 
their  point,  but  the  life  expectancy  for  black  Americans  is  declin- 
ing in  this  country.  Infant  mortality  among  blacks  remains  twice 
that  for  whites. 

Also,  lung  cancer,  the  leading  cause  of  cancer  death  among 
women,  has  increased  dramatically  over  the  last  decade.  It  is  now 
more  than  a  third  higher  for  white  women,  a  reflection  of  smoking 
patterns  that  began  several  decades  ago.  Said  simply  and  directly, 
women  have  indeed  come  a  long  way  in  recent  years.  They  are  now 
having  lung  cancer  and  are  dying  at  the  rates  of  men  because  they 
are  now  smoking  at  the  rates  that  men  are  smoking.  We  have 
hope,  however,  that  with  recent  declines  in  smoking  we  can  expect 
to  see  declines  in  deaths  from  lung  cancer  in  the  future. 

Mortality  from  HIV  and  AIDS  increased  by  20  percent  from  1987 
to  1988  and  another  28  percent  in  1989,  making  HIV  the  11th  lead- 
ing cause  of  death  in  America. 

Finally,  as  has  already  been  said,  approximately  34  million  per- 
sons, 16  percent  of  the  population  under  65,  are  uninsured.  For 
many  minority  populations,  the  statistics  are  worse.  For  example, 
more  than  20  percent  of  blacks  are  uninsured,  as  are  35  percent  of 
Mexican-Americans.  And  these  data  are  shown  on  the  chart  here. 

The  major  emphasis  of  the  Secretary's  report,  '  'Health,  United 
States,  1990,"  is  on  the  health  differences  between  blacks,  whites, 
Hispanics,  and  other  races  and  ethnic  groups.  The  Secretary  high- 
lighted these  differences  in  a  press  conference  last  week.  Better 
recognition  of  the  significant  gaps  in  health  between  these  groups 
is  an  important  step  toward  addressing  the  problems. 

I  might  just  add  that  we  distributed  before  this  hearing  a  docu- 
ment that  applies  these  statistics  to  your  States  and  lays  out  in 
graphic  form  the  health  conditions  in  each  of  your  States. 

Let  me  turn  now  to  comparisons  to  other  countries.  Earlier  this 
year,  I  had  the  privilege  of  accompanying  Secretary  Sullivan  to 
Africa.  Viewed  from  that  perspective,  the  health  of  Americans  and 
that  of  other  industrialized  nations  is  extraordinary.  With  few  ex- 
ceptions, we  have  made  tremendous  strides  in  reducing  mortality 
from  infectious  diseases,  allowing  our  life  expectancies  to  reach  far 
beyond  those  of  the  countries  that  we  visited  in  Africa. 

But — and  this  is  a  very  big  but — when  comparing  the  United 
States  to  similarly  developed  nations,  there  is  clear  evidence  that 
we  can  do  much  better.  Such  international  comparisons  provide  us 
with  an  opportunity  to  put  the  health  of  Americans  in  a  broader 
context  and  to  learn  where  the  experience  of  similar  countries  can 
be  translated. 

Before  I  review  some  of  what  has  been  documented  in  those  com- 
parisons, a  few  caveats.  Although  the  United  States,  Canada,  Great 
Britain,  Japan,  and  others  have  many  similarities,  they  have  di- 
verse social,  economic,  and  demographic  characteristics  that  may 
confound  comparison  of  health  statistics.  Additionally,  the  way  sta- 
tistics are  gathered  may  vary  across  countries,  and  in  my  prepared 
statement,  I  highlight  some  of  the  things  that  we  have  done  to 
make  sure  these  comparisons  are  valid. 


15 


When  compared  to  other  countries  for  which  data  are  available, 
the  United  States  generally  falls  in  the  middle  of  the  pack,  with 
undistinguished  measures  in  many  areas.  A  few  specifics: 

U.S.  life  expectancy  at  birth  ranks  16th  among  39  industrialized 
countries  for  females,  22d  for  males.  For  comparison,  life  expectan- 
cy for  an  American  male  born  in  1987  was  4.4  years  less  than  for  a 
Japanese  male  born  at  the  same  time.  This  chart  highlights  the 
point  that  we  are  in  the  middle  of  the  pack  of  the  industrialized 
countries  with  respect  to  life  expectancy. 

Once  reaching  age  65,  the  remaining  life  expectancy  of  Ameri- 
cans compares  more  favorably,  although  it  is  still  behind  that  of 
other  countries,  13th  for  males  and  10th  for  females. 

Historically,  the  United  States  has  had  significantly  higher  death 
rates  from  coronary  heart  disease,  but  a  dramatic  decline  in  these 
death  rates  in  the  United  States  has  improved  our  international 
standing. 

Death  rates  for  a  number  of  other  leading  causes  of  death  also 
appear  to  be  generally  within  the  middle  range  of  other  countries. 
For  lung  cancer,  rates  in  all  countries  were  rising  steeply,  and  they 
are  in  this  country  as  well. 

For  1987,  the  United  States  ranked  24th  among  these  38  coun- 
tries in  infant  mortality,  with  a  rate  twice  as  great  as  Japan; 
Canada  ranks  5th  in  the  world. 

In  a  study  of  children  1  to  19  years  of  age  in  nine  developed 
countries,  death  rates  were  higher  in  the  United  States  than  that 
of  any  other  country.  This  is  particularly  because  of  our  very  high 
death  rates  related  to  injury  and  violence.  We  have  by  far  the  high- 
est homicide  rate  of  all  industrialized  countries,  20  times  that  of 
most  other  industrialized  nations.  This  chart  very  graphically,  very 
dramatically  makes  the  point  that  we  are  the  outlier  in  the  world 
as  far  as  homicide  rates  for  males  in  the  age  group  15  to  24. 

As  I  am  sure  you  will  be  discussing  during  the  course  of  these 
important  hearings,  the  medical  care  systems  and  the  utilization  of 
these  systems  vary  greatly.  In  the  United  States,  we  spend  more  on 
health  care  than  any  other  nation  in  the  world,  in  total  expendi- 
tures, in  per  capita  expenditures,  in  expenditures  of  our  gross  na- 
tional product.  At  11.8  percent  of  GNP  in  1989,  health  spending  in 
the  United  States  was  a  third  higher  than  Canada  and  nearly  twice 
as  high  as  Japan.  This  chart  very  graphically  portrays,  again,  what 
an  outlier  we  are. 

Mr.  Chairman,  if  I  may  be  permitted  a  personal  perspective,  you 
highlighted  how  U.S.  health  spending  has  grown  over  your  experi- 
ence here  in  the  Congress.  I  recall  just  a  few  years  ago  when  I  was 
HCFA  Administrator,  I  used  to  go  around  the  country  giving 
speeches  about  how  we  are  spending  $1  billion  a  day,  $360  billion  a 
year  on  health,  and  now  we  have  doubled  that  just  3  or  4  years 
later. 

From  these  summary  measures,  it  is  clear  that  the  United  States 
ranks  lower  than  many  countries  in  basic  measures  of  health,  de- 
spite spending  significantly  more  on  health  care.  Comparisons  to 
other  countries  as  well  as  comparisons  within  groups  in  the  United 
States  provide  us  with  evidence  that  many  of  these  illnesses  and 
deaths  are  preventable.  Choices  we  make  in  our  daily  lives — nutri- 
tion, exercise,  smoking,  alcohol  consumption — and  exposures  to  our 
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society — violence,  injury,  and  the  environment — have  a  large  influ- 
ence on  our  health.  In  addition,  choices  we  make  as  individuals  and 
as  a  society  with  respect  to  prevention — screening,  immunization, 
and  other  measures—have  major  impacts  on  our  health. 

Accurate  comparative  information  on  prevention  and  health  pro- 
motion are  not  widely  available,  but  it  appears  that  Americans  are 
no  better  than  many  other  countries  with  respect  to  adopting 
healthy  behaviors  or  using  preventive  health  services. 

During  these  hearings,  you  will  undoubtedly  hear  a  number  of 
proposals  for  overhauling  our  approach  to  health  and  health  care.  I 
urge  you  to  recognize  the  value  of  investing  in  prevention.  Our  cur- 
rent health  system  simply  cannot  fix  many  of  the  problems  we 
bring  to  it.  We  tend  to  focus  on  buying  financial  access  to  the  treat- 
ment system  without  investing  in  prevention  services  as  well. 
There  are  practical,  low-cost,  preventive  interventions  that  can 
save  lives  and  ultimately  health  care  dollars — smoking  cessation, 
immunization,  and  health  education  for  diabetics,  just  to  mention  a 
few.  The  President's  budget  for  next  year  highlights  funding  in- 
creases for  several  of  these  programs,  such  as  breast  and  cervical 
cancer  prevention,  increased  efforts  to  immunize  children,  and  pro- 
grams to  prevent  low  birth  weight  and  infant  mortality.  Making 
prevention  a  practical  reality  in  our  Nation's  health  system,  not 
just  in  our  public  health  system  but  in  our  health  care  system  as 
well,  is  one  of  our  highest  priorities. 

We  have  recently  completed  the  first  steps  of  a  decade-long  na- 
tional strategy  for  significantly  improving  the  health  of  our 
Nation,  setting  extensive  health  promotion  and  disease  prevention 
objectives  for  the  year  2000.  And  in  working  to  attain  those,  we 
need  everybody's  assistance,  not  just  those  in  public  health.  I  be- 
lieve that  prevention  is  a  powerful  idea  whose  time  has  come,  and 
it  is  an  idea  for  integrating  what  we  do  in  public  health  and  what 
others  do  in  the  health  care  system. 

I  am  delighted  to  be  with  you,  Mr.  Chairman,  and  I  would  ask 
that  we  leave  up  these  two  charts  that  make  the  point  that  I  am 
trying  to  make  in  my  testimony.  If  you  will  just  look  at  those,  what 
we  are  spending  on  health  care  and  how  we  are  doing  as  far  as  our 
life  expectancy,  I  think  those  two  charts  say  it  all. 

I  am  delighted  to  respond  to  your  questions. 

[The  prepared  statement  and  charts  follow:] 
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TESTIMONY  OF  WILLIAM  L.  ROPER,  M.D.,  M.P.H.,  DIRECTOR 
CENTERS  FOR  DISEASE  CONTROL,  PUBLIC  HEALTH  SERVICE, 
U.S.  DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Chairman  and  members  of  the  Committee,  I  am  Dr.  William 
Roper,  Director  of  the  Centers  for  Disease  Control   (CDC) ,  the 
Nation's  prevention  agency.     I  am  accompanied  by  Dr.  Manning 
Feinleib,  Director  of  CDC's  National  Center  for  Health  Statistics 
(NCHS) . 

Thank  you  for  the  opportunity  to  participate  in  this  series  of 
hearings  on  long-term  strategies  for  health  care,  and  in 
particular,  to  discuss  with  you  some  international  perspectives 
on  health  in  the  United  States.     This  morning,  I  will  provide  you 
with  a  brief  overview  of  our  most  recent  data  on  the  health  of 
Americans;  describe  some  international  comparisons  in  health,  and 
some  words  of  caution  in  interpreting  these  comparisons;  and, 
finally,  discuss  the  role  of  prevention  in  efforts  to  improve  our 
own  health  and  our  standing  in  the  world. 

Health  in  the  United  States  . 

Last  week,  Secretary  Sullivan  presented  the  most  recent  annual 
report  on  the  health  of  the  American  people  to  the  President  and 
the  Congress.     This  report,  Health.  United  States.  1990.  prepared 
by  CDC's  NCHS,  is  an  essential  National  status  report  on  both 
progress  and  problems  in  our  health.     Among  the  highlights: 

Heart  disease  mortality,  the  leading  cause  of  death, 
declined  by  34  percent  from  1970  to  1988. 

Deaths  from  stroke  -  the  third  leading  cause  -  also 
continued  a  long  downward  trend,  but  the  decline  has  slowed 
somewhat  in  recent  years. 

Life  expectancy  at  birth  dropped  slightly  from  75.0  to  74.9 
years  between  1987  and  1988;  however,  our  data  show  that  the 
long-term  trend  toward  increasing  life  expectancy  appears  to 
have  resumed  in  1989,  rising  to  a  new  high  of  75.2  years. 
Life  expectancy  once  reaching  age  65  was  16.9  years  in  1988. 

•  In  1989,  health  care  expenditures  in  the  United  States 
totaled  $604.1  billion,  an  average  of  $2,354  per  person. 
Major  components  of  these  expenditures  included  hospital 
care  (39  percent) ;  physician  services  (20  percent) ;  and 
nursing  home  care  (8  percent) . 

•  The  shift  from  inpatient  hospital  care  to  outpatient  care 
continued  -  with  the  percent  of  surgery  performed  on  an 
outpatient  basis  increasing  3-fold  between  1980  and  1988. 

We  also  had  important  news  last  week  on  infant  mortality  -  the 
key  measure  of  the  health  of  children  in  this  country.     In  1990, 
the  provisional  infant  mortality  rate  fell  to  9.1  infant  deaths 
per  1,000  live  births,  6  percent  below  the  estimate  for  1989  and 
the  largest  single-year  decline  in  a  decade.     These  new  data  are 
a  preliminary,  yet  heartening  indicator  of  a  significant 
reduction  in  infant  death  in  this  country. 

Not  all  of  the  news  in  these  reports  is  good,  however: 

Differences  between  whites,  blacks,  and  other  groups 
persist,  and  in  many  areas  grow;  for  example,  increasing 
homicide  and  AIDS  death  rates  have  caused  life  expectancy  in 
blacks  to  decline  since  1984;  and  infant  mortality  among 
blacks  remains  twice  that  for  whites. 

•  Lung  cancer,  the  leading  cause  of  death  among  women,  has 
increased  dramatically  between  1980  and  1988  -  for  example, 
a  36  percent  increase  for  white  women  -  a  reflection  of 
smoking  patterns  that  began  several  decades  ago.     With  more 
recent  declines  in  smoking,  we  expect  to  see  declines  in 
deaths  from  lung  cancer  in  the  future. 
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Mortality  from  HIV  increased  by  20  percent  from  1987  to 
1988,  and  another  28  percent  by  1989,  making  HIV  the  11th 
leading  cause  of  death.    Hospitalizations  for  AIDS  increased 
by  35  percent  from  1988  to  1989. 

Approximately  34  million  persons,  16  percent  of  the 
population  under  65,  are  uninsured.     For  many  minority 
populations,  the  statistics  are  worse  -  for  example,  21.7 
percent  of  blacks  are  uninsured,  and  34.9  percent  of  Mexican 
Americans  are  uninsured. 

The  major  emphasis  of  Health.  United  States.  1990  is  on  health 
differences  between  blacks,  whites,  Hispanics,  and  other 
race/ ethnic  groups  -  much  of  which  was  highlighted  by  Secretary 
Sullivan  in  his  remarks  last  week.     Better  recognition  of  the 
significant  gaps  in  health  between  these  groups  is  an  important 
step  toward  addressing  these  problems. 

International  Comparisons 

Earlier  this  year,  I  accompanied  Secretary  Sullivan  to  Africa. 
Viewed  from  this  perspective,  the  health  of  Americans  -  and  that 
of  other  industrialized  nations  -  is  extraordinary.    With  few 
exceptions,  we  have  made  tremendous  strides  in  reducing  mortality 
from  infectious  diseases,  allowing  our  life  expectancies  to  reach 
far  beyond  those  in  countries  I  visited.     But  when  comparing  the 
United  States  to  similarly  developed  nations,  there  is  clear 
evidence  that  we  can  do  better.     Such  international  comparisons 
provide  us  with  an  opportunity  to  put  the  health  of  Americans  in 
a  broader  context,  and  to  learn  where  the  experience  of  similar 
countries  can  be  translated  into  improved  health  for  Americans. 

Before  I  review  some  of  what  has  been  documented  in  these 
comparisons,  I  want  to  offer  a  brief  word  of  caution.  Although 
the  United  States,  Canada,  Britain,  Japan,  and  other  frequently 
compared  countries  have  distinct  similarities,  simplistic 
comparison  of  health  statistics  can  be  extremely  misleading. 
These  nations  have  a  broad  diversity  of  social,  economic,  and 
demographic  characteristics  that  confound  comparison; 
additionally,  the  way  in  which  statistics  are  gathered  often  are 
very  different  in  these  countries.     I  will  elaborate  on  these 
difficulties,  and  how  we  attempt  to  overcome  them,  in  a  moment. 

When  compared  to  other  countries  for  which  data  are  available, 
the  United  States  generally  falls  in  the  middle  of  the  pack,  with 
undistinguished  measures  in  many  areas.     Some  more  specifics: 

U.S.  life  expectancy  at  birth  ranks  16th  among  39  countries 
for  females,  22nd  for  males.     For  comparison,  life 
expectancy  for  an  American  male  born  in  1987  was  71.5  years; 
a  Japanese  male  born  at  the  same  time  had  a  life  expectancy 
of  75.9  years,  a  difference  of  4.4  years. 

\ 

U.S.  life  expectancy  at  age  65  compares  more  favorably, 
although  still  behind  other  countries:  13th  for  males  and 
10th  for  females  among  the  same  39  countries.    An  American 
female  reaching  age  65  in  1987  had  a  life  expectancy  of  18.7 
additional  years;  a  Japanese  female  at  the  same  point  had  a 
life  expectancy  of  20.4  years. 

Historically,  the  United  States  has  had  significantly  higher 
death  rates  from  coronary  heart  disease  -  in  1950,  the 
United  States  rate  was  among  the  highest  in  the  world.  More 
recently,  however,  a  dramatic  decline  in  these  death  rates 
in  the  U.S.  has  improved  our  international  standing,  and  we 
no  longer  stand  out  as  exceptionally  high.    Although  we  are 
uncertain  about  the  reasons  for  all  of  the  decline,  the 
tremendous  strides  we  have  made  in  improving  both  treatment 
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•  Death  rates  for  a  number  of  other  leading  causes  of  death 
also  appear  to  be  generally  within  the  middle  range  of  other 
countries.     For  lung  cancer,  rates  in  all  countries  are 
rising  steeply  -  which,  as  I  mentioned,  has  been  the  case 
for  the  United  States.     Other  cancers  have  decreased  in  the 
United  States  and  other  countries.    Death  rates  for  stroke 
have  declined  steadily  in  nearly  all  countries,  with  the 
United  States  comparing  favorably  to  many  other  countries. 

•  In  1987,  the  United  States  ranked  24th  among  38  industrial 
countries  on  infant  mortality  with  a  rate  twice  as  great  as 
in  Japan;  Canada  ranks  5th.    We  have  also  used  alternative 
measures  of  pregnancy  outcome  that  help  reduce  international 
variation  due  to  differences  in  countries  in  clinical 
distinctions  between  fetal  and  infant  deaths.    Using  these 
different  methods,  the  United  States  still  ranked  20th  (the 
perinatal  mortality  ratio)  and  18th  (the  feto-infant 
mortality  rate) . 

In  a  study  of  children  1-19  years  of  age  in  9  developed 
countries,  death  rates  were  higher  in  the  United  States  than 
in  any  of  the  other  countries.    Although  U.S.  overall  rates 
for  natural-cause  deaths  were  not  unlike  the  other 
countries,  death  rates  related  to  injury  and  violence  were 
higher  in  the  U.S.  than  most  of  the  others. 

The  U.S.  has  by  far  the  highest  homicide  rate  of  all  large 
industrialized  countries  -  more  than  four  times  that  of 
Scotland,  the  country  with  the  second  highest  rate,  and 
nearly  20  times  that  of  most  other  industrialized  countries. 
Homicide  is  now  the  leading  cause  of  death  among  U.S.  black 
males  aged  15-24. 

As  I  am  sure  you  will  be  discussing  during  the  course  of  these 
hearings,  the  medical  care  systems,  and  the  utilization  of  these 
systems,  varies  greatly.     In  the  United  States,  we  spend  more  on 
health  care  than  any  other  nation  in  the  world  -  in  total 
expenditures,  in  per  capita  expenditures,  and  in  expenditures  as 
a  percentage  of  our  gross  national  product  (GNP) .     At  11.6 
percent  of  GNP  in  1989,  health  spending  in  the  United  States  was 
a  third  higher  than  Canada  and  nearly  twice  as  high  as  Japan. 

Despite  these  differences,  there  appear  to  be  some  trends  that 
hold  true  in  many  countries,  most  notably  the  decreasing 
utilization  of  short-stay  hospitals.     Days  of  care  have  decreased 
in  England,  France,  Denmark,  Canada,  Sweden,  and  the  United 
States  between  1970  and  1989.     In  the  late  1980' s,  the  United 
States  had  935  days  of  care  per  1,000  persons,  compared  to  842  in 
England  and  a  range  of  1,227  -  1,559  in  Sweden,  Denmark,  France 
and  Canada.     Furthermore,  over  the  last  2  decades,  average  length 
of  stay  in  short-term  hospitals  has  decreased  in  all  these 
countries  except  Canada.     In  the  United  States,  this  trend 
preceded  the  introduction  of  Medicare  prospective  payment. 

Problems  in  Making  International  Comparisons 

I  would  like  to  elaborate  briefly  on  several  important 
limitations  in  making  such  international  comparisons. 

First,  the  characteristics  of  the  population  vary  greatly  between 
countries.    Factors  such  as  differences  in  race  and  ethnicity, 
social  class  differences,  and  the  age  structure  of  the  population 
may  complicate  analysis.    When  compared  to  the  United  States, 
many  countries  are  relatively  homogeneous;  our  heterogeneity  is 
part  of  the  greatness  and  culture  of  the  United  States,  but  also 
adds  challenge  to  assessing  and  solving  health  problems.  In 
addition,  differences  in  accepted  social  and  medical  practice 
influence  statistics  on  health  status  and  health  care  utilization 
in  ways  not  always  easily  recognized  in  aggregate  statistics. 
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Second,  statistics  collected  within  each  country  nay  not  use  the 
same  definitions,  may  reflect  different  interpretations  of  the 
same  terms,  and  may  be  influenced  by  different  data  collection 
procedures.     Infant  mortality  statistics,  the  subject  of 
intensive  international  collaborative  analyses  led  by  NCHS, 
provide  a  useful  example.    An  infant  mortality  rate  is  a  simple 
measure  relating  the  number  of  infant  deaths  to  the  number  of 
live  births;  and  conventions  and  definitions  for  mortality  data 
developed  by  the  World  Health  Organization  are  generally  followed 
by  most  countries.     Despite  this  outward  comparability  of 
methods,  however,  we  have  found  that  there  is  a  great  deal  of 
variation  between  countries.    One  important  difference  is  the 
assessment  by  physicians  in  different  countries  of  a  "live  birth" 
or  a  "fetal  death."    Our  data  suggest  that  physicians  in  the 
United  States  and  Canada,  for  example,  will  try  to  resuscitate 
infants  that  would  be  classified  as  fetal  deaths  in  other 
countries.    Once  we  are  aware  of  such  factors,  we  can  attempt  to 
use  alternative  measures,  such  as  those  I  noted  in  reviewing 
international  infant  mortality  comparisons.    Unfortunately,  such 
factors  are  not  always  known. 

Much  of  the  data  that  is  currently  available  from  published 
sources  is  not  available  in  the  degree  of  detail  necessary  to 
fully  explain  the  effect  of  these  sources  of  possible  confusion, 
making  many  international  comparisons  suspect.    Recognizing  this 
difficulty,  we  have  undertaken  a  number  of  efforts  to  obtain  more 
detailed,  comparable  data  that  will  allow  us  to  make  comparisons 
with  more  confidence.    Among  these  efforts  are  special  focuses  on 
aging,  lung  cancer,  diabetes  and,  as  I  mentioned,  infant  and 
perinatal  mortality.     Staff  of  NCHS  have  established  direct  ties 
to  their  counterparts  in  other  countries  in  an  effort  to  advance 
international  comparisons. 

International  Perspectives  on  Prevention  and  Health  Promotion 

Despite  problems  in  interpreting  statistics,  it  is  clear  that  the 
United  States  ranks  lower  than  many  countries  in  basic  measures 
of  health,  despite  spending  more  on  health  care.     Comparisons  to 
other  countries,  as  well  as  comparisons  between  different  groups 
within  the  United  States,  provide  us  with  evidence  that  many  of 
these  illnesses  and  deaths  are  preventable.     Choices  we  make  in 
our  daily  lives  -  nutrition,  exercise,  smoking,  alcohol 
consumption  -  and  exposures  to  our  social  and  physical 
environment  -  violence,  injury,  and  environmental  contaminants, 
such  as  lead  based  paint  -  have  a  large  influence  on  our  health. 
In  addition,  choices  we  make  as  individuals  and  as  a  society  with 
respect  to  preventive  care  -  screening,  immunization,  and  other 
measures  -  have  major  impacts  on  our  health  that  affect  our 
standing  in  comparison  to  the  rest  of  the  world. 

Accurate  comparative  information  on  prevention  and  health 
promotion  is  not  widely  available.    Studies  have  shown  that 
smoking  has  declined  considerably  in  many  industrialized 
countries  since  the  mid-1970' s.    Of  6  countries  studied,  the 
United  States  has  neither  the  lowest  smoking  prevalence  nor  the 
fastest  rate  of  decline  in  smoking,  but  does  compare  favorably  to 
most  other  countries  studied.     In  a  study  comparing  the  United 
States  with  Canada,  Americans  compare  favorably  in  some  healthy 
behaviors  (smoking,  drinking),  but  less  well  in  others  (exercise, 
use  of  seat  belts,  and  car  restraints) .     In  terms  of  preventive 
health  care,  women  in  the  United  States  were  less  likely  than 
Canadians  to  have  had  a  breast  examination  by  a  physician,  but 
were  about  as  likely  to  have  had  a  Pap  smear.     Canadians  and 
Americans  were  equally  likely  to  have  had  a  recent  blood  pressure 
check. 

During  these  hearings  you  will  undoubtedly  hear  a  number  of 
proposals  for  overhauling  our  approach  to  health  and  health  care. 
As  the  Committee  examines  these  long-term  strategies,  I  urge  you 
to  recognize  the  value  of  investing  in  prevention.     Our  current 


21 


health  care  system  cannot  easily  fix  many  of  the  health  problems 
that  we  bring  to  it.     And  when  we  make  improvements,  we  tend  to 
buy  financial  access  to  the  treatment  system  without  investing  in 
preventive  services  as  well.    There  are  practical,  low  cost, 
preventive  interventions  that  save  lives  and  ultimately  health 
care  dollars  -  smoking  cessation,  immunization,  and  health 
education  for  diabetics  to  name  just  a  few.     The  President's 
Budget  for  FY  1992  includes  funding  for  several  such 
initiatives  -  such  as  an  expanded  program  for  breast  and  cervical 
cancer  prevention,  increased  efforts  to  immunize  children,  and 
programs  to  prevent  low  birth  weight  and  infant  mortality. 

We  have  also  recently  completed  the  first  steps  in  a  decade-long 
national  strategy  for  significantly  improving  the  health  of  the 
Nation.     With  the  publication  of  Healthy  People  2000.  we  have 
outlined  an  extensive  set  of  national  health  promotion  and 
disease  prevention  objectives  for  the  Year  2000.  Approximately 
300  objectives  address  areas  ranging  from  tobacco  use  to 
unintentional  injuries  to  maternal  and  child  health.  These 
objectives  were  set  through  a  process  involving  almost  300 
national  organizations,  each  of  the  states,  and  other  Federal 
agencies;  we  are  working  actively  with  our  counterparts  in  these 
organizations  to  put  this  plan  into  action.     Later  this  spring,  a 
companion  publication,  Healthy  Communities  2000.  will  be 
completed.     This  volume  will  assist  state  and  local  governments 
in  their  efforts  to  contribute  to  the  national  objectives 
contained  in  Healthy  People  2000. 

Although  much  of  the  focus  is  on  individual  and  community  health 
promotion,  many  of  the  objectives  address  preventive  health 
services  -  and  will  require  the  active  participation  of  health 
care  providers  and  institutions. 

By  targeting  these  objectives  during  the  next  decade,  we  will  see 
improvements  in  health  and  quality  of  life  because  prevention 
works.     Please  help  us  bring  these  benefits  to  all  Americans  by 
recognizing  prevention  and  health  promotion  as  essential  parts  of 
the  U.S.  health  care  system. 

This  concludes  my  prepared  statement.  I  would  be  happy  to  answer 
any  questions  that  you  may  have. 
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Chairman  Rostenkowski.  Thank  you,  Doctor. 

Doctor,  at  12  percent  of  our  gross  national  product,  this  Nation 
spends  at  least  one-third  more  on  health  care  than  if  we  spent  at  a 
9  percent  rate  of  the  other  nations,  like  Canada  and  Germany. 
Why,  when  we  spend  so  much,  are  our  national  health  statistics  so 
poor  when  compared  to  those  of  other  nations? 

Dr.  Roper.  I  would  be  glad  to  respond  in  detail,  but  the  summary 
answer  that  I  would  give  you  is  we  are  not  spending  as  well  as  we 
could  or  should.  We  are  not  getting  the  most  we  could  for  the  dol- 
lars spent. 

There  are  a  number  of  problems  in  our  health  care  system,  and 
you  are  going  to  

Chairman  Rostenkowski.  Well,  where  should  we  spend  less, 
then,  Doctor? 

Dr.  Roper.  We  should  spend  less  and  not  spend  at  all  for  things 
that  are  demonstrated  to  be  of  no  value,  not  efficacious,  not  effec- 
tive. That  is  why  the  agency  that  you  all  established  in  1989,  the 
Agency  for  Health  Care  Policy  and  Research,  and  their  work  is  so 
important.  We  also  should  not  spend  as  much  as  we  do  in  certain 
selected  areas,  and  that  is  why  the  work  of  the  Congress  and  the 
administration  over  the  past  years  in  lowering  overpriced  activities 
is  important. 

But,  in  general,  what  I  would  urge  you  to  do  as  you  look  to 
reform  our  health  care  system  is  not  spend  more  money  in  the  ag- 
gregate, but  spend  less  in  those  and  other  areas  so  that  you  can 
extend  access  and  spend  more  in  areas  where  we  need  to  be  spend- 
ing more.  We  have  a  lot  of  problems  in  our  health  care  system  in 
America,  but  I  strongly  believe  one  of  the  problems  we  most  surely 
do  not  have  is  too  little  money.  We  have  plenty  of  money;  we  are 
just  not  spending  it  as  well  as  we  should. 

Chairman  Rostenkowski.  Well,  you  know,  Doctor,  we  are  on  this 
austerity  kick  here,  and  I  don't  discourage  that.  We  are  on  a  pay- 
as-you-go  basis.  Every  Member  in  the  Congress  recognizes  the 
health  care  problem. 

I  don't  see  us  coming  up  with  any  big  health  program  this  year, 
but  we  are  going  to  go  to  a  retreat  and  just  take  apart  the  health 
care  system.  We'll  find  out  where  we  are  spending  too  much,  where 
we  should  be  spending  less  and  how  we  should  prudently  divide  the 
extra  funds.  I  think  there  is  a  great  deal  to  what  Sam  Gibbons  says 
about  Medicare.  But  I  am  hoping  that  after  these  next  2  weeks 
that  we  will  at  least  start  to  put  something  together  that  will  give 
this  country  some  direction  on  how  to  spend  the  dollar  prudently. 

But  I  wouldn't  be  opposed  to  a  small  fix,  or  to  moving  money 
around.  I  think  that  is  what  the  Budget  Act  of  last  year  was  all 
about.  It  was  for  a  committee  like  this  with  the  jurisdiction  that  we 
have — and  it  is  the  largest  in  the  Congress — to  find  out  within  the 
framework  of  our  own  program  how  we  can  best  utilize  the  dollar. 

I  am  hoping  that  we  can  come  up  with  something  that  is  going  to 
prove  that  there  is  enough  money  in  this  system  if  we  just  direct  it 
properly. 

Dr.  Roper.  Sure. 

Chairman  Rostenkowski.  Thanks  a  lot,  Bill. 
Bill  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 
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Dr.  Roper,  thank  you  for  your  presentation.  I  am  fascinated,  as 
all  of  us  are,  with  how  much  we  can  accomplish  through  preven- 
tive initiatives.  I  think  clearly  most  Americans  agree  that  we 
should  focus  on  that  to  a  greater  degree,  as  you  have  aptly  pointed 
out. 

But  I  think  we  have  also  got  to  be  concerned  about  the  ultimate 
total  of  what  is  the  cost  of  health  care  as  a  percent  of  our  GNP. 
Have  there  been  any  definitive  studies  done  to  determine  the 
impact  that  preventive  initiatives  can  have  on  that?  Are  there 
studies  that  show,  for  example — I  happen  to  be  a  nonsmoker.  I 
have  never  smoked  in  my  life,  and  I  am  grateful  for  the  fact  that  I 
never  did.  Hopefully  that  means  I  will  live  longer.  But  does  that 
mean  that  the  total  health  care  costs  that  go  into  maintaining  me 
during  my  life — because  at  some  time  my  life  must  end — will  be 
less?  I  don't  think  you  are  ever  going  to  find  enough  preventive  ini- 
tiatives to  make  people  live  forever.  Are  there  any  studies  to  deter- 
mine that  it  costs  less  to  maintain  throughout  a  lifetime  someone 
who  doesn't  smoke  as  compared  to  someone  who  does  smoke  as  far 
as  total  medical  care  costs? 

Dr.  Roper.  Yes,  sir,  there  are,  and  I  would  be  happy  to  share  a 
number  of  those  with  you. 

There  is  an  extensive  body  of  literature  that  we  are  trying  to 
contribute  to  that  says  that  prevention  is  cost  effective.  Believe  me, 
I  wouldn't  come  before  you  and  just  say  an  ounce  of  prevention  is 
worth  a  pound  of  cure  and  expect  you  to  vote  Medicare  legislation 
based  on  nostrums.  We  are  happy  to  give  you  the  documented  evi- 
dence of  the  value  of  prevention. 

At  CDC,  we  have  launched  what  we  are  calling  a  prevention  ef- 
fectiveness initiative  designed  to  extend  that  research  to  document 
in  very  compelling  terms  those  things  that  work  in  prevention. 
You  mentioned  smoking  cessation  or  avoiding  smoking  altogether. 
It  pays  off  tremendous  benefits  over  time  as  far  as  foregone  medi- 
cal expenditures  for  lung  cancer,  heart  disease,  hypertension,  other 
lung  disease  and  so  on.  And  there  are  many  other  examples.  I 
would  be  glad  to  share  those  with  you  and  the  committee. 

The  point  you  are  headed  toward  that  I  would  like  to  highlight 
is:  Surely  no  one  is  going  to  live  forever.  We  are  going  to  wear  out. 
What  most  medical  scientists  these  days  believe  is  attainable, 
though,  however,  is  a  relatively  healthful  life,  with  good  quality  of 
life,  up  to  85  or  so  years  and  then  hopefully  a  rapid  and  painless 
demise  at  that  point,  instead  of  20  years  of  chronically  debilitating 
illnesses,  which  is  all  too  often  the  pattern  that  we  are  seeing  these 
days.  What  we  are  seeking  to  do  is  prevent  disease  and  disability 
up  until  the  80s  at  least 

Mr.  Archer.  Well,  I  for  one  would  like  to  see  some  definitive 
studies  done  as  to  the  aggregate  health  care  costs  of  individuals 
under  different  circumstances,  and  I  have  not  yet  seen  that.  You 
can't  really  depend  on  anything  that  is  purely  anecdotal,  but  I  can 
tell  you  that  I  had  a  very  good  friend  who  died  very  recently  who 
had  been  smoking  three  packs  a  day  all  of  his  life.  He  was  at  the 
office  3  days  before  he  died. 

Dr.  Roper.  Sure. 

Mr.  Archer.  And  his  medical  care  costs  were  relatively  nominal 
in  his  lifetime  compared  to  others  that  I  have  seen  who  have  not 
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been  smokers,  who  end  up  with  having  arteriosclerosis  of  the  brain 
and  becoming  virtual  vegetables  for  years  and  years  and  requiring 
enormous  amounts  of  attention. 

I  am  not  suggesting  we  should  smoke.  I  hope  I  have  made  that 
clear.  But  what  I  am  suggesting  is  that  I  think  we  need  to  have 
definitive  data  of  what  is  the  cost  benefit  over  a  lifetime,  not  just 
until  we  are  75.  If  the  majority  of  our  medical  care  cost  is  in  the 
last  year  of  our  life  for  all  of  us,  then  we  need  to  realistically  face 
up  to  where  we  are  spending  the  money  and  how  much  we  are 
really  accomplishing  by  some  of  these  things  that  sound  good  but 
maybe  in  the  end  do  not  reduce  the  total  amount  of  medical  care 
cost  for  us  as  a  society. 

Dr.  Roper.  Your  point  is  well  made,  and  I  guess  the  most  famous 
anecdote  of  the  sort  you  tell  is  Sir  Winston  Churchill,  who  was 
obese,  a  hard  drinker,  cigar  smoker  and  lived  well  into  his  90s  and 
surely  accomplished  quite  a  bit  in  his  lifetime. 

But  I  would  hope,  sir,  that  we're  going  to  make  policy  not  based 
on  anecdotes  but  on  broad  population  studies.  I  hear  your  request 
for  that  information. 

Mr.  Archer.  Exactly.  That's  what  I'm  asking  for.  I'm  not  asking 
for  how  long  we  live,  I'm  asking  for  the  total  medical  care  costs, 
including  nursing  home  costs  and  all  of  the  other  things  that  are 
involved  in  our  lifetime,  which  go  into  this  aggregate  number.  That 
data  is  really  propelling  us  to  these  hearings. 

Dr.  Roper.  Sure,  I'll  be  glad  to  give  that  to  you. 

[The  following  was  subsequently  received:] 
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HEARING  ON  LONG-TERM  STRATEGIES 
FOR  HEALTH  CARE 

COMMITTEE  ON  WAYS  AND  MEANS 
D.S.  HOUSE  OF  REPRESENTATIVES 

PREVENTION  EFFECTIVENESS 

The  benefits  of  prevention  include  reduction  in  the  number 
of  diseases  and  other  adverse  health  consequences  among 
participants,  reduction  in  severity  of  health-related  events 
which  do  occur,  and  reductions  in  medical  care  costs 
associated  with  adverse  health-related  events.  Thus, 
prevention  improves  the  quality  of  life  of  individuals  while 
reducing  expenditures  on  costly  treatments  for  avoidable 
health-related  events. 

One  can  view  prevention  from  an  individual  perspective  and 
from  a  community  perspective.     Individuals  can  choose  to 
participate  in  or  practice  particular  prevention  activities; 
their  choices  will  affect  the  community  health.  By 
integrating  clinical  prevention  services  into  primary  care 
and  by  making  these  services  accessible  and  affordable,  more 
may  take  part  in  prevention  programs.    At  the  same  time,  a 
community  attempts  to  promote  the  health  and  well-being  of 
the  individuals  composing  the  community.  Enhancing 
community  programs  such  as  school  health  education  and 

specific  health  promotion  campaigns  will  have  a  significant 
effect  on  overall  health  of  the  community. 

The  value  of  prevention  should  be  viewed  in  the  aggregate. 
For  example,  although  some  people  who  have  smoked  all  their 
lives  will  die  peacefully  in  their  sleep  at  age  87,  smokers 
have  an  11  times  greater  risk  of  lung  cancer  than  non- 
smokers.     If  fewer  people  smoke  in  the  community,  there  will 
be  fewer  cases  of  lung  cancer,  with  its  direct  medical  care 
costs  and  its  social  tragedy. 
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For  an  individual,  participating  in  prevention  means: 

t   adopting  personal  behaviors — for  example,  smoking 
prevention  and  cessation,  weight  loss,  physical 
activity — to  prevent  disease  before  it  begins 

•  being  screened  for  possible  diseases — such  as 
hypertension,  breast  cancer,  and  elevated 
cholesterol — to  be  followed  by  earlier  and  less- 
costly  treatment,  if  necessary 

•  spending  money  in  advance  on  items  such  as  safe 
playgrounds  and  bicycle  helmets  to  avoid  possible 
adverse  health  consequences. 

The  U.S.  Preventive  Services  Task  Force,  convened  by  the 
Public  Health  Service,  has  rigorously  reviewed  the  evidence 
for  preventive  interventions  that  health-care  providers  can 
deliver  in  clinical  settings.     The  Guide  to  Clinical 
Preventive  Services  summarizes  their  recommendations  for  169 
interventions  to  prevent  60  different  illnesses  and 
conditions.     These  guidelines  are  specific  for  gender  and 
various  age  categories  and  provide  an  important  summary  of 
clinical  preventive  services. 

For  the  community,  prevention  activities  include: 

•  health  education 

•  health  promotion 

•  occupational  safety  and  health 
§   environmental  protection 

9  sanitation 

0   immunizations  and  other  public  health  programs 

These  are  community  prevention  activities  intended  to  reduce 
the  incidence  of  disease,   injury,  unwanted  pregnancy, 
disability,  other  adverse  health  conditions,  and  death 
through  reducing  the  prevalence  of  risk  factors.  Other 
prevention  activities,  particularly  worksite  programs  in  the 

private  sector,   increase  productivity,  avert  work-related 
injury,  and  reduce  absenteeism. 
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EXAMPLES  OF  PREVENTION  PROGRAMS  AND  THEIR  BENEFITS 

Flouridation 

An  outstanding  example  of  community  prevention  programs  is 
fluoridation  of  the  water  supply.    Water  fluoridation  is  the 
single  most  effective  and  efficient  means  of  preventing 
dental  caries  in  children  and  adults,  regardless  of  income, 
education,  or  access  to  dental  treatment.     For  children  and 
adults,  the  benefits  of  fluoridation  far  outweigh  the  costs 
and  extend  throughout  the  lifetime  of  residents  in  optimally 
fluoridated  communities. 

It  is  estimated  that: 

•  water  fluoridation  costs  12  to  21  cents  per  person 
in  large  cities,  and  a  maximum  of  $5.41  per  person 
in  small  communities. 

Widespread  exposure  to  fluorides  through  drinking  water  and 
dental  products  appears  to  be  the  primary  cause  of  the 
declining  prevalence  of  dental  decay  in  the  school-age 
population.    While  a  nationwide  decline  in  dental  caries  has 
occurred  in  both  fluoridated  and  nonf luoridated  communities, 
caries  prevalence  is  still  significantly  lower  among 
children  in  fluoridated  areas. 

While  the  direct  effect  of  water  fluoridation  on  dental 
manpower  requirements  is  difficult  to  measure,  first-year 
enrollment  in  U.S.  dental  schools  declined  each  year  from 
6,301  in  1968  to  3,979  in  1989,  a  decrease  of  37  percent. 
Simultaneously,  the  prevalence  of  dental  caries  of  school- 
aged  children  declined  by  approximately  50  percent  over  this 
same  20-year  period  and  has  reduced  the  demand  for 
traditional  restorative  services. 

Immunizations 

For  every  million  children  vaccinated,  medical  care  costs 
can  be  decreased  by: 

•  $9.8  million  for  rubella 
§  $4.6  million  for  measles 

9   $1.1  million  for  pertussis 
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The  benefit-cost  ratios  for  vaccines  range  from: 

t  2.6  to  1  for  pertussis 

§     10  to  1  for  polio  and  measles 

•  23  to  1  for  rubella 

Even  vaccinations  given  in  later  life  are  an  effective  use 
of  health  resources.     For  example,  influenza  vaccine  given 
to  those  at  high  risk  costs  only  $63  per  additional  year  of 
healthy  life  gained  and  results  in  a  net  medical  cost 
savings  for  persons  over  65  years  of  age  who  are  vaccinated. 

Screening  all  pregnant  women  and  immunizing  infants  of 
infected  mothers  at  birth  for  hepatitis  B  is  estimated  to 
cost  $1500  per  infection  avoided  and  $400  for  each  year  of 
life  saved.     Without  this  strategy,  it  is  estimated  that 
over  11,000  infants  will  have  complications  and  costs  from 
hepatitis  B. 

Infant  Health 

Implementation  of  current  smoking  cessation  programs  for 
pregnant  women  can  result  in  cost  savings  by  reducing  the 
incidence  of  low-birthweight  infants.    Assuming  a  program 

costs  approximately  $30  per  participant  and  that 
15  percent  of  pregnant  women  quit  smoking: 

§   $3  in  neonatal  intensive  care  costs  would  be  saved 
for  every  dollar  spent  on  this  program. 

Prenatal  care  itself  is  cost-effective.    The  Institute  of 
Medicine  found  that: 

•  for  every  $1  spent  on  prenatal  care  for  high-risk 
socioeconomic  groups,  $3.38  would  be  saved  in 
medical  care  costs  associated  with  low-birthweight 
infants. 
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Diabetic  women  have  a  greater  chance  of  incurring  medical 
expenses  both  for  themselves  and  their  infants  than  non- 
diabetics.     Preconception  care,  to  stabilize  their  insulin 
levels,  can  improve  the  course  of  subsequent  pregnancy  and 
delivery.     Thus,  for  preconception  care  services  (over  and 
above  prenatal  care  services)  for  diabetic  women 
contemplating  pregnancy: 

•  for  every  $1  spent,  $1.86  would  be  saved  in  medical 
care  costs  for  adverse  maternal  and  fetal  outcomes. 

Costs  due  to  lead  exposure  include  medical  care  for  children 
with  elevated  blood  lead  levels,  special  education  costs  for 
untreated  children,  lost  future  productivity  of  these 
children  due  to  cognitive  deficits,  and  neonatal  mortality 
from  prenatal  exposure.     Lead  abatement  in  housing  is  one 
strategy  for  reducing  lead  exposure  in  children. 

Each  child  with  elevated  lead  levels  will  incur  an  average 
of: 

•  $1300  for  medical  care  costs  to  reduce  the  lead  in 
the  body. 

•  $1165  for  special  education  costs  per  year. 

•  $1147  in  net  present  value  of  lifetime  earnings 
foregone. 

In  addition,  the  net  benefit  (costs  saved  minus  costs  of 
program)  of  lead  abatement  in  an  average  house  with  lead- 
based  paint  built  before  1950  is  $2098. 

Women's  Health 

The  effects  of  menopause  can  be  ameliorated  by  the  use  of 
estrogens  or  a  combination  of  estrogen  and  progesterone. 
Estrogen  replacement  appears  to  retard  bone  loss  and  thus 
reduce  the  risk  of  fractures  and  may  reduce  breast  cancer 
and  heart  disease,  but  does  increase  the  likelihood  of 
endometrial  cancer  and  hyperplasia.     The  net  costs  for 
treating  and  monitoring  each  woman,  the  cost  savings  from 
hip  fractures  and  long-term  care,  and  the  additional  costs 
for  cancers  and  other  adverse  events  are  approximately  $1400 
over  a  woman's  lifetime.     This  excludes  beneficial  effects 
of  estrogen  replacement  on  breast  cancer  and  heart  disease, 
which  may  result  in  greater  cost  savings. 
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For  women  over  50  years  old,  mammography  is  associated  with 
a  50-60  percent  reduction  in  mortality  from  breast  cancer. 
For  younger  women,  the  reduction  is  at  least  2  0  percent. 
The  cost  of  providing  mammography  at  regular  intervals  to 
asymptomatic  women  is  between 

t    $600-650  per  10  years  of  screening  (in  1988 
dollars) . 

Colorectal  Cancer  screening 

Colorectal  cancer  is  the  second  leading  cause  of  cancer 
mortality.     With  screening,  the  probability  of  developing 
invasive  colorectal  cancer  can  be  decreased  by 
30-60  percent,  depending  upon  strategy  and  screening 
intervals.     The  cost  of  providing  this  screening  between  the 
ages  of  50  to  75  years  is  estimated  to  be 

#  $600-700  per  person  over  the  25  years  of  testing. 
Tobacco  Use 

In  1983,  tobacco  use  was  estimated  to  cost  more  than  $55 
billion  in  medical  care  costs  and  indirect  costs  of  lost 
salaries  and  wages.     The  average  lifetime  medical  care  costs 
of  a  smoking  individual  exceed  $60,000.     Employers  pay  an 
additional  $400  to  $800  per  year  per  smoking  employee  in 
insurance  (medical,  life,  fire,  workers'  compensation), 
medical  costs,  absenteeism,  and  productivity  losses.  In 
1983,  these  costs  were  estimated  to  be  approximately: 

•  $2.50  per  pack  smoked. 

Worksite  Health  Promotion 

Worksite  health  promotion  can  be  an  effective  way  to  promote 
healthy  behaviors  and  to  improve  the  health  of  the  U.S. 
population.     Johnson  and  Johnson's  Live  for  Life  Program 

resulted  in  lower  in-patient  hospital  costs  than  for  those 
who  did  not  participate  in  the  program.     Workplace  health 
promotion  programs  have  also  been  shown  to  reduce 
absenteeism  and  result  in: 

t   a  savings  of  $2  for  every  dollar  invested  in  the 
program . 
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Worksite  programs  promoting  exercise,  weight  loss,  smoking 
cessation,  and  hypertension  and  hypercholesterolemia 
detection  and  control  have  been  effectively  implemented. 

HEALTH  CARE  RESOURCES 

In  1988,  the  total  expenditures  on  health  care  in  the  United 
States  was  $540  billion  (11  percent  of  the  GNP) ,  while  the 
Federal  government  alone  spent  $157.8  billion  on  health 
care.    Medicare  and  Medicaid  programs  represent  about  10 
percent  of  the  Federal  budget.     Approximately  97  percent  of 
health  care  expenditures  are  for  medical  treatment, 
including  physician  services,  hospitals,  nursing  homes, 
drugs,  and  appliances,  and  approximately  three  percent  of 
expenditures  are  directly  for  prevention  programs. 

In  1988,  an  estimated  $4.5  billion  or  3  percent  of  the 
budget  of  the  Department  of  Health  and  Human  Services  was 
spent  on  prevention.     State  and  local  health  agencies  spent 
$69.6  billion  on  health  care,  of  this  amount  about  12 
percent  ($8.4  billion)  was  spent  on  prevention. 

Since  some  countries  enjoy  better  health  and  spend  less,  we 
are  challenged  to  ask  how  well  we  are  using  our  health 
resources.     For  example,  what  is  the  best  mix  of  strategies 
by  individuals,  health-care  providers,  and  the  Federal 
government  to  prevent  coronary  heart  disease.  Possible 
strategies  include  smoking  prevention  and  cessation, 
promoting  physical  activity,  and  dietary  change,  encouraging 
weight  loss,  and  screening  and  early  treatment  for 
hypercholesterolemia  and  hypertension. 

One  of  the  difficulties  in  shifting  expenditures  from 
medical  treatment  to  prevention  is  the  lag  time  between  the 
expenditure  on  prevention  and  the  benefits  of  decreased 
medical  treatment  expenses.     For  10,  20,  even  40  years,  we 
may  be  paying  both  for  prevention  programs  for  our  citizens 
and  medical  treatment  for  those  who  become  ill  before  the 
programs  begin.     An  increasing  number  of  individuals  will 
have  an  improving  quality  of  life;  but  a  decreasing  number 
will  still  be  experiencing  the  effects  of  adverse  exposures. 

The  tradeoff  that  a  society  with  fixed  resources  must 
consider  is  the  preference  of  providing  a  set  of  prevention 
programs  for  everyone  rather  than  treating  each  medical 
crisis  with  the  most  advanced  technology. 
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Mr.  Archer.  Thank  you,  very  much. 
Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  Well,  Bill,  thank  you,  very  much.  It's  a  pleasure  to 
have  you  back  before  the  committee.  Your  testimony  is  precise  and 
it  points  out  problems  that  we're  going  to  be  wrestling  with.  I  hope 
so,  because  I  think  you  and  I  and  our  entire  subcommittee  have 
struggled  with  the  problem  of  how  to  solve  access  and  achieve  cost 
containment  for  years. 

Do  you  think  it's  possible  that  without  great  changes  in  the  de- 
livery of  medical  care,  that  is  currently  using  12  or  12.5  percent  of 
GNP  on  health,  we  could  expand  the  services  and  give  everybody 
access  without  a  great  increase  in  cost?  We  might  achieve  some 
more  judicious  distribution  of  the  services,  but  do  we  really  need  a 
lot  more  money  or  could  we  do  it  with  changes  in  the  system? 

I'm  not  sure  politically  changes  would  be  accepted,  but  

Dr.  Roper.  I  think  what  you're  touching  on  is  what  has  been 
called  a  cost-access  tradeoff,  meaning  that  can  we  simply  take 
those  $700  billion  or  whatever  it  is  and  divide  by  the  Nation's  pop- 
ulation and  multiply  that  by  34  million  and  raise  that  money 
through  Mr.  Rostenkowski's  help.  I  surely  wouldn't  submit 
that  

Mr.  Stark.  Do  we  have  to  raise  it? 
Dr.  Roper.  Pardon? 
Mr.  Stark.  Do  we  have  to  raise  it? 
Dr.  Roper.  No. 

Mr.  Stark.  With  hospitals  half-empty  in  some  areas,  if  we  dis- 
tributed things  more  fairly  could  we  accommodate  those  30-odd 
million  people  in  the  system? 

Dr.  Roper.  Yes.  My  answer  to  you  is  that  you  have  enough 
money,  you  have  to  move  it  around. 

Mr.  Stark.  I  think  we  share  that. 

Dr.  Roper.  I  would  hasten  to  add  that  my  boss,  Secretary  Sulli- 
van, has  been  charged  by  the  President  with  studying  that  issue 
and  I  commend  to  you  his  testimony. 

Mr.  Stark.  But,  then  I'd  like  to  get  to  some  of  the  realistic 
issues.  At  least  years  back,  you  used  to  suggest  to  me  that  the  only 
way  we  would  really  get  a  handle  on  costs  in  providing  services 
was  to  move  toward  capitation  as  a  system.  I  don't  know  whether 
you  still  believe  that  or  not,  but  let's  suppose  you  do  and  recom- 
mended it.  Wouldn't  that,  in  your  opinion,  cause  such  a  political 
problem  among  the  providers  of  medical  care  that  it's  almost  im- 
practical for  us  to  try  that? 

Dr.  Roper.  To  make  such  a  change  would  require  wholesale  re- 
vamping of  things.  You  are  right.  It  would  engender  a  whole  storm 
of  controversy.  That  exchange  that  we  have  just  had  is  sort  of  my 
summary  of  the  last  20  years  of  debate  on  health  care.  That  people 
say,  gee,  this  is  a  problem  that  deserves  a  solution  and  you  look  at 
it  and  you  say,  wow,  why  don't  we  go  on  to  something  else? 

Mr.  Stark.  Then  my  last  comment  might  indicate  a  scenario  that 
might  be  acceptable  in  a  bipartisan  sense,  but  it's  going  to  take 
some  hard  swallowing. 

My  sense  is  that  we  could  provide  this  care  at  no  increased  social 
cost,  but  that  there  would  be  winners  and  losers.  They  don't  neces- 
sarily get  divided  up  along  traditional  partisan  lines.  If  we  provid- 
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ed  medical  care  to  all  the  uninsured  and  all  the  working  people 
who  are  underinsured,  we  might  save  a  lot  of  money  for  the  very 
richest,  big  corporations  who  already  provide  that,  but  at  great 
cost. 

Now,  traditionally  Democrats  are  not  out  to  save  General  Motors 
a  lot  of  money.  That  hasn't  been  our  long  suit.  On  the  other  hand, 
we  might  find  union  members  who  now  pay  nothing  for  very  good 
care  having  to  pay  something  each  year,  and  I  might  get  into  trou- 
ble at  home  with  my  constituency. 

Arguably  the  poor  would  receive  care  that  they're  not  getting 
now,  and  over  time,  it  might  even  out,  so  that  all  of  us  paid  a  little 
less.  But  if  on  each  side  of  the  aisle,  and  at  each  level  of  economic 
success,  we  could  take  5  years,  and  say  it  will  get  better  if  we  can 
just  withstand  this  dislocation  of  what  we're  used  to. 

Is  that  what  we're  going  to  have  to  do  to  find  a  way  to  get 
through?  Is  that  a  fair  assessment  of  what  would  have  to  happen  to 
this  country  and  its  expectations  and  the  out-of-pocket  costs? 

Dr.  Roper.  Yes,  sir.  I  would  just  say,  in  general,  there  are  a 
whole  series  of  tradeoffs  that  have  to  be  accomplished  to  make  this 
reform  possible.  And  it  is  the  fact  that  the  American  people  are 
largely  ignorant  of  those  tradeoffs  that  is,  I  think,  impeding  our 
progress  toward  a  solution.  That's  why  the  President  asking  the 
Secretary  to  look  at  the  issue,  and  the  Secretary  talking  to  the 
public  on  the  subject,  and  now  you  all  holding  these  important 
hearings  is  so  valuable. 

I  have  said  for  some  time  that  we  need  fewer  articles  in  the  New 
England  Journal  of  Medicine  and  more  articles  in  USA  Today,  on 
this  subject,  if  we  are  going  to  get  a  solution. 

Mr.  Stark.  Thank  you,  very  much. 

Chairman  Rostenkowski.  Mr.  Gibbons. 

Mr.  Gibbons.  Doctor,  you  sat  there  very  patiently  while  I  out- 
lined my  idea  about  converting  Medicare  to  a  national  program 
covering  all  people.  How  long  would  it  take  HCFA  and  the  support- 
ive administration  agencies  to  convert  to  that  kind  of  a  program? 
How  long  do  you  think  it  would  take  as  far  as  planning  and  imple- 
mentation of  a  program  like  that? 

Dr.  Roper.  Congressman,  I  would  sure  love  to  answer  your  ques- 
tion, but  I  haven't  run  HCFA  in  a  couple  of  years  and  would  defer 
to  Secretary  Sullivan  and  Dr.  Wilensky. 

Mr.  Gibbons.  Well,  could  it  be  done  in  2  years,  based  upon  your 
old  experience? 

Dr.  Roper.  I  suppose  so,  yes,  sir,  but  again,  that's  not  my  field 
these  days. 

Mr.  Gibbons.  I  understand  that.  I  understand  you  are  reluctant 
to  talk  about  a  program  because  the  administration  certainly 
hasn't  made  its  views  known  on  this.  Let  me  ask  you  something 
else. 

If  you  had  to  do  what  I  suggested — take  Medicare  and  apply  it  to 
all  people,  all  ages,  what  changes  would  you  need  to  make  in  the 
Medicare  program  to  make  sure  it  properly  fit  the  health  care  pro- 
gram for  the  country? 

Dr.  Roper.  Well,  as  I  said  in  my  testimony,  sir,  the  first  thing  I 
would  urge  you  to  do  is  to  look  carefully  at  how  Medicare,  which  is 
a  medical  treatment  program,  is  constructed  and  change  it  into  a 
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program  that  promotes  the  health  of  the  enrolled  population,  what- 
ever that  population  is.  And  that  means  focusing  on  prevention  as 
opposed  to  very  costly  treatments. 

Mr.  Gibbons.  So  you  would  include  preventive  services  in  Medi- 
care? 

Dr.  Roper.  Not  just  include  them,  but  as  I  said  in  my  answer  to 
Mr.  Stark,  you  are  going  to  have  to  trade  some  things  off,  other- 
wise you  are  just  adding  costs.  That  is  what  has  impeded  previous 
administrations,  this  administration  and  the  Congress  in  focusing 
on  prevention,  because  the  HCFA  actuary  always  cost  it  as  an  in- 
crease and  we  are  not  able  to  count  the  savings  until  way  down- 
stream. And  so,  you  are  stymied  in  that  effort. 

Mr.  Gibbons.  Well,  that's  just  an  actuarial  problem.  We've  got 
political  problems  that  probably  outweigh  those. 

You  would  include,  though,  maternal  benefits  under  Medicare. 
Now,  I  understand  in  Medicare  there  are  no  maternal  benefits? 

Dr.  Roper.  Yes,  sir.  Again,  under  your  hypothetical  of  extending 
it  to  the  population,  that's  what  should  be  done,  I  suppose. 

Mr.  Gibbons.  Any  other  programs  that  ought  to  be  included  that 
are  not  now  included  in  Medicare;  any  other  types  of  coverage? 

How  about  physical  examinations  for  preventive  types  of  care? 

Dr.  Roper.  Well,  yes,  and  no.  And  I  would  like  to  elaborate  on 
that.  What  would  need  to  be  done,  both  for  preventive  services  and 
for  medical  treatment  services  is  to  build  in  some  process  of  evalu- 
ating how  often  and  under  what  circumstances  they  each  ought  to 
be  done. 

I  would  be  opposed  to  giving  everybody  a  physical  every  year. 
Mr.  Gibbons.  Yes. 

Dr.  Roper.  So  you  need  to  build  in  those  kinds  of  controls. 

Mr.  Gibbons.  But  that  would  be  something  that  could  really  be 
done  by  regulation  at  the  HCFA  level,  is  that  right? 

Dr.  Roper.  It  could  be  done.  The  Congress  has  charged  the 
Agency  for  Health  Care  Policy  and  Research  to  work  out  guidelines 
for  that  and  a  myriad  of  other  activities.  So  that  can  be  done,  I  just 
would  not  minimize  the  difficulty  of  doing  it. 

Mr.  Gibbons.  Thank  you,  very  much. 

Dr.  Roper.  Yes,  sir. 

Chairman  Rostenkowski.  Mr.  McGrath. 
Mr.  McGrath.  Thank  you,  Mr.  Chairman. 
Welcome,  Dr.  Roper.  It  is  good  to  see  you  again. 
Dr.  Roper.  Thank  you,  sir. 

Mr.  McGrath.  Let  me  see  if  I  can  make  a  concise  analysis  of 
what  you  said.  First,  you  gave  us  a  very  good  analysis  of  where  our 
health  care  system  is  today,  vis-a-vis  other  countries  and  vis-a-vis 
other  maladies. 

Second,  you  made  the  point  that  you  don't  believe  we  need  more 
money,  just  a  redistribution  of  the  money,  since  we  spend  the  most 
money  at  the  present  time.  Third,  you  would  come  down  on  the 
side  of  spending  more  on  prevention.  I  am  wondering  whether  or 
not,  in  a  followup  to  Bill  Archer's  comments,  whether  or  not  we 
have  any  cost  benefit  analysis  as  to  what  prevention  will  buy  us  in 
terms  of  the  overall  picture? 

Dr.  Roper.  Yes,  sir,  I  do.  I  would  be  glad  to,  again,  pass  on  to  you 
a  number  of  studies  that  have  such  documentation.  For  example, 
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smoking  cessation  prevents  illness  at  any  age,  and  if  you  stop 
smoking  at  65,  you  are  healthier  because  of  not  smoking.  And  the 
small  amount,  if  anything,  that  it  costs  to  stop  smoking  is  much 
more  than  made  up  in  the  foregone  medical  treatment  costs  that 
would  follow  after  a  life  of  smoking. 

Mr.  McGrath.  But  in  terms  of  the  things  that  Sam  was  trying  to 
elicit  from  you? 

Dr.  Roper.  Sure. 

Mr.  McGrath.  In  terms  of  procedures  or  screens  that  should  be 
done  at  early  ages,  or  perhaps  periodically,  is  that  prevention,  too 
or  

Dr.  Roper.  Yes,  indeed.  One  of  the  tragedies  we  have  had  in  this 
country,  I  think,  over  the  past  years  has  been  that  we  see  preven- 
tion as  public  health— things  they  do  down  at  the  health  depart- 
ment for  children  like  immunization — and  health  care  is  the  thing 
that  is  done  in  the  doctor's  office. 

What  I'm  talking  about  is  bringing  those  two  worlds  together. 
Much  of  what  I'm  talking  about  in  terms  of  prevention  should  be 
done  by  doctors  in  their  offices — for  example,  Pap  smears,  mammo- 
grams and  so  on. 

And  we,  along  with  the  American  Cancer  Society,  the  National 
Cancer  Institute  and  others  have  worked  out  a  proposal  for  breast 
and  cervical  cancer  prevention  that  the  Congress  has  funded  and 
the  President  has  asked  even  more  money  for,  for  next  year. 

So  those  kinds  of  medical  activities  are,  indeed,  prevention.  We 
just  need  to  build  them  into  our  system. 

Mr.  McGrath.  We're  very  happy  to  hear  you  talk  about  mammo- 
grams and  Pap  smears.  Mrs.  Kennelly  and  I  and  some  others  on 
the  committee  are  trying  to  get  HCFA  to  lift  the  cap  on  that  so 
that  those  on  Medicare  can  be  served  more  than  just  once  'every  1 
or  2  years,  in  order  to  get  that  very,  very  helpful  kind  of  procedure. 

Now,  to  change  the  subject  and  get  on  with  something  that  Pete 
Stark  had  brought  up  

Dr.  Roper.  Maybe  if  I  could  just  add  one  other  point  that  oc- 
curred to  me,  sir.  There  has  just,  within  the  last  year,  been  pub- 
lished a  document  which  I  will  send  to  you  called  "Guidelines  for 
Preventive  Health  Services"  that  was  developed  by  a  panel  of  ex- 
perts and  recommends,  across-the-board,  what  should  be  done  in 
prevention. 

Mr.  McGrath.  Well,  that  would  be  very  helpful. 
Thank  you. 

[Mr.  McGrath  received  a  copy,  and  a  copy  will  also  be  retained  in 
the  committee  files.] 

Mr.  McGrath.  Assuming  that  we  do  need  a  change  in  the  system 
and  that  a  lot  of  what  needs  to  be  changed,  perhaps,  is  in  the  regu- 
latory area,  the  redtape  area  and  some  of  the  others,  or  in  the  pro- 
vision of  care  for  the  uninsured  and  the  underinsured,  how  would 
you  go  about  it?  If  we  are  going  to  change  the  system  should  we  do 
it  in  one  big  change,  or  should  we  do  it  incrementally? 

If  you  were  sitting  on  top,  and  you  were  the  health  guru  for  this 
Nation,  and  you  had  control  of  the  Congress,  how  would  you  recom- 
mend that  this  be  done? 
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Dr.  Roper.  With  all  due  respect,  sir,  and  meaning  this  seriously, 
that's  not  my  job.  Secretary  Sullivan  has  been  asked  by  the  Presi- 
dent to  take  that  on. 

Mr.  McGrath.  Secretary  Sullivan  is  not  here. 

Dr.  Roper.  I  will  give  you  a  short  answer,  though,  and  that  is 
while  sweeping  change  is  appealing  since  perhaps  some  of  us  think 
we  know  how  things  ought  to  be,  I  just  really  don't  think  you  are 
going  to  see  this  committee  or  the  Congress,  in  general,  totally  re- 
vamping the  American  health  care  system  all  at  once. 

Mr.  McGrath.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  McDermott. 

Mr.  McDermott.  Dr.  Roper,  I  don't  think  anybody  on  this  com- 
mittee will  argue  with  you  about  prevention.  You  carefully  side- 
stepped the  question  of  whether  there  needs  to  be  any  kind  of  sys- 
temic change  in  the  way  that  we  deliver  health  care  in  this  coun- 
try. 

But  it  seems  to  me  that  prevention  is  inherent  in  some  kind  of 
changes  in  the  way  that  we  finance  the  present  system.  And  I,  in 
listening  to  the  chairman,  the  chairman  suggests  that  maybe  we 
are  not  going  to  do  a  major  change,  but  there  are  some  specific 
things. 

I  wonder — you  have  not  said  any  specifics — and  I  would  like  to 
give  you  a  chance  to  talk  about  specifics.  Vaccinations  for  chil- 
dren— measles  and  polio,  they  are  on  the  increase  again.  These  are 
things  we  know  how  to  prevent. 

In  dealing  with  AIDS,  STD's,  everyone  knows  that  there  is  a  real 
connection  between  sexually  transmitted  diseases  and  the  inci- 
dence of  AIDS  and  the  increase  in  that.  Yet,  in  our  health  care 
system,  the  bringing  together  of  the  so-called  public  health  model 
and  the  doctor's  office  model,  we  have  not  focused  on  these  issues 
in  a  way  that,  I  think,  gets  us  the  best  result.  I  would  like  to  hear 
you  talk  about  the  kinds  of  things  that  you  would  envision  as  an 
infectious-disease  person.  In  the  CDC  position  you  sit  in,  how  would 
you  change  the  system  without  changing  the  overall  health  care 
delivery  system  in  this  country?  How  would  you  get  at  those  kinds 
of  issues? 

Dr.  Roper.  Good  question. 

What  I  would  say  is,  again  as  I  said  earlier,  we  need  to  bring  the 
two  worlds  of  public  health  and  health  care  together  and  talk 
about  the  Nation's  health  system,  as  opposed  to  two  different  parts 
of  it.  To  take  the  examples  you  have  cited,  in  the  immunization 
area,  what  we  are  lacking  these  days  is  the  ability  confidently  to 
deliver  vaccine  to  children  who  need  it.  The  problem  we  are  having 
with  measles  in  this  country  is  predominantly  one  of  very  young, 
unimmunized,  poor  minority  children  in  our  Nation's  inner  cities. 
Right  now,  we  are  working  with  the  public  health  agencies  and 
community  organizations  in  those  cities  to  try  and  do  something 
about  it. 

The  President's  budget  asks  for  a  $40  million  increase  for  immu- 
nization programs,  but  we  are  still  talking  about  immunization  as 
a  special  program  off  to  the  side.  If  I  understand  your  question,  I 
would  heartily  endorse  the  idea  that  we  need  to  integrate  preven- 
tive services  like  immunization  into  the  whole  health  system.  Just 
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as  well,  we  need  to  integrate  our  preventive  services  on  sexually 
transmitted  diseases  so  that  it's  not  something  done  down  at  the 
health  department  in  the  STD  clinic,  but  it's  a  part  of  what  we  do 
in  health  in  America,  preventing  STD's  and  preventing  the  AIDS 
that  accompany  that,  as  you  say. 

And  finally,  I  don't  mean  to  say  that  we  do  not  need  some  funda- 
mental changes  in  our  health  care  system.  What  I  meant  to  be 
saying  in  my  earlier  comment  is  I  just  don't  think  we  are  going  to 
do  that  overnight  or  even  by  next  week.  It  is  going  to  take  a  while. 

Mr.  McDermott.  What  I'm  asking,  I  guess,  is  for  you  to  give  us, 
in  your  ideal  world,  the  incremental  steps  you  would  take.  If  you 
are  not  going  to  go  for  the  overall  change,  then  what  are  the  things 
that  you  would  say,  as  the  first  three  or  four  or  five  steps  that 
ought  to  be  taken,  with  a  goal  to  providing  universal  access,  and 
cost  containment  and  a  system  that  is  the  most  cost  effective,  that 
is,  try  to  deal  with  it  in  a  preventive  way? 

What  are  the  first  five  steps  you  would  take? 

Dr.  Roper.  I'm  sorry,  I  would  have  to  defer  to  the  Secretary. 
That's  his  job  and  he  is  going  to  be  appearing  before  you  shortly. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mrs.  Kennelly. 

Mrs.  Kennelly.  Thank  you,  Mr.  Chairman. 

Dr.  Roper,  we  had  recently  a  slight  brou-ha-ha,  about  how  much 
we  were  going  to  spend  preventing  infant  mortality  and  where  the 
money  was  going  to  come  from.  But  the  bottom  line  was  we  all 
agreed  that  this  was  a  number  1  priority — the  administration  and 
the  Congress. 

We  ended  up  with  $149  million  funded  through  the  child  and  ma- 
ternal block  grant  and  community  health  centers.  With  your  best 
experience,  sir,  are  we  spending  the  money  in  the  right  place?  Are 
these  the  areas  we  should  be  addressing  or  have  you  any  other 
ideas  where  we  should  be  looking  at  for  infant  mortality  preven- 
tion? 

Dr.  Roper.  I  think  the  changes  that  you  have  described  looking 
toward  next  year  are  very  important,  ma'am.  What  they  talk  about 
in  general  is  putting  more  resources  into  prevention,  into  good  nu- 
trition, into  prenatal  care  and  so  on  that  are  proven  techniques  of 
delivering  healthy  babies. 

You  asked  what  more  needs  to  be  done,  and  I  think  in  general — 
and  I  am  a  pediatrician — I  freely  admit  what  in  general  we  need  to 
do  is  to  put  a  higher  priority  on  children  than  we  have  in  recent 
years.  And  to  say  that  we  are  going  to  invest  in  children  and  the 
things  that  make  for  healthy  childhood  and  healthy  adulthood. 

Mrs.  Kennelly.  Thank  you,  Dr.  Roper. 

Dr.  Roper,  you  have  offered  some  wonderful  materials  to  other 
members.  I  have  a  situation  in  Hartford,  Conn.  We  have  incredibly 
high  infant  mortality  numbers  in  particular  areas,  up  to  the  point 
of  28  per  1,000  live  births. 

Do  you  have  the  infant  mortality  figures  broken  down  so  that 
you  can  see  them?  Not  just  the  entire  city  but  a  smaller  subcity 
area  so  that  we  can  look  at  the  data  in  that  form? 

Dr.  Roper.  We  don't  have  sub-State  breakdowns,  but  the  various 
State  and  local  health  departments  do  and  I  would  be  glad  to  work 
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with  the  Connecticut  State  Health  Department  and  get  that  mate- 
rial for  you,  yes,  ma'am. 
[The  following  was  subsequently  received:] 

June  5,  1991. 

Hon.  Barbara  B.  Kennelly, 
House  of  Representatives, 
Washington,  D.C. 

Dear  Ms.  Kennelly:  I  appreciated  the  opportunity  to  appear  before  the  House 
Ways  and  means  Committee  on  April  16  to  discuss  the  important  topic  of  long-term 
strategies  for  health  care.  I  have  submitted  additional  material  for  inclusion  in  the 
Record  in  response  to  questions  from  you  and  other  members. 

Enclosed  is  a  copy  of  this  information  for  you,  as  well  as  copies  of  articles  listed  in 
the  bibliography,  and  the  document  "Guide  to  Clinical  Preventive  Services."  I  hope 
this  detailed  information  will  be  helpful  to  you  and  your  staff. 

You  expressed  an  interest  in  infant  mortality.  Infant  mortality  data  are  available 
for  some  cities  in  Connecticut:  in  Hartford,  infant  deaths  per  1,000  live  births  are 
16.7;  in  new  Haven,  17.8;  and  in  Bridgeport,  12.6  (data  averaged  1984-88).  If  you 
would  like  more  information,  we  will  be  glad  to  provide  it. 

Thank  you  for  support  of  preventive  public  health  efforts  to  improve  the  health 
and  quality  of  life  for  Americans. 
Sincerely, 

William  L.  Roper,  M.D.,  M.P.H., 

Director. 

Mrs.  Kennelly.  One  of  the  reasons  I  am  bringing  this  up  is  that 
your  boss,  Dr.  Sullivan,  is  suggesting  that  we  do  pilot  programs. 
Dr.  Roper.  Yes,  ma'am. 

Mrs.  Kennelly.  And  yet,  I  find  myself  in  the  situation  where  I 
have  this  incredibly  high  percentage  of  infant  mortality  in  a  neigh- 
borhood— I  mean  frightening,  worse  than  third  world — and  yet,  I 
can't  qualify  for  these  pilot  programs  because  I  don't  represent 
New  York  City. 

Is  there  any  way  that  we  can  figure  some  way  to  attack  this 
without  having  to  come  from  a  big  city  with  those  total  numbers? 

Dr.  Roper.  You're  describing  the  ground  rules  for  the  President's 
proposal  on  Healthy  Start.  I  am  not  familiar  with  the  details.  But 
what  you're  saying  is  there  are  pockets  of  infant  mortality  around 
the  country,  like  yours  in  Hartford,  and  they  deserve  focused  atten- 
tion. I'd  fully  agree  with  you. 

The  problem  we're  seeing  in  infant  mortality — and  the  Secretary 
stressed  this  last  week  in  his  press  conference — is  that  we  have  a 
problem  of  people,  particularly  young  women  getting  pregnant,  not 
getting  prenatal  care,  not  taking  care  of  themselves — either  by 
smoking  or  drinking  or  whatever — and  delivering  babies  prema- 
turely that  either  die  or  are  disabled. 

The  problem  is  one  not  only  of  health  care  services,  and  it  surely 
is  that  and  that's  why  we  need  to  focus  on  that,  but  it  is  also  ques- 
tions of  lifestyle  and  behavior.  Those  are  important  in  working 
with  the  community  to  have  young  people  expect  to  be  healthy 
when  they  are  pregnant. 

I  don't  think  we  are,  through  our  culture,  putting  out  that  mes- 
sage nearly  strongly  enough  that  there  are  some  things  that  people 
need  to  do — either  to  not  get  pregnant,  or  once  they  are  pregnant 
to  take  care  of  themselves  and  their  baby. 

Mrs.  Kennelly.  Thank  you,  Dr.  Roper. 

Thank  you  for  your  report,  and  also  thank  you  for  breaking  it 
down  per  State.  That  was  very  helpful. 
Dr.  Roper.  Yes,  ma'am. 
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Chairman  Rostenkowski.  Mr.  Grandy. 
Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

Dr.  Roper,  let  me  ask  you  this.  As  we  evolve  in  this  committee 
and  Congress  from  a  national  health  care  strategy  into  a  revamped 
national  health  care  system,  what  role,  in  your  view,  do  treatment 
practice  guidelines  have  in  the  practice  of  health  care?  What  role 
do  they  have  as  a  cost  containment  mechanism?  You  earlier  quoted 
the  New  England  Journal  of  Medicine  that  a  while  back  there  was 
an  article  maintaining  that  20  percent  of  procedures  might  be  inap- 
propriate. 

At  one  point  in  our  history — it's  not  true  now — but  we  were 
spending  about  1  percent  of  our  Federal  health  care  budget  on  out- 
comes research.  That's  being  increased  now. 

But  under  the  present  consensus,  I  think  most  American  con- 
sumers of  health  care  believe  that  more  health  care  equals  better 
health  care. 

Dr.  Roper.  Sure. 

Mr.  Grandy.  In  other  words,  there  is  an  insatiable  demand  and 
that  is  kind  of  the  dark  side  of  pluralism  in  our  delivery  system. 
But  clearly,  as  a  physician,  and  as  a  health  care  administrator,  you 
must  have  some  views  as  to  whether  or  not  treatment  practice 
guidelines  are,  as  the  American  Medical  Association  has  said  in  the 
past,  cookbook  medicine.  Or  whether  or  not  they  will  play  a  real 
role  in  containing  costs  and  educating  the  consumer  toward  what  is 
appropriate  or  inappropriate  surgically,  clinically,  and  medically? 
The  question  I  would  specifically  like  you  to  answer  is  what  can 
treatment  practice  guidelines  or  practice  parameters  do  and  what 
can  they  not  do? 

Dr.  Roper.  I  am  an  unabashed  enthusiast  about  guidelines*  and 
am  happy  to  answer  your  question.  I  think  one  of  the  most  impor- 
tant steps  in  the  last  decade  has  been  the  general  consensus  that 
we  need  much  better  information  on  what  works  in  medicine,  and 
that  needs  to  be  published  in  guidelines  to  guide  the  practice  of 
medicine.  Indeed,  I  am  really  pleased  that  the  AMA  and  others 
have  come  around  to  support  that  view. 

I  just  think  it's  now  the  business  for  the  Agency  for  Health  Care 
Policy  and  Research  and  others  of  us  to  promulgate  those  guide- 
lines so  that  the  medical  community  can  take  advantage  of  them. 

It  is  enormously  important  to  have  a  sound,  scientific  basis  for 
what's  done  in  medicine,  in  care,  and  in  prevention.  As  we  were 
talking  about  annual  physicals,  most  people  don't  need  an  annual 
physical.  What  we  need  to  have  is — and  we  do  now  have  in  the 
Guide  to  Clinical  Preventive  Services — advice  on  how  frequently 
people  my  age  and  your  age  and  whoever  else  should  have  the  vari- 
ous preventive  interventions. 

To  finally  get  to  the  point  of  your  question,  I  think  guidelines  are 
the  best  means  we  have  at  hand  for  rationalizing  how  we  spend  in 
health  care.  I  wouldn't  say  that  they  are  the  best  way  to  save 
money,  because  we  are  going  to  find  out  as  we  explore  this  that 
there  are  some  things  we  are  not  doing  often  enough,  and  we  ought 
to  spend  more  in  those  areas.  But  it  surely  will  provide  us  a  ration- 
al basis  for  spreading  the  money  around  in  a  more  sensible  fashion. 

Mr.  Grandy.  Would  you  say  that  absent  tort  reform  in  this  coun- 
try— which  I  don't  think  is  going  to  be  forthcoming  in  the  near 
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future — practice  guidelines  would  reduce  defensive  medicine  and 
thereby,  reduce,  perhaps,  the  number  of  malpractice  claims  if  there 
is  a  more  common  understanding  of  what  is  appropriate  and  what 
is  superfluous? 

Dr.  Roper.  Absolutely.  I  think  if  there  is  an  accepted  standard 
for  what  is  to  be  medical  practice  that  would  guide  judges,  and  law- 
yers, and  juries  and  whatever  in  the  awarding  of  verdicts.  Not  a 
perfect  solution  to  our  messed  up  malpractice  system,  but  it  sure 
goes  a  long  way. 

Mr.  Grandy.  Well,  I  hope  your  agency  and  HCFA,  as  well  as  the 
entire  Department,  will  help  this  committee  in  formulating  those 
kind  of  guidelines  because,  as  I  am  sure  you  know,  the  average 
American  consumer  right  now  probably  spends  more  time  deciding 
what  kind  of  a  stereo  he  or  she  wants,  than  what  kind  of  clinical, 
medical  or  surgical  procedure  might  be  appropriate. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Coyne. 

Mr.  Coyne.  Thank  you,  Mr.  Chairman. 

Dr.  Roper,  if  we  were  able  to  enact  a  national  health  insurance 
program  tomorrow,  would  the  high  infant  mortality  rate  be  re- 
duced? Or  are  there  other  factors  that  need  to  be  addressed? 

Dr.  Roper.  There  are  other  factors  and  that  is  what  I  was  begin- 
ning to  talk  to  Mrs.  Kennelly  about.  Behavior  factors  are  just  as 
important  as  prenatal  care,  the  medical  treatment  system,  if  you 
will. 

What  we're  seeing  in  some  parts  of  the  country  is  a  deterioration 
in  the  infant  mortality  rate,  probably  linked  to  the  drug  epidemic 
in  many  of  our  cities.  For  us  to  lower  the  infant  mortality  there  is 
going  to  require  dealing  with  the  drug  situation,  and  that's  well 
beyond  national  health  insurance,  or  whatever  proposal  might 
come  forward. 

Mr.  Coyne.  So  there  might  be  some  reduction  in  that  statistic, 
but  it  wouldn't  be  eliminated? 

Dr.  Roper.  It  wouldn't  totally  deal  with  the  problem,  but  you 
have  just  got  to  do  both.  You  have  got  to  have  access  to  care  and 
you  have  got  to  have  people  doing  the  things  that  they  can  do  for 
themselves  to  lead  healthy  lives. 

Mr.  Coyne.  Does  your  center  have  statistics  on  what  States  have 
the  higher  percentage  of  uninsured  individuals? 

Dr.  Roper.  Yes,  sir,  we  do  keep  those  statistics. 

Mr.  Coyne.  Why  is  there  a  wide  disparity  of  people  covered  in 
individual  States? 

Dr.  Roper.  In  general,  the  rates  of  coverage  are  less  in  the  South 
and  the  West  and  that  is  principally  related  to  the  difference  over 
time  in  types  of  employment  and  practices,  as  far  as  employment- 
related  health  insurance. 

And  in  the  East  and  Midwest,  where  there  has  been  a  principal 
focus  on  manufacturing,  there  is  a  tradition  of  health  insurance  in 
the  work  place  that  has  not  been  the  case  to  such  an  extent  in 
other  parts  of  the  country. 

Mr.  Coyne.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Dorgan. 

Mr.  Dorgan.  Thank  you,  Mr.  Chairman. 
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Earlier  there  was  some  discussion  about  cost  shifting.  The  fact  is 
that  we  are  running  on  empty  and  don't  have  a  lot  of  money,  so  we 
have  to  address  problems  by  shifting  money  around. 

And  I  am  a  little  concerned  because  some  view  hospitals  and  pro- 
viders, particularly  the  hospitals  in  this  country,  as  being  worthy 
only  if  they  are  very  large.  In  fact,  most  policymakers  in  health 
care  live  in  major  cities,  because  that  is  where  policy  is  made — no- 
tably Washington,  D.C.,  Atlanta,  Ga.,  and  elsewhere.  Yet,  a  lot  of 
Americans,  not  an  insignificant  amount,  live  in  towns  of  600  or  800 
or  2,000  people  and  have  a  hospital  that  has  25  licensed  beds  and 
an  acute  care  census  of  five.  It  doesn't  mean  that  hospital  is  any 
less  important  to  the  people  that  it  serves,  than  the  hospital  that 
has  600  beds  in  downtown  Atlanta. 

Is  there  a  danger  of  us  thinking  only  of  cost  as  opposed  to  access, 
in  your  judgment,  when  we  evaluate  health  care  issues? 

Dr.  Roper.  Well,  I  think  the  way  I'd  answer  your  question  is  to 
say  that  we  need  to  understand  the  subtleties  of  the  system  before 
we  just  start  whacking  money  out  of  it,  sure.  The  rural  hospital 
problem  that  you  lay  out  in  your  question  is  one  that  I  learned  a 
lot  about  during  my  years  at  HCFA. 

Mr.  Dorgan.  What  were  those  lessons? 

Dr.  Roper.  Among  them  is  that  it  is  way  too  simplistic  to  say, 
let's  just  close  all  these  small  hospitals  that  have  a  low  census. 
That  is  just  too  simplistic  a  solution  as  you,  again,  lay  out  in  your 
question.  And  just  like  it  is  that  we  pay  a  premium  to  take  electric- 
ity to  remote  areas,  we  probably  will,  over  time,  have  to  build  in 
some  way  to  see  that  people  have  health  care  in  areas  other  than 
downtown  Atlanta. 

Mr.  Dorgan.  Well,  there  are  certain  fundamental  pillars  in  our 
society  that  represent  the  need  for  universality — communications, 
transportation,  financial  services,  medical  care.  And  if  one  views 
all  of  the  aspects  of  medical  care  only  through  the  prism  of  cost, 
you  miss  the  key  issue  of  access  which  overwhelms  cost  as  an  issue 
in  rural  parts  of  the  country. 

I  appreciate  your  comments,  and  I  just  wanted  to  raise  that  ques- 
tion because  we  are,  it  seems  to  me,  going  to  be  pressed  in  a 
manner  that  is  more  and  more  aggressive  on  this  issue  of  what  size 
of  a  hospital  out  there  represents  a  viable  hospital.  I  know  that 
some  of  my  colleagues  here  have  very  arbitrary  judgments  about 
that — wrong,  but  arbitrary.  And  we  need  to  have  a  lengthy  debate 
about  that  as  we  move  along. 

Dr.  Roper,  thank  you,  very  much. 

Chairman  Rostenkowski.  Mr.  Chandler. 

[No  response.] 

Chairman  Rostenkowski.  Mr.  Schulze. 
Mr.  Schulze.  Thank  you  very  much,  Mr.  Chairman. 
Thank  you,  Dr.  Roper,  for  very  interesting  testimony. 
Doctor,  I  would  like  to  know  what  you  consider  today  to  be  the 
greatest  health  threat  to  Americans? 
Dr.  Roper.  Smoking. 

Mr.  Schulze.  Smoking  and  just  the  immediate  smoker  or  the  pe- 
ripheral smoking  problem,  or  

Dr.  Roper.  Well,  both,  but  it  begins  with  individual  smoking  and 
the  damage  they  do  to  their  own  health,  but  it  also  extends  to  what 
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is  generally  called  passive  smoke  that  others  get  from  being  around 
people  smoking. 

Mr.  Schulze.  How  much  priority  do  we  place  on  preventive  med- 
icine, and  how  much  spending  do  we  do  on  preventive  medicine? 

It  seems  to  me  that  smoking  is  an  area  where  prevention  dollars 
would  be  extremely  well  spent. 

Dr.  Roper.  I  fully  agree  with  you,  sir. 

That's  why  we  are  ecstatic  that  the  President's  budget  has  a  dou- 
bling in  our  budget  for  the  Office  on  Smoking  and  Health,  part  of 
CDC.  But  surely  we  could  do  much  more  as  a  society  to,  beyond 
even  Government  programs,  to  stop  smoking.  That  is  why  Secre- 
tary Sullivan's  leadership  on  this  issue  is  so  important.  I  think  he 
is  helping  us,  as  a  society,  say,  we  are  not  going  to  tolerate  smok- 
ing; it  is  just  too  expensive,  and  too  damaging. 

Mr.  Schulze.  How  about  broadening  it  a  little  bit,  about  preven- 
tive medicine,  in  general? 

Dr.  Roper.  Sure.  I  would  be  glad  to  work  up  some  statistics  and 
send  them  to  you  shortly.  But  my  estimate  would  be  that  we  are 
spending  less  than  1  percent  in  preventive  services  of  what  we're 
spending  in  medical  treatment. 

Mr.  Schulze.  Would  we  be  better  off  placing  more  emphasis  on 
preventive  medicine? 

Dr.  Roper.  Sure.  As  the  nostrum,  an  ounce  of  prevention  is 
worth  a  pound  of  cure,  I  would  like  to  spend  one-sixteenth  of  the 
$700  billion  on  prevention. 

Mr.  Schulze.  Great. 

Doctor,  what  types  of  health  management  systems  encourage 
preventive  medicine?  Are  there  any  that  are  outstanding  or  do 
they  all  do  a  good  job  or  who  does  the  best  job? 

Dr.  Roper.  Most  managed  care  plans,  systems,  HMOs,  whatever 
you  want  to  call  them,  put  a  high  emphasis  on  preventive  activi- 
ties, and  that  kind  of  integrated,  managed  care  program  tends  to 
include  much  more  in  the  way  of  prevention,  than  does  the  sort  of 
open-ended  system  that  we  have  in  fee-for-service  medicine. 

Mr.  Schulze.  How  about  individual  company  strategies,  are  they 
increasing  and  do  we  see  any  of  that? 

Dr.  Roper.  Yes,  sir.  There  are  some  outstanding  examples  to  be 
pointed  to  of  companies  that  have,  with  foresight,  decided  to  invest 
in  the  health  of  their  workers  and  their  families,  and  done  every- 
thing from  establishing  fitness  centers,  to  paying  for  preventive 
interventions.  Unfortunately,  those  are  all  too  rare.  And  with  the 
focus  on  this  quarter's  bottom  line  in  much  of  American  business, 
it  is  hard  to  get  people  to  invest  for  down-the-road. 

Mr.  Schulze.  Could  we  accomplish  a  fair  amount,  perhaps 
through  tax  credits  to  encourage  such  behavior  and  such  actions? 

Dr.  Roper.  Sure,  yes,  sir,  and  that  is  your  committee's  province. 

Mr.  Schulze.  If  you  have  any  thoughts  on  that  that  would  give  a 
little  ammunition,  I  would  appreciate  having  it,  maybe  not  now, 
but  later  on. 

Dr.  Roper.  Yes,  sir. 

Mr.  Schulze.  And  finally,  I  see  my  time  is  running  out,  tell  me 
the  role  of  insurance  companies  in  preventive  medicine?  Do  they, 
are  they  actively  involved?  Should  they  be  doing  more?  Are  they  in 
the  forefront,  or  are  they  lagging  behind? 
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Dr.  Roper.  Payers,  insurers,  and  even  the  Government  programs 
like  Medicare  and  Medicaid  are  heavily  involved  in  these  issues. 
We  are  making  some  progress.  I  would  have  to  be  the  first  to  say 
that.  The  problem  is,  again  as  I  said  earlier,  that  we  tend  to  see 
through  the  eyes  of  my  friends,  the  actuaries,  the  up  front  costs  of 
doing  more  things  and  not  counting  the  downstream  savings  from 
prevention.  And,  at  times,  we  are  stymied  because  of  that. 

Mr.  Schulze.  Are  some  of  the  statistics  that  you  gave  earlier, 
some  of  the  positive  statistics,  perhaps  due  to  preventive  medicine? 

Dr.  Roper.  Yes,  sir.  The  fall  in  heart  disease  deaths  in  this  coun- 
try is  much  related  to  the  fact  that  Americans  are  more  active 
physically,  eat  a  healthier  diet,  not  smoking  as  much,  and  so  on. 
Many  other  examples  could  be  offered. 

Mr.  Schulze.  Thank  you,  doctor.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Levin. 

[No  response.] 

Chairman  Rostenkowski.  Mr.  Andrews. 
Mr.  Andrews.  Thank  you,  Mr.  Chairman. 

Doctor,  I  wonder  if  you  would  just  follow  up  on  your  response  to 
Mr.  Schulze's  questioning  relative  to  smoking  and  the  health  ef- 
fects of  smoking  on  our  society.  The  committee  has  considered, 
from  time-to-time,  counteradvertising  as  a  suggested  way  to  try  to 
discourage  young  teenage  smokers.  California,  in  particular,  has 
had  such  a  program. 

I  wonder  if  you  would  comment  on  that  for  the  committee  and 
give  us  your  thoughts  how  valuable  is  counteradvertising  when  it 
comes  to  smoking? 

Dr.  Roper.  You  cite  the  California  example  and  we,  and  they  and 
others  are  evaluating  their  experience.  Thus  far,  it  looks  like  it 
does  work.  Raising  the  price  of  cigarettes  in  California  through  the 
excise  tax,  and  putting  on  pointed  promotional  advertising  to  get 
to,  particularly,  young  people,  does  work. 

I  think  that's  one  of  the  things  we  need  to  look  at,  at  the  Federal 
level  as  well. 

Mr.  Andrews.  What  other  steps  do  you  think  we  should  take  to 
discourage  young  people  from  smoking? 

Dr.  Roper.  Again,  I  would  encourage  you  to  ask  the  Secretary 
that.  He  is  leading  the  fight  against  smoking.  In  general,  what 
needs  to  be  done  from  here,  I  think,  is  just  to  continue  to  tighten 
the  emphasis  that  we,  as  a  society,  believe  that  smoking  is  bad  for 
people  and  we  are  going  to  make  it  socially  unacceptable  to  smoke. 

I  need  to  acknowledge  the  fact  that  some  people  have  extreme 
difficulty  in  quitting  smoking  and  so  we  need  to  extend  assistance 
in  helping  them  quit  smoking.  But  I  think  we  just  finally  need  to 
say,  as  we  are  beginning  to  say,  we  are  going  to  stop  smoking,  as  a 
society. 

Mr.  Andrews.  Thank  you,  Mr.  Chairman. 
Chairman  Rostenkowski.  Mr.  Thomas. 
Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

Thank  you,  Dr.  Roper.  In  looking  at  the  statistics,  I  find  that 
when  you  try  to  get  people  to  believe  them,  they  come  up  with  all 
kinds  of  arguments  as  to  why  we  are  where  we  are,  wherever  it  is 
that  we  are.  We  are  in  the  middle  because  we  are  kind  of  a  hetero- 
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geneous  society,  and  Japan  is  over  there  because  they  are  more  ho- 
mogeneous. 

You  go  through  the  legal  structure,  torts  was  mentioned.  You  in- 
dicated that  we  are  a  free  society  and  people  can  smoke  or  not 
smoke,  and  in  other  societies  the  Government  coerces  them  into 
doing  things. 

It  really  gets  to  the  point  in  terms  of  a  mental  set  that  it  is  ex- 
tremely difficult  for  us  to  get  people  to  focus  on  where  we  are,  in- 
stead of  on  all  of  the  reasons  to  explain  why  we  are  where  we  are. 
Do  you  find  that  when  you  try  to  communicate  with  people? 

Dr.  Roper.  Sure.  That's  the  point  I  am  trying  to  lay  before  you 
this  morning  is  to  say  that  there  are  a  lot  of  explanations  or  cave- 
ats or  whatever  that  could  be  offered,  but  that's  an  unacceptable 
situation  to  me. 

Mr.  Thomas.  OK,  in  this  last  chart,  in  terms  of  health  expendi- 
tures, you  have  got  slightly  less  than  $12  billion  and  about  40  per- 
cent of  that  or  a  little  bit  more  is  the  Government  expenditure 
versus  roughly  60  percent  in  the  private  sector.  That  is  the  highest 
obvious  private  sector  percentage  of  any  country  there.  What  is  the 
next  highest?  I  did  not  see  any  divisions  between  Government  and 
private  sector. 

Dr.  Roper.  I  would  just  urge  you  to  raise  that  with  some  of  my 
friends  who  are  coming  on  later  in  the  hearings.  I  am  not  the  best 
on  that.  Probably  the  next  highest  is  West  Germany.  They  are  a 
unique  blend  of  how  to  finance  care.  It  depends  on  whether  you 
count  their  system  as  public  or  private.  But  I  think  they  are  prob- 
ably next. 

Mr.  Thomas.  Do  you  believe  that  there  is  any  correlation  be- 
tween the  high  percentage  of  private  versus  public  money  and  our 
rankings  in  any  of  those  charts  that  you  showed  us? 

Dr.  Roper.  Yes,  sir,  there  is  the  correlation.  But  I  would  take 
pains  to  explain.  Some  have  said  in  the  past,  you  can't  control 
health  care  spending  without  controlling  health  care  spending.  The 
point  of  that  is,  if  you  really  want  to  reduce  the  12  percent,  just 
clamp  controls  on,  and  you  can  do  that.  I  think  what  has  to  be 
weighed,  and  I  am  sure  you  will  in  your  hearings,  is  what  that  pro- 
duces as  secondary  effects  and  so  on. 

Mr.  Thomas.  Certainly. 

Dr.  Roper.  In  a  Government-run  system,  you  can  get  the  cost 
down  pretty  dramatically,  pretty  quickly. 

Mr.  Thomas.  Going  back  to  a  point  that  the  chairman  made  in 
terms  of  the  way  that  we  are  more  likely  going  to  have  to  operate. 
If  I  told  you  that  the  bottom  line  for  the  Government  portion  re- 
mained unchanged,  what  is  the  single  biggest  shift  of  dollars  for 
benefits  that  we  could  do  within  the  Federal  programs? 

Dr.  Roper.  I  am  sorry,  I  am  not  sure  I  understood  you. 

Mr.  Thomas.  If  we  are  spending  a  fixed  amount  of  money  and  we 
are  going  to  spend  a  fixed  amount  of  money  next  year,  zero  change 
in  the  dollars,  but  you  had  the  opportunity  to  reallocate  programs, 
what  is  the  single  biggest  shift  on  allocation  that  would  benefit  the 
health  of  Americans? 

Dr.  Roper.  I  would  do  a  combination  of  what  we  talked  about 
earlier,  practice  guidelines  to  spend  less  in  the  medical  treatment 
system  and  relatively  more  spending  in  the  preventive  area. 
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Mr.  Thomas.  Would  there  be  a  significant  shift  in  your  scenario 
between  age  groups,  from  older  to  younger? 
Dr.  Roper.  Probably,  yes,  sir. 
Mr.  Thomas.  Not  probably.  I  think,  yes,  sir. 

Then  the  last  question  is  directed  specifically  to  the  pamphlets 
that  you  gave  us.  In  adding  up  the  chart  on  the  Federal  fiscal  year 
expenditures,  I  noticed  that  California  is  $83.5  million.  Of  that 
money,  $36.5  million  is  spent  directly  on  AIDS  programs  for  44  per- 
cent of  the  funds. 

In  my  colleague  from  New  York's  booklet,  I  found  that  it  was  57 
percent  of  the  funds.  Is  that  a  proper  allocation  of  money,  given 
what  you  folks  do  right  now,  or  could  it  be  better  allocated? 

Dr.  Roper.  You  mean  the  amount  of  money  we  are  spending  on 
AIDS  versus  other  health  conditions? 

Mr.  Thomas.  Yes. 

Dr.  Roper.  I  think  we  need  

Mr.  Thomas.  Again,  with  a  zero  bottom  line  in  terms  of  addition- 
al dollars  spent. 

Dr.  Roper.  I  think  we  ought  to  be  spending  more  in  other  areas. 

Mr.  Thomas.  Less  there  and  more  in  other  areas? 

Dr.  Roper.  More  in  other  areas. 

Mr.  Thomas.  OK,  thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Anthony. 

Mr.  Anthony.  Thank  you,  Mr.  Chairman. 

Dr.  Roper,  I  would  like  to  follow  up  on  the  line  of  questioning 
and  comments  that  Mr.  Dorgan  had.  According  to  the  State-by- 
State  health  profile  that  was  made  available  to  us,  it  reaffirmed  in- 
formation I  already  had.  But  I  would  like  to  put  it  in  the  record  to 
make  you  and  other  members  of  this  committee  aware  of  it.  In  Ar- 
kansas our  population  density  is  44.2  persons  per  square  mile  and 
for  the  United  States  it  is  almost  70 — 69.4  to  be  exact. 

The  percentage  of  population  below  poverty  in  1985  was  22.9,  and 
for  the  United  States,  as  a  whole,  it  is  14  percent.  The  percentage 
of  rural  population  is  48  percent  and  of  the  Nation  as  a  whole  is  26 
percent. 

So  the  comments  that  he  made,  he  just  profiled  the  State. 
Dr.  Roper.  Arkansas. 

Mr.  Anthony.  If  you  take  my  particular  congressional  district, 
which  is  the  southern  third  of  the  State,  you  run  into  some  coun- 
ties that  are  high  in  agriculture  and  elderly  populations,  most  of 
whom  are  on  Medicaid  or  Medicare.  One  county,  I  am  ashamed  to 
say,  has  the  second-highest  low  birth  weight  rate  among  teen- 
agers— most  of  them  are  unmarried  teenagers. 

So  when  you  talk  about  prevention,  it  strikes  a  cord  with  me,  but 
what  frightens  me  to  death  is  when  you  hear  about  hospitals  at  50 
percent  capacity.  I  have  23  rural  hospitals  in  my  district,  and  of 
those  23,  probably  18  percent  of  them  are  at  50  percent  or  below  in 
capacity,  because  of  the  demographics  and  the  population  base 
which  they  serve. 

Then  you  hear  comments  about  the  budget — a  reallocation  of 
money  in  the  health  function.  It  frightens  me  to  think  that  money 
is  going  to  be  taken  away  from  the  rural  health  function  and  shift- 
ed into  some  other  area  of  need.  And  when  you  talk  about  winners 
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and  losers,  it  makes  me  fearful  that  my  constituents  are  going  to 
be  on  the  losing  end. 

So  if  there  are  any  further  studies  that  are  done  by  the  Center, 
since  you  say  you  have  already  learned  some  things  about  the  diffi- 
culty with  the  problem — and  too  many  times  we  run  into  very  sim- 
plistic amendments,  and  we  have  to  fight  it  because  there  are  so 
few  of  us  on  this  committee  and  so  few  of  us  in  the  total  Congress 
who  are  trying  to  take  care  of  a  small  population  base — any  addi- 
tional data  that  you  have,  or  any  additional  suggestions  that  you 
have  would  be  very  welcome  by  this  particular  committee  member. 

Dr.  Roper.  Sure. 

Mr.  Anthony.  I  just  close  out  my  portion  by  noting  in  your  testi- 
mony the  difficulty  with  which  you  have  comparing  our  health  ex- 
penditure system  and  health  care  delivery  system  with  worldwide 
systems. 

Canada  seems  to  rank  right  in  the  middle  on  health  expenditures 
and  on  the  bottom  chart  they  happen  to  be  in  one  of  the  higher 
categories  on  life  expectancy. 

Are  there  enough  positive  comparisons  or  enough  models  so  that 
we  can  get  a  good  comparison  between  our  health  care  delivery 
system  and  the  Canadian  health  care  delivery  system  so  that  we 
can  learn  something  fr^m  them,  and  maybe  emulate  some  of  the 
things  they  have  done? 

Dr.  Roper.  Sure.  Yes,  sir. 

A  couple  of  years  ago,  I  went,  as  many  of  you  have,  to  Canada  to 
study  that  question.  And  without  getting  into  it  at  great  length, 
there  are  surely  some  things  we  can  learn  from  Canada.  I  would 
begin  by  pointing  out  the  fact  that  they  have  a  much  different  po- 
litical system  than  we  do.  One  should  not  be  oversimplifying  the 
idea  of  transplanting  something  from  Ottawa  to  Washington.  They 
have  a  parliamentary  system  of  Government  and  we  have  got  a 
much  different  one  here. 

Mr.  Anthony.  You  are  cautioning  me  on  trying  to  transfer  the 
Canadian  system  to  here,  much  like  I  would  be  cautioning  others 
not  to  take  away  health  care  facilities  for  rural  Americans? 

Dr.  Roper.  Yes,  sir. 

Mr.  Anthony.  Well,  that  is  a  good  point.  I  have  a  trip  lined  up 
for  later  in  the  year  to  go  to  Canada,  and  I  will  hopefully  learn 
more  about  their  system.  You  hear  and  read  a  lot  about  the  Cana- 
dian system  and  the  public's  attitude  is,  well,  why  don't  we  just  im- 
plement their  system? 

Again,  we  may  have  the  same  difficulty  you  have  in  trying  to 
make  those  detailed  explanations  of  a  simplistic  response. 

Thank  you. 

Chairman  Rostenkowski.  Mr.  Downey. 
Mr.  Downey.  Thank  you,  Mr.  Chairman. 

Dr.  Roper,  can  you  just  elaborate  a  little  more  on  this  United 
States-Canadian  comparison?  With  all  due  respect,  the  fact  that 
they  have  a  parliamentary  democracy  and  we  have  a  different 
form  of  democracy,  what  difference  does  that  make  in  terms  of  the 
delivery  of  health  care? 

Dr.  Roper.  I  appreciate  the  question,  Congressman.  You  all  are 
going  to  have  some  others  this  afternoon  talking  about  those  kinds 
of  things,  and  I  would  largely  defer  to  them. 
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Your  question  is  right.  We  ought  to  decide  what  kind  of  health 
care  system  we  want,  as  a  Nation,  and  legislate  it  either  federally 
or  at  the  States.  I  freely  agree  and  that's  what  you  all  need  to  do. 

My  point  though  in  alluding  to  the  political  structure  is,  even  in 
this  august  body,  if  you  come  to  agreement  amongst  yourselves  as 
to  what  you  want,  you  have  still  got  the  Finance  Committee,  your 
colleagues  here  in  the  House,  and  the  rest  in  the  Senate,  the  Presi- 
dent and  all  of  us  in  the  administration.  Whereas  in  Canada,  if  Mr. 
Mulroney  can  muster  a  majority  in  the  cabinet,  it  is  done.  That's 
my  point. 

Mr.  Downey.  Can  you  address  for  me  what  you  have  learned  re- 
cently about  environmental  hazards  to  health  care?  I  think  in  the 
body  of  your  statement,  you  talk  about  the  increasing  incidents  of 
lung  cancer,  or  that  it  was  not  going  down  as  fast  in  our  country, 
as  we  would  like.  Is  that  simply  attributable  to  smoking,  or  are 
there  other  environmental  concerns  involved  there  as  well? 

Dr.  Roper.  The  lung  cancer  problem  we  are  having  is  heavily 
due  to  smoking.  The  reason  we  have  not  seen  a  reduction  in  lung 
cancer  death  rates  yet  is  that  we  are  paying  the  price  for  smoking 
back  two  or  three  decades  ago. 

The  other  major  environmental  health  problem  that  I  would 
point  to  is  the  dominant  hazard  to  children  due  to  lead  poisoning. 
And  I  think  we  are  coming  to  face  that  one  squarely  too. 

Mr.  Downey.  Can  you  elaborate  for  us — I  mean  in  answer  to  a 
question  that  Mr.  Andrews  talked  about,  the  California  experience, 
you  said  you  are  looking  at  this  idea  of  more  aggressively  having 
ads  against  smoking,  countersmoking  advertising. 

Project  for  me  in  a  year  or  so,  what  if  the  data  suggest  that  these 
ads,  these  aggressive  ads  do  make  some  difference  with  teenage 
girls  or  teenage  boys,  do  you  feel  confident  that  you  could  convince 
us  that  this  may  be  a  place  where  we  would  want  to  spend  serious 
money  countering  this  sort  of  health  impact? 

Dr.  Roper.  Sure.  I  would  sure  like  to  have  a  try  at  it,  yes,  sir. 

Mr.  Downey.  OK.  Do  you  think  that  it  applies  to  other  things 
other  than  smoking,  conceivably  drinking  as  well,  a  need  for  health 
checkups  when  you  have  reached  a  certain  age? 

Dr.  Roper.  I  don't  want  to  get  too  complicated  in  my  answer,  but 
there  is  an  important  question  underlying  all  of  this.  That  is 
should  we,  in  pushing  prevention,  and  individual  behavior  change, 
utilize  what  we  have  in  the  past,  which  is  free  advertising,  public 
service  announcements  or  should  we  begin  using  paid  advertising? 
There  are  some  folks  who  are  a  lot  more  expert  than  I  am  who  say, 
if  we  start  paying  for  it,  the  media  are  going  to  be  less  inclined  to 
give  us  what  we  are  now  getting  for  free.  You  would  have  to  weigh 
those  considerations,  but  I  think  we  need  to  be  more  aggressive. 

Mr.  Downey.  My  sense  is  that  if  we  truly  want  to  be  a  society 
that  encourages  prevention  and  trying  to  dissuade  people  from 
doing  things  that  are  bad  for  them,  that  we  have  an  enormously 
powerful  tool  at  our  disposal  if  we  use  it  properly.  It  seems  to  me 
that  there  has  always  been  not  a  skittishness,  but  I  guess  a  sense 
of,  well,  you  want  to  quantify  everything  before  you  go  ahead  and 
suggest  that  this  is  a  good  thing  to  do. 

I  look  at  it  a  little  differently.  I  don't  think  I  am  going  to  have  a 
fire  in  my  house,  yet,  I  have  fire  insurance  to  protect  me  against 
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that  day.  I  would  prefer  to  err  on  the  side  of  moving  in  a  direction 
that  we  know  is  beneficial  to  our  people  in  terms  of  this  advertis- 
ing than  to  wait  until  every  final  study  is  done,  until  we  have  ex- 
hausted every  other  opportunity. 

It  seems  to  me  that  we  have  enough  information  to  know  that 
there  are  things  that  are  bad  for  us,  and  that  there  are  ways  that 
we  can  change  our  behavior  if  we  apply  ourselves. 

Dr.  Roper.  I  fully  agree  with  you.  In  addition  to  the  paid  adver- 
tising question,  one  of  the  things  that  we  are  pursuing — and  it  is 
succeeding  not  so  much  because  we  are  doing  it,  but  because  others 
are — is  getting  the  news  media  to  insert  prevention  messages  into 
programming.  So  that  when  somebody  gets  in  a  car  to  roar  off  to 
chase  a  crook  they  buckle  their  seatbelt  before  they  go.  And  those 
subtle  kinds  of  things,  the  way  we  communicate  messages,  particu- 
larly to  children,  are  very  important. 

Mr.  Downey.  Sure. 

Thank  you. 

Chairman  Rostenkowski.  Are  there  any  further  questions? 
[No  response.] 

Chairman  Rostenkowski.  Dr.  Roper,  thank  you  very  much  for 
joining  us. 

Dr.  Roper.  Thank  you,  sir. 

Chairman  Rostenkowski.  Our  next  witness  is  Dr.  Gilbert 
Omenn,  president  of  the  Association  of  Schools  of  Public  Health 
and  dean  of  the  School  of  Public  Health  at  the  University  of  Wash- 
ington, in  Seattle. 

Dr.  Omenn,  welcome.  Your  written  statement  will  be  made  a 
part  of  the  record.  If  you  would  like  to  proceed  with  your  summary 
and  comments,  the  committee  is  ready  to  listen. 

STATEMENT  OF  GILBERT  S.  OMENN,  M.D.,  PH.D.,  PRESIDENT,  AS- 
SOCIATION OF  SCHOOLS  OF  PUBLIC  HEALTH,  AND  DEAN, 
SCHOOL  OF  PUBLIC  HEALTH  AND  COMMUNITY  MEDICINE,  UNI- 
VERSITY OF  WASHINGTON,  SEATTLE,  WASH. 

Dr.  Omenn.  Thank  you,  very  much,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  the  committee,  it  is  a  great  pleas- 
ure to  be  here.  I  will  be  very  brief  in  my  comments.  I  do  want  to 
say  that  I  am  proud  to  follow  Bill  Roper,  who  is,  after  all,  a  gradu- 
ate of  a  school  of  public  health,  a  splendid  public  servant,  and  a 
good  friend. 

These  hearings  are  important  and  follow  in  a  rich  historic  tradi- 
tion. I  think  I  will  rely  upon  my  the  written  submission  and  just 
summarize  the  final  points,  which  might  lead  to  some  of  your  ques- 
tions. 

As  you  approach  these  strategies  and  have  your  retreat,  I  suggest 
four  areas  that  might  merit  your  attention.  The  first  is  to  frame 
the  debate  on  access  and  on  cost  to  balance  cost  containment  and 
financing  for  the  disenfranchised  uninsured.  Neither  approach  can 
be  expected  to  dominate  a  politically  and  financially  viable 
strategy. 

Also  we  need  to  be  aware  that  it  is  not  just  a  matter  of  providing 
insurance  for  people.  To  overcome  some  of  the  unfavorable  statis- 
tics we  face,  it  will  be  necessary  to  go  find  the  people  who  need  spe- 
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cial  attention.  If  we  just  sort  of  wring  our  hands  and  shrug  our 
shoulders  about  the  heterogeneity  of  our  society,  as  a  correlate  of 
our  poor  statistics,  that  is  a  punt.  We  should  be  trying  to  find  ways 
to  reach  the  people  who  have  the  biggest  risks  and  contribute  the 
most  to  the  poor  statistics.  We  know  that  that  can  be  done. 

Second,  we  need  to  build  a  much  stronger  population-based  view 
of  health  status  of  the  American  people  and  of  health  care  needs. 
We  should  invest  in  research  and  demonstration  activities  of  the 
Centers  for  Disease  Control,  the  new  Agency  for  Health  Care 
Policy  and  Research,  and  the  Health  Care  Financing  Administra- 
tion, which  has  a  puny  research  budget,  as  well  as  the  National  In- 
stitutes of  Health. 

We  ought  to  use  the  Year  2000  Healthy  People  blueprint  that  the 
Department  of  Health  and  Human  Services  has  recently  promul- 
gated, draw  on  schools  of  public  health,  give  attention  to  minority 
populations,  consider  the  agenda  of  the  Children's  Defense  Fund. 

We  must  put  health  goals  in  the  context  of  the  major  causes  of 
death  and  illness,  many  of  which  are  related  to  social  problems.  I 
must  tell  you,  as  a  physician,  that  it  is  very  discouraging  to  have 
heaped  on  the  shoulders  of  the  doctors  all  of  the  runaway  health 
care  cost  problems,  because  much  of  what  we  do  is  literally  trying 
to  cope  with  the  carnage  of  big  problems  that  are  outside  the  doc- 
tors' control.  In  the  words  of  Johnny  Carson,  we  might  say  "the 
four  biggies"  are  cigarette  smoking,  which  we  have  talked  a  lot 
about  here  today,  alcohol  and  drug  abuse,  availability  and  indis- 
criminate use  of  handguns,  and  motor  vehicle  accidents.  If  you 
count  up  all  of  the  resultant  carnage  and  the  costs  in  hospital  care 
and  doctors'  services,  and  disability,  rehab,  and  deaths,  it  is  a  great 
national  tragedy  and  it  contributes  very  substantially  to  those  sta- 
tistics and  to  the  runaway  costs. 

AIDS  has  been  emphasized  very  well  by  Dr.  Roper  and  many  of 
you.  We  must  work  toward  a  better  balance  between  caring  for  the 
sick  and  keeping  people  healthy. 

Briefly,  I  will  tell  you  an  anecdote.  A  few  years  ago,  the  dean  of 
our  medical  school  and  I  as  dean  of  the  school  of  public  health 
went  to  visit  a  top  university  official,  who  said,  "Ah,  my  two  health 
deans."  To  which  my  colleague,  the  medical  school  dean,  said, 
"Well,  not  really.  He's  the  health  dean  and  I'm  the  sickness  dean." 

There  is  nothing  wrong  with  that.  Taking  care  of  sick  people  is  a 
noble  and  challenging  task,  and  I  am  proud  to  be  part  of  that.  But 
we  have  no  reasonable  balance  in  this  society,  I  think  many  of  you 
addressed  this  disparity  already. 

One  of  the  proposals  from  the  Association  of  Schools  of  Public 
Health  is  to  utilize  one-tenth  of  1  percent  of  the  Medicare  trust 
fund  expenditures  for  a  "Welcome  to  Medicare"  initial  exam  of  all 
new  entrants  onto  Medicare.  It  is  an  important  milestone  in  peo- 
ple's lives.  It  is  a  chance  to  get  them  to  think  about  their  health 
status  and  their  health  behaviors  and  their  use  of  medical  services 
in  a  more  rational  and  cost-effective  way.  And,  of  course,  it  could 
be  tied  to  algorithm-driven,  efficient  medical  examination  and 
counseling,  all  the  way  from  screening  to  living  will. 

Finally,  as  you  consider  the  health  care  financing  scene,  you 
must  think  of  ways  to  overcome  what  Alain  Enthoven  called  "the 
perverse  economic  incentives."  These  are  real,  and  they  distort 
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medical  decisionmaking.  We  have  to  recognize  that  all  the  energy 
that  will  be  necessary  to  implement  the  new  resource-based  rela- 
tive value  scale  (RBRVS)  will  achieve  only  a  small  step  in  the  right 
direction.  RBRVS  will  not  control  volumes  of  services,  unbundling 
of  services,  or  a  host  of  other  means  of  gaming  the  system.  We 
must  encourage  openness  of  information  about  properly  adjusted 
measures  of  quality  of  care.  We  should  require  physician  groups  to 
justify  the  marked  variation  in  care  and  charges.  And  we  should 
moderate  malpractice  litigation  to  reduce  the  expensive  practice  of 
defensive  medicine. 

We  should  encourage  and  assist  State-level  experiments,  like  the 
State  of  Washington's  Basic  Health  Plan  which  Congressman 
McDermott  launched  when  he  was  in  our  State  legislature,  various 
employer  mandate  schemes,  State-level  Medicaid  innovations,  and 
insurance  pools  that  might  broaden  coverage  of  the  working  poor 
and  especially  employees  of  small  businesses.  Most  of  all,  we  need 
to  provide  a  forum  for  bold  ideas  of  fundamental  restructuring  of 
the  payment  and  service  systems,  encouraging  payers  and  provid- 
ers to  offer  solutions,  not  just  complaints. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  and  supplemental  material  follow:] 
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TESTIMONY  ON  U.S.   HEALTH  CARE  SYSTEM,    16  April,  1991, 


before  Committee  on  Ways  &  Means, 
Representatives 


House  of 


by  Gilbert  S.  Omenn,  M.D.,Ph.D.,  University  of 
Washington 

Professor  of  Medicine  and  of  Environmental  Health 
Dean,  UW  School  of  Public  Health  &  Community  Medicine 
Director,   UW  Center  for  Health  Promotion  in  Older 
Adults 

President,  Association  of  Schools  of  Public  Health 


Mr.  Chairman  and  Members  of  the  Committee,  I  am  Gilbert 
Omenn,  a  physician  from  Seattle,  Dean  of  the  School  of 
Public  Health  and  Community  Medicine  at  the  University 
of  Washington,  and  president  of  the  Association  of 
Schools  of  Public  Health  (ASPH) . 

The  Association  of  Schools  of  Public  Health  is  the 
national  organization  representing  the  deans,  faculty, 
and  students  of  the  24  schools  of  public  health 
throughout  the  country.  The  Schools  of  Public  Health 
represent  the  primary  education  system  for  training  of 
the  men  and  women  needed  to  operate  our  Nation's  public 
health,  disease  prevention,  and  health  promotion 
programs.  ASPH's  principal  purposes  are  to  promote  and 
improve  the  education  and  training  of  professional 
public  health  personnel  and  to  stimulate  biomedical, 
behavioral,  environmental,  epidemiological,  and  policy 
research  aimed  at  better  health  and  more  effective 
health  care. 

Mr.  Chairman,  your  statement  announcing  this  series  of 
important  Congressional  Hearings  described  all  too  well 
the  predicament  facing  Americans  with  regard  to  health 
care.  There  can  be  no  doubt  that  this  effort  to  gain 
some  perspective  and  build  a  basis  for  longterm 
strategies  for  organizing  and  paying  for  health  care  is 
timely  and  sorely  needed. 

We  may  recall  the  1932  report  of  the  Commission  on  the 
Costs  of  Medical  Care,  the  1948  debate  on  national 
health  insurance,  the  1965  enactment  of  Medicare  and 
Medicaid,  the  narrow  1979  defeat  of  Hospital  Cost 
Containment,  and  the  1982  implementation  of  the  DRG 
payment  scheme  as  important  precursors. 

I  welcome  your  invitation  to  speak  at  this  opening 
hearing.  As  you  may  have  noted  on  my  brief  bio,  I 
served  11  years  ago  as  an  Associate  Director  of  the 
Office  of  Management  and  Budget,  so  I  have  more  than 
the  usual  physician's  or  academic's  appreciation  of  the 
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responsibilities  and  constraints  facing  your  Committee  and  federal 
policy-makers  in  general. 

Our  predicament  in  health  policy  can  be  summarized  as  follows: 

1.  The  United  States  is  far  and  away  the  leader  in  advanced 
medical  care  and  in  biomedical  research,  with  benefits  for  the 
entire  world.  But  we  are  poorly  organized  for  bringing  these 
benefits  to  all  Americans.  About  the  only  significant  progress  one 
may  cite  in  the  rather  dismal  past  decade  is  the  expansion  of 
Medicaid  coverage  for  pregnant  women  and  young  children. 

2.  We  spend  freely  on  a  cost-plus  system,  loaded  with  what  Alain 
Enthoven  a  decade  ago  called  "perverse  economic  incentives",  for 
all  kinds  of  diagnostic  procedures  and  any  treatments  that  might 
possibly  be  useful  to  the  sick  and  injured.  Yet  we  are  penny- 
pinchers  when  it  comes  to  keeping  people  healthy — both  through 
community- level  public  health  activities  and  through  primary  health 
care  services. 

In  fact,  we  spend  far  more  for  health  care,  on  a  per  capita  basis, 
than  in  any  other  country  in  the  world.  The  second  most  expensive 
is  Canada,  and  we  are  38  percent  higher.  Yet  at  least  30  million 
Americans  have  neither  employer-based  nor  publicly-supported 
insurance  for  health  care  bills,  and  probably  as  many  more  have 
poor  coverage  from  their  insurance.  Hardly  anyone  has  insurance 
for  nursing  home  and  other  long-term  care  needs.  Meanwhile, 
employers — and  federal  budgetmakers — are  desperate  about  runaway 
health  insurance  premiums  and  entitlement  program  costs,  which  show 
no  restraint  from  the  1980s  experiment  with  "marketplace 
competition"  for  cost  containment. 

Health  care  expenditures  are  estimated  to  reach  $660  billion  for 
1991,  about  12  percent  of  GNP,  versus  about  9%  of  GNP  spent  for 
health  care  in  Canada  and  Germany,  for  example.  In  other  sectors 
of  our  economy,  growth  is  applauded.  The  fact  that  growth  in  the 
health  care  sector  is  feared  is  a  combination  of  the  large  public 
sector  budget  impact  and  the  uneasy  judgment  that  we  may  not  be 
getting  our  money's  worth. 

3.  We  are  embarrassed  by  international  statistics  on  the  health  of 
our  people.  Infant  mortality  rates  are  among  the  worst  of  all  the 
OECD  countries,  which  include  Portugal,  Greece,  and  Ireland.  Life 
expectancy  is  mediocre.  Even  worse  are  the  figures  for  our 
minority  populations,  especially  African-Americans.  We  are  trying 
hard  to  respond  to  the  AIDS  crisis,  yet  we  ignore  pressing  needs  of 
patients  with  many  other  serious  and  preventable  conditions, 
probably  because  they  have  not  organized  politically  to  demand 
special  attention  and  we  lack  an  overall  priority  setting  scheme 
with  any  credibility. 

4.  Polls  of  the  general  public  reveal,  depending  on  the  exact 
wording  of  questions,  quite  a  lot  of  dissatisfaction  with  our 
health     care     system,     especially    compared    with     other  Western 
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countries.  There  is  unhappiness  with  the  fee-for-service  system, 
yet  some  fear  that  prepaid  medical  care  may  be  too  cost  conscious. 
Increasing  numbers  of  people  express  frustration  and  anger  about 
the  horrendous  waste  of  resources  and  loss  of  dignity  for  patients 
who  are  ready  to  meet  their  Maker.  Meanwhile,  many  physicians  are 
so  bitter  about  all  the  paperwork  and  the  loss  of  autonomy  that 
they  are  discouraging  their  daughters  and  sons  from  going  into 
medical  careers. 

What  is  the  core  of  the  problem?  I  believe  the  central  problem  is 
lack  of  a  national  orientation  to  health  needs  of  the  American 
people  and  lack  of  a  population-based  view  of  the  determinants  of 
health  and  illness.  There  is  no  balance  between  keeping  people 
healthy  and  trying  to  help  them  when  sick.  There  is  insufficient 
attention  to  the  underlying  causes  of  our  embarrassing  health 
statistics.  There  is  no  counterweight  to  the  decisions  of 
individual  doctors  and  hospitals  to  do  what  they  think  is  warranted 
for  the  patient,  necessary  for  their  bottom  line,  and  protective 
against  malpractice  threat. 

No  amount  of  neonatal  intensive  care  can  overcome  the  damage  to 
babies  whose  mothers  are  chronically  ill  or  poorly  nourished  or 
totally  unprepared  to  be  mothers.  It  is  unfair  to  blame  doctors 
and  hospitals  for  the  costs  of  dealing  with  the  carnage  from 
cigarette  smoking,  alcohol  and  drug  abuse,  motor  vehicle  accidents, 
and  indiscriminate  availability  and  use  of  handguns.  These  "four 
biggies",  as  Johnny  Carson  might  call  them,  damage  our  babies, 
cause  most  of  the  loss  of  life  of  adolescents  and  young  adults,  and 
account  for  part  of  the  disparity  in  health  statistics  between 
African-Americans  and  Whites. 

We  are  focussed  on,  and  pay  for,  services  one  individual  at  a  time, 
for  each  episode  of  illness  or  injury.  What  guidelines  we  have  for 
care  are  based  mostly  on  the  impressions  of  the  providers,  without 
rigorous,  unbiased  assessments.  We  are  inconsistent.  For  surgical 
procedures,  we  seem  to  require  only  that  the  procedure  be  claimed 
to  be  "safe".  For  medical  treatments,  we  demand  "safety  and 
efficacy".  Yet  for  prevention  to  be  considered  for  payment,  we 
insist  on  "safety,  efficacy,  AND  cost-effectiveness";  some  even 
want  "cost-savings",  as  if  benefits  are  irrelevant. 

Let  me  share  an  anecdote.  Several  years  ago  my  colleague,  the  dean 
of  our  medical  school,  and  I  went  to  a  session  with  the  University 
Provost,  who  greeted  us  with  the  line,  "Ah,  my  two  health  deans". 
In  response,  the  medical  school  dean  said,  "Well,  not  really.  He's 
the  health  dean  (referring  to  me  as  dean  of  public  health),  and  I'm 
the  sickness  dean".  We  certainly  do  need  to  respond  to  the  needs 
of  individual  sick  or  injured  patients,  and  we  need  to  improve  the 
effectiveness  of  our  responses.  At  the  same  time,  we  need  to 
invest  in  keeping  people  healthy. 

Your  Committee  took  a  good  step  a  few  years  ago  in  mandating  the 
Health  Care  Financing  Administration  (HCFA)  to  establish  several 
demonstration  projects  on  the  financing  of  preventive  services  for 
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Medicare-eligible  older  people.  A  parallel  set  of  demonstrations 
is  needed  for  Medicare's  disabled  populations.  The  current 
demonstrations  are  progressing  well  and  should  provide  valuable 
guidance  for  HCFA  and  the  Congress  to  implement  beneficial  and 
cost-effective  Health  Promotion/Disease  Prevention  programs  for  the 
elderly.  My  colleagues  and  I  in  the  ASPH  recommend  that  the 
implementation  include  a  "Welcome  to  Medicare"  benefit  that  could 
be  supported  with  0.01  percent  of  the  Trust  Fund  expenditures. 
This  benefit  would  pay  for  an  efficient  medical  evaluation  and 
appropriate  counseling  about  health  promotion  and  disease 
prevention  (from  cancer  screening  to  living  will)  and  for  solid 
data  and  evaluation  component,  drawing  upon  the  schools  of  public 
health. 

Another  benefit  of  a  national  perspective  on  our  health  care  system 
would  be  explicit  focus  on  effectiveness  of  care,  quality  of  care, 
and  relative  priorities  for  payment  of  services.  We  need  research 
of  the  kind  mandated  for  the  new  Agency  for  Health  Care  Policy  and 
Research  (AHCPR)  on  effectiveness  of  care. 

But  we  cannot  fool  ourselves.  The  list  of  services  and  procedures 
with  no  value  at  all  will  be  small  compared  with  the  list  of 
procedures  of  relatively  small  value  or  value  limited  to  relatively 
limited  numbers  of  patients.  The  challenge  is  provide  incentives 
for  physicians  and  other  providers  to  channel  services  to  those 
most  likely  to  benefit  and  to  withhold  services  from  those  likely 
not  to  benefit  or  most  likely  to  suffer  side  effects.  Our  cost 
reimbursement  payment  scheme  and  the  malpractice  threat,  focussed 
primarily  on  failure  to  do  something  that  might  have  been  done, 
both  reinforce  excessive  use  of  tests  and  overly  expansive  use  of 
treatments.  With  the  large  increases  in  numbers  of  doctors  in 
recent  years,  there  is  competition  for  patients  and  there  are 
incentives  to  over-treat. 

Conclusion 

I  know  that  you  are  reserving  discussions  about  what  strategies 
might  be  utilized  to  markedly  improve  the  health  care  system  of  our 
country  at  reasonable  cost  for  subsequent  hearings.  So  I  will 
close  with  the  following  brief  suggestions: 

1.  Frame  the  debate  on  access  and  cost  to  balance  cost- 
containment  and  financing  for  the  disenfranchised  uninsured. 
Neither  approach  can  be  expected  to  dominate  a  politically  and 
financially  viable  strategy. 

2.  Build  a  much  stronger  population-based  view  of  the  health 
status  and  health  needs  of  the  American  public.  Invest  in  the 
research  and  demonstration  capabilities  of  the  Centers  for  Disease 
Control,  the  Agency  for  Health  Care  Policy  and  Research,  and  the 
Health  Care  Financing  Administration,  as  well  as  the  NIH.  Use  the 
Healthy  People  2000  blueprint,  draw  upon  schools  of  public  health, 
give  specific  attention  to  minority  populations  and  various  age 
groups,    address   the   Children's   Defense   Budget   of   the  Children's 
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Defense  Fund.  Put  health  goals  in  the  context  of  the  major  causes 
of  deaths  and  illness,  many  of  which  are  seemingly  worsening  social 
problems. 

3.  Work  toward  a  better  balance  between  caring  for  the  sick  and 
keeping  people  healthy.  Plan  for  a  "Welcome  to  Medicare"  program, 
utilizing  0.01  percent  of  the  Trust  Fund  expenditures,  to  help 
older  Americans  approach  the  age  65  milestone  with  more  positive 
attitudes  and  useful  knowledge  about  Medicare,  focussed  on  health 
promotion  and  disease  prevention.  Use  the  Medicare  Preventive 
Services  financing  demonstrations  as  a  guide  for  the  content  and 
the  ongoing  research  and  data  effort.  Respect  the  benefits  of 
improved  health,  and  don't  demand  that  cost-effective  health 
promotion/disease  prevention  be  "cost-saving". 

4.  Attack  the  "perverse  economic  incentives"  that  distort  medical 
decision-making.  Recognize  that  all  the  energies  that  will  be 
necessary  to  implement  the  resource-based  relative  value  scale  will 
achieve  only  a  small  step  in  the  right  direction,  but  will  not 
control  volumes  of  services,  unbundling  of  services,  or  a  host  of 
other  means  of  gaming  the  system.  Encourage  openness  of 
information  about  properly-adjusted  measures  of  quality  of  care, 
require  physician  groups  to  justify  marked  variation  in  care  and 
charges,  moderate  malpractice  litigation  to  reduce  the  practice  of 
defensive  medicine.  Encourage  and  assist  state-level  experiments 
like  the  State  of  Washington's  Basic  Health  Plan,  various  employer 
mandate  schemes,  state-level  Medicaid  innovations,  and  insurance 
pools  to  broaden  coverage  of  the  working  poor  and  the  employees  of 
small  businesses.  Assure  adequate  regulation  to  discourage  abuses 
by  providers  that  undermine  public  confidence  in  the  whole  system. 
Provide  a  forum  for  bold  ideas  of  fundamental  restructuring  of  the 
payment  and  service  systems,  encouraging  payers  and  providers  to 
offer  solutions,  not  just  complaints. 

My  best  wishes  to  you  and  my  thanks,  as  a  citizen,  for  your 
efforts. 

I  have  attached  certain  exhibits  which  embellish  the  points 
mentioned  in  my  remarks. 

I  would  be  pleased  to  try  to  address  any  questions. 
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EXHIBITS 

1.  Per  capita  health  spending  in  U.S.  dollars  for  selected  OECD 
countries,  1960-1987  (Health  Care  Financing  Review,  Summer  1990, 
11(4),  p. 165). 


2.  Total  spending  on  health  as  a  percentage  of  gross  domestic 
product  (GDP) ,  1987  (OECD  Observer,  June/July  1990) . 


3.  Comparison  of  cost,  utilization,  and  health  statistics  for 
United  States,  Japan,  Germany,  and  Canada,  through  1987  (Health 
Policy  Analysis  Program,  University  of  Washington,  School  of  Public 
Health  &  Community  Medicine) 

4.  Infant  and  perinatal  mortality  rates:  selected  countries, 
1960-1986  OECD  data  (Health  Care  Financing  Review,  Annual 
Supplement,   1989,  p. 83) . 


5.  The  Public's  View  of  Their  Health  Care  System  in  10  Nations, 
1990  (Health  Affairs,  Summer  1990,  p. 188) 
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EXHIBIT  3 

COMPARISON  OF  COST,  USE,  AND  HEALTH  STATUS 

 US        Rank     JAPAN     Rank  GERMANY  Rank  CANADA  Rank 

Cost  Parameters 
1975-  1987 


%  of  GDP 

1975/1987 

%  change 

8.4/11.2 
33 

4 

5.5/6.8 
24 

3 

7.8/8.2 
5 

1 

7.3/8.6 
18 

2 

%  real  growth/yr 

3.3 

4.8 

2.2 

2.9 

vol./intensity 

2.3 

2 

4.0 

4 

2.3 

2 

1.9 

1 

pop.  growth 

1.0 

0.8 

-0.1 

1.0 

%  health  inflation/yr 

2.2 

4 

1.2 

2 

0.4 

1 

2.0 

3 

elastisity  1 

1.1 

3 

1.4 

4 

0.9 

r  1 

0.9 

1 

spending/capita 
1987  (U.S.  $) 

$2,051 

4 

$915 

1 

$1 ,093 

2 

$1,483 

3 

GDP/capita 

$18,338 

$13,182 

$13,323 

$17,211 

1987  (U.S.  $) 

USE/CAPACITY 

%  pop.  admitted  '87 
ave.  LOS  '87 

14.7 

3 
1 

7.5 
52.9 

1 
4 

21.1 
17.1 

4 

3 

14.5 

"11.4*  " 

2 
2 

MD  visits/cap  '86 

5.3 

1 

12.8 

4 

11.5 

3 

6.4 

2 

hosp. beds/1 00K  '86 

533 

1 

1495 

4 

1104 

3 

676 

2 

heal,  workers/1 00K  '84 

2519 

3 

1520 

1 

2174 

2 

ND 

MDs/100K'87 

234 

3 

157 

1 

281 

4 

215 

2 

DDSS/100K  '86 

59 

3 

53 

2 

62 

4 

52 

1 

RN+LPN/100k  '87 

667 

3 

573 

2 

492 

1 

943 

4 

staff/occupied  bed  '85 

2.75 

4 

0.79 

1 

1.21 

2 

•2.13 

3 

HEALTH  STATUS 

infant  mortality/ 
1 000  live  births 

10.0 

4 

5.0 

1 

8.3 

3 

7.9 

2 

life  expectancy  [F] 
(at  birth  '84) 

78.3 

3 

80.2 

1 

77.8 

4 

79.8 

2 

life  expectancy  [M] 

71.1 

4 

74.5 

1 

71.2 

3 

73.0 

2 

(at  birth  '84) 

*  Latest  year  for  which  data  is  available. 

1  (per  capita  health  growth)/(per  capita  GDP  growth) 
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EXHIBIT  5 


The  Public's  View  Of  Their  Health  Care  System  In  Ten  Nations,  1990 


Per  capita  health 

Minor  changes 

Fundamental 

Completely 

expenditure  (U.S. 

needed* 

changes  neededb 

rebuild  system' 

dollars) 

Canada 

56% 

38% 

5% 

$1,483 

Netherlands 

47 

46 

5 

1,041 

West  Germany 

41 

35 

13 

1,093 

France 

41 

42 

10 

1,105 

Australia 

34 

43 

17 

939 

Sweden 

32 

58 

6 

1,233 

Japan 

29 

47 

6 

915 

United  Kingdom 

27 

52 

17 

758 

Italy 

12 

46 

40 

841 

United  States 

10 

60 

29 

2,051 

Source:  Harvard-Harris-ITF,  1990  Ten-Nation  Survey. 

*  On  the  survey,  the  question  was  worded  as  follows;  "On  the  whole,  the  health  care  system  works  pretty  well,  and 
only  minor  changes  are  necessary  to  make  it  work  better." 

b  "There  are  some  good  things  in  our  health  care  system,  but  fundamental  changes  are  needed  to  make  it  work 
better." 

c  "Our  health  care  system  has  so  much  wrong  with  it  that  we  need  to  completely  rebuild  it." 
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Chairman  Rostenkowski.  Dr.  Omenn,  I  will  ask  you  the  same 
question  I  asked  Dr.  Roper.  Using  12  percent  of  our  gross  national 
product,  this  Nation  spends  at  least  one-third  more  on  health  care 
than  other  nations  like  Canada  and  Germany  who  spend  about  9 
percent.  Why,  when  we  spend  so  much,  are  our  national  health  sta- 
tistics so  poor  compared  to  those  of  other  nations? 

Dr.  Omenn.  I  think  there  is  a  long  list  of  reasons  of  which  I  will 
cite  the  following:  First,  we  spend  too  much  on  routine  medical 
services,  including  hundreds  of  millions  of  so-called  low-cost  tests, 
such  as  routine  chest  x  rays.  You  have  been  through  the  issue  this 
year  about  how  we  bill  the  taxpayer  for  electrocardiograms. 
Common  laboratory  tests  add  up  to  big  billions  in  the  aggregate. 

Second,  we  have  a  system  which  grossly  overpays  for  surgery, 
even  necessary  surgery,  not  to  mention  that  we  have  anywhere 
from  a  fifth,  Bill  Roper  said,  to  perhaps  more  of  operations  that  are 
really  not  indicated,  or  are  not  adequately  indicated  medically. 

On  the  front  page  of  today's  Wall  Street  Journal,  the  lead  story 
is  about  a  wonderful  advance  in  surgery,  the  laparoscopic  removal 
of  the  gall  bladder  through  four  little  slits  instead  of  a  great  big 
incision.  People  can  have  it  done  in  a  day  and  be  up  and  around. 

The  problem  is  our  system  does  not  achieve  economies  of  scale. 
When  we  brought  in  coronary  bypass  surgery,  it  was  paid  for  as  a 
pioneering  experiment.  It  still  is,  even  though  it  is  the  most 
common  surgical  procedure  in  many  hospitals. 

The  same  is  happening  now  with  laparoscopic  surgery.  The  bills 
for  1  day's  surgery  are  going  to  be  just  as  large  as  a  10-day  hospital 
stay  unless  someone  attacks  that — the  payers,  Congress,  managed 
care  systems,  perhaps. 

Third,  we  spend  too  much  at  the  end  of  life.  Partly  out  of  fear  of 
litigation  and  partly  just  out  of  respect  for  every  member  of  the 
family  who  might  possibly  want  to  have  another  stone  turned,  doc- 
tors are  reluctant  to  do  less  than  all  that  can  possibly  be  done. 

Now,  there  are  many  times  when  that  is  desirable,  and  there  are 
many  stages  of  life  where  it  pays  off.  But  we  do  know  many,  many 
people  who  as  patients  and  as  a  family  find  it  offensive. 

In  our  State,  this  year  more  than  240,000  people — that  is  more 
than  5  percent  of  our  whole  population — have  signed  an  initiative 
asking  for  a  rather  radical  right  for  the  patient  and  assistance  by 
physicians — which  physicians  are  not  too  happy  about — for  death 
with  dignity.  We  spend  much  too  much,  and  this  is  something 
which  has  to  be  opened  up  for  discussion.  It  has  been  a  taboo  sub- 
ject. It  is  especially  difficult  for  nurses  and  doctors  who  are  com- 
mitting their  lives  to  doing  all  they  can  for  their  patients.  It  is  a 
subject  which  needs  to  be  addressed  rationally. 

Fourth,  defensive  medicine.  We  are  spending,  what,  10  percent — 
some  people  say  14  percent — of  that  enormous  $700  billion  budget 
on  defensive  practice  to  try  to  ward  off  the  lawyers.  Enough  said. 

And,  finally,  paperwork.  One  of  the  most  important  comparisons 
between  the  Canadian  system  and  our  system,  between  the  Medi- 
care system  and  the  multiinsurer  system  in  the  private  sector,  is 
the  amount  of  paperwork.  It  is  very  frustrating  to  doctors.  So  many 
doctors,  are  frustrated  by  the  loss  of  autonomy  and  the  burden  of 
paperwork  that  they  are  actively  discouraging  their  own  daughters 


71 


and  sons  from  going  into  medical  careers  even  though  there  is  so 
much  exciting  work  to  be  done. 

All  of  those  areas  are  a  big  payoff,  in  my  opinion. 

Chairman  Rostenkowski.  Mr.  Gibbons. 

Mr.  Gibbons.  Doctor,  I  find  your  testimony  quite  interesting,  and 
I  don't  find  any  of  it  that  I  disagree  with.  I  am  a  great  believer  in 
prevention.  But  I  am  going  to  come  back  to  the  subject  that  I 
talked  about  in  the  beginning,  and  that  is  why  not  take  Medicare 
and  expand  it  to  the  entire  population. 

We  need  a  program  that  is  transportable.  We  need  a  program 
that  is  universal.  We  just  have  far  too  many  people  who  now 
depend  upon  something  we  used  to  call  charity. 

Have  you  given  any  thought — I  guess  you  have — about  what  kind 
of  program  we  need?  Would  you  support  a  program  to  make  Medi- 
care universal? 

Dr.  Omenn.  I  would  be  very  interested  to  see  how  it  would  be 
implemented  and  what  its  parameters  would  be.  I  was  actually  As- 
sociate Director  of  the  Office  of  Management  and  Budget  11  years 
ago.  So  I  have  some  of  the  same  experience  many  of  you  do  of  what 
has  happened  to  our  costs. 

One  of  those  runaway  costs  is,  in  fact,  the  Medicare  program.  It 
is  well  run,  but  it  is  part  of  the  overall  system.  I  think  Dr.  Roper 
already  responded  to  a  question  by  saying  if  you  really  want  to  con- 
trol costs,  you  have  to  control  the  payment  for  services.  And  one 
way  to  do  that  is  to  have  a  single  payer,  which  is  the  heart  of  your 
suggestion  about  Medicare. 

Other  aspects  of  Medicare  are  much  more  complicated.  Medicare 
itself  is  struggling  with  managed  care  systems  and  with  the  need  to 
demonstrate  to  older  people  and  their  families  that  there  aren't 
rip-off  artists  in  some  of  these  HMOs  and  others  that  are  new  and 
sort  of  trying  to  make  a  big  living  out  of  it.  But  I  think  there  is 
plenty  of  room  for  experimentation  within  Medicare,  and  it  would 
meet  that  test  that  Dr.  Roper  mentioned  of  having  a  single  payer 
that  could,  in  principle,  control  payments. 

Having  said  that,  there  is  tremendous  resistance  in  the  medical 
community.  There  is  the  model  of  the  VA  and  the  military  medical 
systems.  The  military  medical  system  in  particular,  is  a  system 
way  out  of  control  of  costs. 

Mr.  Gibbons.  Do  you  have  any  other  kind  of  medical  care  system 
that  you  would  think  would  work  in  the  United  States  if  we  do  not 
go  to  Medicare  for  everyone? 

Dr.  Omenn.  Well,  I  am  disinclined  to  stand  by  and  just  wait  until 
we  come  to  a  cliff  and  out  of  a  crisis  somehow  try  something  drasti- 
cally different.  I  think  we  felt  we  reached  that  when  we  instituted 
the  DRGs.  In  fact,  the  DRGs  were  a  fairly  modest  change  in  the 
system.  So  if  we  can  make  progress  incrementally  with  the  right 
principles — let's  say  emphasis  on  prevention,  reaching  out  to  the 
disadvantaged  populations  who  contribute  most  to  our  poor  statis- 
tics, mandates  for  insurance  coverage  by  as  many  employers  as 
possible — that  we  should  start  urgently  to  control  costs,  expand 
access,  broaden  coverage,  in  a  way  that  would  sort  of  give  this 
system  of  pluralism  its  best  shot.  I  think,  until  we  have  done  that, 
the  political  resistance  to  a  total  transfer  to  a  single  payer  will  be 
fierce. 
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Mr.  Gibbons.  Well,  under  our  Medicare  system,  we  have  more 
than  single  payers.  We  have  a  principal  single  payer,  but  we  have 
hundreds  or  maybe  thousands  of  insurance  companies  that  write 
Medicare-type  insurance,  gap  insurance  and  things  of  that  sort.  So 
there  would  be  still  some  pluralism  left  in  it,  but  as  I  look  over  the 
system,  we  have  30-some  million  people  who  have  no  coverage  at 
all.  We  have  probably  another  100  million  people  that  have  rather 
spotty  coverage.  And  then  we  have  some  people  who  are  in  wonder- 
ful positions  like  I  am,  with  very  fine  health  care  coverage.  But  the 
rest  of  the  population  out  there  is  sort  of  scared  of  getting  sick;  it  is 
the  biggest  scare  they  have.  They  are  afraid  they  are  going  to  be 
wiped  out.  I  am  not  just  talking  about  old  people;  I  am  talking 
about  all  families. 

The  cost  of  the  delivery  of  a  child  now  has  risen  to  about  $10,000 
or  $11,000  per  child  for  the  average  middle-class  family.  You  know, 
I  can  remember  what  my  children  cost.  In  fact,  I  have  the  bills 
from  the  doctors  and  the  hospitals  of  what  they  cost.  It  is  just  as- 
tounding how  the  cost  has  gone  up.  I  don't  know  whether  it  is  justi- 
fied or  not,  but  it  has  been,  and  it  is  still  a  huge  problem. 

There  is  no  transportability  in  the  current  system  of  private  in- 
surance. If  you  move  from  one  job  to  another  or  if  your  job  is  abol- 
ished or  goes  by  the  wayside,  you  are  out  in  the  cold.  I  don't  think 
private  health  care  insurance  is  the  answer. 

Dr.  Omenn.  Mr.  Gibbons,  I  am  very  sympathetic  to  your  views.  I 
think  that  to  meet  the  needs  of  coverage  for  30  million  more  people 
and  all  those  with  poor  insurance  coverage  who  do  have  some  cov- 
erage, we  have  to  find  a  way  to  get  a  handle  on  the  costs,  or  we 
will  have  even  faster  inflation  from  the  expansion  of  coverage.  So 
the  two  are  very  much  intertwined,  and  I  think  that  is  the  heart  of 
the  challenge. 

Mr.  Gibbons.  Thank  you. 

Chairman  Rostenkowski.  Mr.  McGrath. 

Mr.  McGrath.  I  have  no  questions. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Doctor,  thank  you  for  your  testimony.  I  want  to  mention  a  couple 
of  things  that  I  feel  are  inherent  in  any  solution  to  this  problem. 
We  talk  a  lot  about  cost  shifting  now,  and  if  we  are  going  to  make 
incremental  changes  in  the  system,  that  is  something  we  have  to 
worry  about.  Unless  there  is  a  single-  or  all-payer  system,  it  is 
almost  impossible  to  prevent  cost  shifting,  is  it  not,  in  the  way  our 
system  is  structured  today? 

Dr.  Omenn.  Well,  we  have  had  experiments  in  several  States 
with  all-payer  systems  where  the  distribution  of  charity  care  and 
discounts  was  agreed  upon,  negotiated.  So  it  is  possible  to  work  a 
system  that  

Mr.  Stark.  You  could  manage  the  shift  

Dr.  Omenn  [continuing].  But  presently,  of  course,  it  is  a  mess. 

Mr.  Stark.  Now,  you  mentioned  something  that  I  find  very  in- 
triguing. I  guess  this  comes  as  no  surprise  to  my  colleagues  that  we 
look  aggressively  for  ways  to  serve  the  senior  population  better 
through  Medicare.  And  I  am  intrigued  by  your  idea  of  a  "welcome- 
to-Medicare"  examination. 
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We  get  about  3  million  new  people  into  Medicare  annually.  I  am 
going  to  say  that  the  examination  is  going  to  cost  $150,  and  I  don't 
know  whether  you  could  do  that  including  all  the  tests  that  might 
be  necessary.  But  if  $150  is  right,  it  would  cost  us  $450  million  a 
year.  That  is  half  a  billion.  Now,  that  money  has  got  to  come  from 
some  place,  and  that  is  a  little  tough. 

One  of  the  problems  that  we  have — and  this  may  be  the  precur- 
sor of  a  solution,  and  I  am  going  to  enlist  your  help  in  finding 
out — is  that  for  that  $450  million  down  the  road  we  will  save  some 
money,  just  as  I  am  sure — and  I  am  sure  you  would  agree  with 
me — that  for  every  dollar  I  spent  for  early  childhood  care  or  prena- 
tal care  I  saved  $5  over  the  next  4  or  5  years.  I  think  the  medical 
profession  agrees  with  that,  and  I  think  instinctively  most  of  us  do. 

However,  we  have  a  problem.  We  can't  get  any  credit  for  these 
future  savings  in  the  budget  climate  in  which  we  operate  here.  But 
we  could  change  that  legislatively,  and  that  may  be  a  change  that 
we  have  to  make.  I  am  going  to  ask  you  to  ask  the  schools  of  public 
health  to  check  me  on  those  two  issues.  If  we  had  the  $450  million, 
is  that  about  what  it  would  cost  us  to  provide  this  service?  And 
what  would  we  save?  I  have  a  hunch  you  all  could  make  some  pre- 
dictions, if  not  arrive  at  empirical  answers. 

The  same  thing  would  be  true  for  infants,  both  through  prenatal 
treatment  and  through  the  well-baby  care  outlined  by  the  pediatri- 
cians in  the  country.  What  do  you  think  we  could  save?  Because  if 
we  could  begin  to  show  through  professional  study  that  there 
would  be  massive  savings  down  the  road,  we  might  be  able  to  get 
scored  and  spend  that  money  now  and  pick  up  some  savings  credit 
in  the  out-years.  Your  help  in  that  area  could  be  very  useful  to  us. 

Dr.  Omenn.  Not  only  would  we  be  happy  to  help,  but  let  me  tell 
you  how  we  are  doing  it.  First  of  all,  with  regard  to  the  babies, 
there  are  many  studies,  the  gist  of  which  suggest  that  you  save  at 
least  $3  for  every  dollar  you  invest  in  prenatal  care.  This  is  well 
documented  and  pretty  widely  accepted,  despite  an  article  about 
WIC  in  the  Wall  Street  Journal  recently. 

With  regard  to  older  people,  this  committee,  as  a  matter  of  fact, 
mandated  the  Health  Care  Financing  Administration  4  or  5  years 
ago  to  undertake  demonstrations  of  the  financing  of  preventive 
services  for  the  Medicare-eligible  elderly.  Five  such  demonstrations 
finally  got  launched  after  some  delays,  and  they  are  proceeding 
very  well.  I  can  tell  you  the  one  demonstration  which  is  going  on  at 
the  University  of  Washington  with  the  Group  Health  Cooperative 
of  Puget  Sound  is  financed  at  $176  per  beneficiary  per  year,  and 
that  covers  all  of  the  aspects  of  the  benefit.  There  are  17  different 
benefits,  ranging  from  particular  screening  to  advice  about  living 
wills  which  are  provided  for  these  people,  according  to  what  seems 
to  be  most  appropriate  for  the  individual. 

Mr.  Stark.  Now,  does  that  go  in  each  year? 

Dr.  Omenn.  No,  no. 

Mr.  Stark.  Just  when  they  enter? 

Dr.  Omenn.  It  is  a  one-timer. 

Mr.  Stark.  $176? 

Dr.  Omenn.  Right. 

[Additional  information  follows:] 
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A  HEALTHY  FOTUEE: 


CAN  PREVENTIVE  CARE 
IMPROVE  YOUR  HEALTH 
AND  QUALITY  OF  LIFE? 


SENIOR  HEALTH  PROMOTION 

GROUP  HEALTH  COOPERATIVE  OF  PUGET  SOUND 
1730  MINOR  AVENUE,  SUITE  1500 
SEATTLE,  WASHINGTON  98101-1448 

IN  COOPERATION  WITH 

SCHOOL  OF  PUBLIC  HEALTH  AND  COMMUNITY  MEDICINE 
DEPARTMENT  OF  HEALTH  SERVICES 
UNIVERSITY  OF  WASHINGTON 
SEATTLE,  WASHINGTON  98195 
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Telephone:  (206)543-8866 
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William  Beery,  MPH 
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Director,  Center  for  Health  Promotion 
Suite  1500 

Telephone:  (206)287-4390 
FAX:         (206)  287-4287 

Mary  Durham,  PhD 
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Associate  Director,  Center  for  Health  Studies 

Suite  1600 

Telephone:  (206)287-2876 
FAX:  (206)287-2871 
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Demonstration  Coordinator 

Senior  Health  Promotion  Program  Administrator 

Center  for  Health  Promotion 

Suite  1500 

Telephone:  (206)287-4395 
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EXECUTIVE  SUMMARY 


A  HEALTHY  FUTURE 
COST-UTILITY  OF  MEDICARE  REIMBURSEMENT 
FOR  PREVENTIVE  SERVICES  IN  AN  HMO 


The  major  objective  of  this  project  is  to  assess  the  cost 
savings  and  changes  in  health-related  quality  of  life  associated 
with  the  introduction  and  reimbursement  of  an  experimental 
preventive  services  package  (annual  health  risk  assessment, 
individual  health  promotion  and  disease  prevention  services,  and 
health  promotion  group  counseling)  for  Medicare  beneficiaries 
enrolled  in  Group  Health  Cooperative  of  Puget  Sound.  Hypotheses 
to  be  tested  are  that  (1)  after  12  months  of  the  demonstration, 
use  of  preventive  services  will  increase  and  use  of  non- 
preventive  ambulatory  services  will  decrease  without  significant 
cost-savings,  and  (2)  after  24  months,  the  cost  per  Quality- 
Adjusted  Life  Year  gained  will  be  significantly  lower  in  the 
experimental  intervention  group. 

The  experimental  preventive  services  intervention  is 
expected  to  increase  health-related  quality  of  life  and  reduce 
health  care  costs  through  (1)  early  identification  of  physical 
and  mental  conditions  for  which  there  are  efficacious 
interventions  available  to  modify  risk  factors  for  disease, 
disability,  and  dependency,   (2)  modification  of  enrollees1  social 
and  physical  environment  to  support  health  promoting  behaviors 
and  maintain  or  increase  independence,  and  (3)  enhancement  of 
enrollee  autonomy  to  function  independently  and  to  make  critical 
decisions  concerning  health  behavior  and  health  care.  Preventive 
services  are  being  integrated  into  HMO  activities  (1)  to  increase 
the  perceived  value  of  preventive  services  for  older  adults,  (2) 
to  target  those  older  enrollees  who  use  the  majority  of  health 
resources  and  are  at  highest  risk  for  health  status  decline,  and 
(3)  to  provide  efficacious  and  efficient  interventions  that  will 
improve  health-related  quality  of  life  while  reducing  overall 
costs  of  care. 

The  project  is  being  conducted  by  the  School  of  Public 
Health  and  Community  Medicine  at  the  University  of  Washington  in 
cooperation  with  the  Center  for  Health  Promotion  and  the  Center 
for  Health  Studies  at  Group  Health  Cooperative  of  Puget  Sound. 
The  demonstration  is  taking  place  in  four  GHC  medical  centers 
which  have  about  7,500  Medicare-eligible  enrollees  who  have  been 
receiving  primary  care  services  at  these  sites  for  at  least  one 
year.     Enrollees  willing  to  participate  have  been  classified  by 
level  of  service  use  (higher  users  versus  lower  users)  and  will 
be  randomly  allocated  to  (a)  usual  care  or  (b)  experimental 
preventive  services.     Higher  users  are  defined  as  enrollees  with 
6+  visits  in  the  twelve  months  prior  to  enrollment.     Higher  user 
enrollees  are  being  oversampled  to  ensure  sufficient  numbers  for 
separate  evaluation,  since  this  group  is  expected  to  benefit  to  a 
large  extent  from  the  intervention. 
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The  initial  number  of  participants  required  is  approximately 
2,250  (1,125  enrollees  allocated  to  each  treatment  in  a  ration  of 
560  higher  users  to  440  lower  users) .     This  initial  sample  size 
allows  for  a  15%  attrition  in  participants  every  year  of 
observation  and  68%  power  to  detect  a  35%  slowing  in  health 
status  decline  among  higher  users  and  a  50%  slowing  in  health 
status  decline  among  lower  users,  at  the  5%  significance  level 
using  a  two-tailed  test. 

Prospective  participants  are  being  recruited  by  mail  and  by 
phone  from  lists  of  enrollees  at  each  site  classified  by  level  of 
service  use.    Baseline  data  are  obtained  through  mail 
questionnaires  with  telephone  follow-up.     These  procedures 
provide  a  comprehensive  assessment  of  health-related  quality  of 
life,  health  risk,  self-efficacy  for  behavioral  change, 
preventive  behaviors,  social  network  and  support  and  plans  for 
the  future.    The  major  health  status  outcome  measure  is  the 
Quality  of  Weil-Being  Scale,  a  component  of  the  General  Health 
Policy  Model  that  will  permit  an  estimation  of  Quality -Ad justed 
Life  Years  for  the  experimental  and  usual  care  control  groups. 
Three  other  health-related  quality  of  life  measures  include 
health  worry,  general  health  perceptions,  and  perceived  quality 
of  life.     Changes  in  depression  due  to  the  intervention  are  also 
being  measured.     Enrollees  who  return  their  informed  consent  from 
and  complete  the  baseline  questionnaire  will  be  randomized  to  the 
experimental  and  control  groups  according  to  service  use  strata. 

The  preventive  services  package  consists  of  a  health  risk 
assessment  and  15  major  interventions:     (1)  exercise,  (2) 
nutrition,   (3)  planning  ahead,   (4)  mental  health,   (5)  hearing, 
(6)  medication  awareness,   (7)  incontinence,   (8)  hypertension,  (9) 
physical  exam  and  laboratory,   (10)  immunizations,   (11)  injury 
prevention,   (12)  alcohol  use,   (13)  smoking,   (14)  vision,  and  (15) 
breast  cancer  screening.     The  package  is  structured  to  contain  a 
health  promotion  component  directed  toward  those  risk  factors 
thought  to  predispose  to  loss  of  autonomy  or  decline  in  health- 
related  quality  of  life  and  a  disease  prevention  component 
directed  toward  clinical  screening,  immunization,  and  further 
follow-up  of  chronic  medical  conditions  and  those  already 
detected  through  the  health  promotion  component.     Health  risk 
assessment  will  be  conducted  using  an  assessment  guide  and 
protocol  developed  for  this  project.     Interventions  will  be 
guided  by  risk  assessment  according  to  preventive  services 
schematics  or  protocols  developed  for  each  area  within  the  15 
major  interventions. 

The  annual  capitation  rate  for  these  services  is  $183.68. 

Special  record  forms  have  been  developed  for  the  preventive 
services  interventions.     Utilization  data  will  be  gathered 
primarily  through  GHC's  computerized  enrollment  and  utilization 
data  base  systems.     Individual  health  services  costs  will  be 
calculated  for  the  year  prior  to  randomization  and  two  years 
following  randomization  on  an  annual  basis.    Total  cost  for  an 
individual  patient  on  a  given  visit  will  be  the  sum  of  the  per 
diem  base  rate  for  length  of  visit  plus  the  cost  of  individual 
ancillary  services  associated  with  the  visit.     Inpatient  costs 
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will  be  estimated  using  a  modified  DRG  methodology.     Other  unit 
costs  (pharmacy,  laboratory  and  outside  services)  are  directly 
available  from  GHC. 

Cost-utility  analysis  will  be  conducted  to  compare  costs 
(costs  of  intervention  plus  costs  of  treatment  incurred  because 
of  intervention,  minus  savings  in  future  medical  costs  because  of 
prevention)  to  effects  (years  of  life  added  by  preventive 
services  intervention  plus  improvements  in  health  during  years 
that  would  have  been  lived  anyway  minus  any  deterioration  in 
health  because  of  the  intervention) .     Quality-adjusted  life  years 
will  be  calculated  by  integrating  the  level  of  health-related 
quality  of  life  with  the  expected  duration  of  stay  in  each  level 
multiplied  by  preference  weights  associated  with  each  level.  Two 
discount  rates  will  be  use  (0  and  5%) ,  and  sensitivity  analyses 
will  estimate  program  output  using  different  values  of  variables 
in  the  cost-utility  model.     Administrative  and  unintended 
outcomes  will  be  investigated  through  special  studies.  Different 
methods  of  calculating  Quality-Adjusted  Life  Years  will  be 
explored  for  different  subgroups  of  participants  to  identify 
those  who  appear  to  benefit  most  from  the  preventive  services 
intervention. 

The  demonstration  procedures  have  been  designed  explicitly 
for  replication  in  other  primary  care  settings.     Pragmatic  ways 
of  offering  preventive  services  benefits  to  older  adults  will  be 
explored  in  the  evaluation.     The  evaluation  measures  are  largely 
standardized  instruments  used  widely  in  health  services  research 
and  preventive  services  evaluations.     The  demonstration  and 
evaluation  procedures  are  comparable  to  other  preventive  services 
evaluations  sponsored  by  the  Health  Care  Financing  Administration 
and  other  public  and  private  funding  agencies. 
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PHYSICAL  EXERCISE 

Determine  Participant's  Aerobic  Exercise  Status 

i  1 


Participates  in  Regular 
Aerobic  Exercise 


•  Encourage  existing 
activity 


Insufficient  or  Non-Exerciser 
(No  Aerobic  3  times  week 
for  15  minutes  each) 


•  Counsel  on  benefits  of 
regular  physical  activity 

•  Explore  limiting  conditions 


Give  exercise  booklet  and 
resource  list 

Invite  to  Exercise  Oriental  ton 
class 

Provide  flyer  about  class  and 
registration  information 


Send  Exercise  Prescription 
ToMD 


Physician  reviews  P.H.  with  regard  to  musculoskeletal, 
respiratory,  cardiovascular  or  equilibrium  problems;  and 
reviews  medications,  especially  Beta  blockers 


Can  a  walking  exercise  program 
be  recommended  for  this  patient? 


I  YES 


YES 

WITH  RESTRICTIONS 


Complete  and  sign 
Exercise  Prescription 


Explain  restrictions 
to  patient 
List  restrictions  on 
Exercise  Prescription 
and  sign  


Physical  Activity  Class 
2  Hours 

Benefits  of  exercise 

Learn  strengthening  and  flexibility  exercise 
Heart  rate  monitoring 
1/4  mile  walk  test 

How  to  stay  with  an  exercise  program 


Explain  reasons 
to  patient 


Institute  corrective  measures, 
if  possible,  and  review  in  six 
months  the  advisability  of 
starting  the  exercise  program. 


LM:bv  10/17/88 
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Dr.  Omenn.  The  proposal  that  the  schools  would  like  to  send  you 
information  about  and  share  with  the  members  of  the  committee  is 
to  take  approximately  the  numbers  that  you  are  talking  about, 
let's  say  one-tenth  to  one-half  of  1  percent  of  the  trust  fund.  We 
believe  that  would  be  sufficient  not  only  to  provide  these  services 
and  counseling  and  orientation  of  older  people  as  they  start  into 
the  Medicare  part  of  their  lives;  but  also  evaluate  it  and  do  studies 
to  show  what  services  really  are  cost  effective  and  beneficial. 

There  is  an  irony  here,  as  I  said  in  my  written  testimony.  For 
surgical  procedures,  we  are  satisfied  if  they  seem  to  be  safe;  at 
least  if  they  are  claimed  to  be  safe  by  the  person  who  does  them. 
With  regard  to  medical  treatments,  we  want  them  to  be  safe  and 
efficacious.  It  is  written  into  the  FDA  laws.  But  prevention  has  to 
be  safe  and  efficacious  and  cost  effective,  and  some  people  even  say 
cost  saving,  as  if  benefits  are  of  no  relevance.  That  is  not  fair. 

Anyway,  I  think  that  we  are  providing  just  the  evidence  that  you 
need,  and  it  will  be  coming  out  in  the  next  year  to  2  years.  So  it  is 
quite  timely  for  the  committee  to  be  preparing  itself  with  proposals 
that  would  look  at  what  it  would  take  to  implement  the  '  'Welcome 
to  Medicare"  visit  and  what  tradeoffs  there  might  be,  at  the  end  of 
life  and  some  of  the  other  very  expensive  parts  of  Medicare. 

Finally,  let  me  say  that  I  think  this  same  kind  of  demonstration 
needs  to  be  launched  now  for  the  disabled  covered  by  Medicare.  We 
have  excluded  them  in  these  kinds  of  studies.  They  weren't  man- 
dated; they  weren't  included.  But  with  the  Americans  with  Disabil- 
ities Act  of  last  year,  it  would  be  very  timely  followup. 

Mr.  Stark.  Thank  you  very  much.  I  will  look  forward  to  seeing 
those  results. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  McDermott. 

Mr.  McDermott.  Dr.  Omenn,  in  most  of  this  discussion  of  chang- 
ing our  health  care  system,  the  politics  begins  to  interfere  and 
people  use  words  that  are  threatening.  In  1965  it  was  "socialized 
medicine"  that  was  thrown  out  to  fight  off  Medicare  or  Medicaid. 
Today  the  word  that  is  being  used  is  "rationing."  I  would  like  to 
hear  you  discuss  the  question  of  what  rationing  really  means  or 
what  rationing  will  have  to  go  on,  or  from  a  medical  standpoint, 
what  kinds  of  changes  in  health  care  delivery  would  the  American 
people  begin  to  face  if  we  had  a  national  health  care  system?  How 
would  that  issue  be  faced  by  Americans,  and  is  it  bad,  is  it  good? 
Would  the  health  care  status  be  better? 

Dr.  Omenn.  Let  me  say  first  that  in  1963  I  was  a  third-year  med- 
ical student  when  Dr.  Edward  Annis,  the  eloquent  spokesman  and 
president  of  the  AMA,  was  touring  the  country  saying  that  the  doc- 
tors of  America  didn't  need  and  didn't  want  Medicare  and  would  be 
happy  to  take  care  of  any  needy  patients  for  free.  Things  have 
changed  a  lot  since  then. 

With  regard  to  rationing,  Mr.  Congressman,  we  have  rationing. 
Everyone  recognizes  that  many  people  are  not  getting  access  to 
care  to  start  with,  not  everybody  gets  the  same  quality  of  care, 
people  have  few  choices.  But  let's  turn  around  and  address  your 
question  head  on.  What  should  rationing  be  in  our  system? 

Dr.  Roper  mentioned  that  practice  guidelines  would  be  desirable. 
That  is  a  kind  of  rationing.  That  is  a  way  of  building  a  structure 
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from  best  physician  judgment  and  hopefully  judgment  by  people  re- 
moved from  the  payment  themselves  who  are  experts  at  analyzing 
data  about  what  kinds  of  procedures  really  work  for  which  kinds  of 
patients.  The  implication  of  that  is  for  other  patients  the  procedure 
would  not  be  made  available,  or  wouldn't  be  reimbursed.  If  you 
take  coronary  artery  bypass  surgery,  we  know  that  for  left  main 
coronary  artery  disease,  it  is  a  blessing.  But  for  many  other  pa- 
tients, it  is  of  little  or  no  value,  or  even  negative  value.  Those  addi- 
tional patients  would  be  excluded  in  such  a  system. 

If  we  had  a  list  of  surgeries,  medicines,  diagnostic  tests  which  are 
of  limited  or  low  value,  someone  would  say  that  these  are  not 
worth  using,  or  at  least  they  are  not  going  to  be  paid  for.  That  is  a 
kind  of  rationing.  These  are  all  cost-saving  aspects  of  rationing 
which  enhance  the  quality  of  medical  care. 

One  anecdote  on  the  convergence  of  quality  and  cost  contain- 
ment. When  I  v/as  an  intern  at  Massachusetts  General  Hospital,  a 
simple  study  was  done  looking  at  the  length  of  stay  in  the  hospital 
for  different  diagnoses.  For  people  who  had  heart  attacks,  it  turned 
out  that  the  distribution  had  a  sharp  peak  at  21  days  and  another 
sharp  peak  at  28  days.  Nobody  stayed  22  days,  29  days,  23  days,  or 
anything  else  like  that.  They  analyzed  every  factor  you  could  imag- 
ine. Nothing  seemed  to  relate  to  length  of  stay  except  one  factor 
which  explained  all  the  difference  in  whether  people  stayed  for  21 
days  or  28  days.  It  was  the  name  of  the  doctor.  Nobody  realized 
this.  As  soon  as  it  was  said,  it  was  obviously  true  because  we  real- 
ized that  some  doctors  said,  "You've  had  a  heart  attack,  you  can 
plan  on  going  home  if  there  are  no  complications  3  weeks  from 
today."  And  another  doctor  same  place,  excellent  doctors,  would 
say,  "You've  had  a  heart  attack,  it's  documented  in  your  cardio- 
gram, you  can  go  home  4  weeks  from  today  if  you  have  no  compli- 
cations." 

Well,  7  years  later,  the  same  study  was  done,  and  it  turned  out  it 
was  now  14  days  and  21  days.  And  7  years  after  that,  it  was  7  days 
and  14  days.  And  when  the  DRGs  came  in,  the  average  for  the 
whole  country  was  9.8  days.  We  weren't  just  saving  money.  We 
were  getting  people  home  earlier,  ambulated  sooner,  so  that  they 
would  be  healthier  and  have  fewer  complications  from  being  in  the 
hospital. 

This  is  rationing  access  to  hospital  beds,  you  might  say.  No.  It  is 
improving  the  quality  of  care  by  having  clearer  ideas  about  what  is 
best  for  the  patient  and  removing  certain  things  which  are  just 
wasteful  or  harmful. 

Mr.  McDermott.  Let  me  be  the  devil's  advocate  for  a  minute. 
One  of  the  charges  may  well  be,  "Well,  the  Government  is  going  to 
send  this  cookbook  out,  and  I  personally  believe,  Mr.  Johnson,  that 
you  ought  to  have  this  kind  of  treatment,  but  the  Government 
cookbook  says  you  can't  have  it." 

How  would  you  respond  to  that,  as  somebody  trying  to  sell  this 
to  the  American  public  as  a  means  by  which  we  can  get  adequate 
cost  control? 

Dr.  Omenn.  Trying  to  explain  it  to  the  public  and  to  my  fellow 
doctors,  I  would  say  that  our  Government  doesn't  usually  work 
that  way;  that  there  is  an  elaborate  system  of  influential  advice, 
sometimes  very  strong  influence,  by  regulated  and  reimbursed  par- 
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ties  in  this  society;  so  that  the  opportunity  for  physicians  and  other 
people  with  data  about  these  kinds  of  questions,  to  influence  what 
the  Government  will  rule  is  extensive  and  I  think  powerful.  I  think 
that  that  would  be  a  very  important  part  of  any  system,  that  there 
should  be  clear  justification  by  the  Health  Care  Financing  Admin- 
istration and  other  agencies  that  make  these  decisions.  The  kinds 
of  things  that  are  paid  for  and  the  kinds  of  things  that  are  restrict- 
ed should  be  justified  very  carefully,  and  should  be  studied  to  justi- 
fy those. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Mr.  Stark  [presiding].  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Dr.  Omenn,  thank  you  for  coming  and  giving  us  access  to  your 
expertise.  You  mentioned  in  your  testimony  that  you  would  esti- 
mate that  defensive  medicine  increased  the  cost  of  our  national 
health  bill  from  10  to  14  percent,  I  believe.  Is  that  correct? 

Dr.  Omenn.  Those  are  the  estimates  I  have  seen,  yes. 

Mr.  Archer.  That  is  then  somewhere  in  the  range  of  1.5  percent 
of  GNP.  That  is  a  major,  big  number.  Do  you  have  any  suggestions 
to  us  as  to  what  we  might  do  to  address  this  problem? 

Dr.  Omenn.  Yes.  This  is  not  my  particular  expertise,  and  there 
are  many  people  who  could  give  you  detailed  responses;  the  Nation- 
al Academy's  Institute  of  Medicine,  in  fact,  has  a  report  on  the  sub- 
ject which  you  might  find  useful.  But  the  gist  of  it  is  that  we  are 
overwhelmed  by  the  workings  of  our  tort  system.  The  management 
of  this  system  is  left  pretty  much  to  individual  States.  There  is 
quite  a  variety  of  innovation  and  initiative  to  try  to  moderate  this 
process.  As  you  know,  the  trial  attorneys  are  extremely  powerful, 
and  in  most  States  tort  reform  has  been  a  difficult  challenge. 

Second,  there  is  what  we  were  just  talking  about,  about  practice 
guidelines.  Dr.  Roper  said,  and  I  strongly  agree,  that  if  we  had 
clearer  guidelines  for  doctors  making  their  decisions  and  for  those 
who  review  their  decisions,  we  could  go  some  ways  toward  moderat- 
ing this  problem. 

Finally,  I  think  we  need  to  have  a  system — it  may  even  take 
some  legal  action  on  the  opposite  side — to  say  that  more  is  not 
always  better.  These  days  a  doctor  who  fails  to  do  the  nth  test  or  to 
do  other  things  which  may  be  marginally  indicated  is  at  risk. 
Somehow  we  need  to  look  at  patients  and  the  society  as  a  class  and 
say  what  is  in  the  interest  of  the  larger  population,  and  how  we 
protect  that  in  our  legal  system. 

Mr.  Archer.  I  thank  you  for  that  input.  You  have  so  much  ex- 
pertise and  experience  in  areas  that  can  be  helpful  to  this  commit- 
tee. I  have  struggled  with  trying  to  get  as  much  quantified  and  de- 
finitive data  as  possible  to  determine  what  are  cost  drivers,  what 
are  the  reasons  why  our  medical  care  costs  are  going  up.  Too  many 
people  here  at  the  Federal  level  look  at  medical  costs  as  those 
things  that  the  Federal  Government  pays,  and  to  me  that  is  the 
wrong  way  to  look  at  it.  We  have  got  to  look  at  it  ultimately  as  to 
what  does  society  pay  in  the  aggregate  and  what  are  the  cost  driv- 
ers that  drive  up  the  cost  to  providers  that  ultimately  have  got  to 
be  passed  on  to  someone. 

I  hope  we  can  get  more  definitive  information  to  quantify  some 
of  these  things.  One  of  the  questions  that  I  asked  earlier  of  Dr. 
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Roper  relates  to  how  much  preventive  initiatives  can  impact  on  a 
lifetime  of  health  care  costs.  He  said  there  is  data,  that  there  have 
been  studies,  that  we  have  that  information,  and  my  staff  tells  me 
they  are  not  aware  of  it.  Are  you  aware  of  it? 

Dr.  Omenn.  Yes,  there  are  studies,  and  I  will,  independently  or 
together  with  Dr.  Roper,  be  sure  that  you  get  a  detailed  response. 
A  critical  issue  is  whether  you  want  to  include  Social  Security  ben- 
efits, cash  benefits,  as  part  of  this  equation.  Because  as  people  sur- 
vive longer,  of  course,  they  do  collect  more  benefits.  As  long  as  they 
are  healthy  and  well  and  contributing  to  our  society  through 
family  and  networks  and  all  the  rest,  we  should  find  considerable 
value  in  that. 

I  think  your  question  was  quite  specific  and  very  appropriate, 
which  was  to  look  specifically  at  the  health  care  costs,  and  you 
mentioned  nursing  homes,  at  least  the  health  care  part  of  nursing 
home  costs.  Part  of  it  is  strictly  residential,  of  course.  That  has 
been  analyzed  also.  I  would  be  happy  to  look  at  that  for  you. 

Mr.  Archer.  Well,  that  would  be  very  helpful  to  us.  It  seems  to 
me  that  there  are  some  prevention  initiatives  that  do  pay  divi- 
dends, and  there  are  others  that  would  not  pay  dividends  on  a  cost- 
benefit  basis  relative  specifically  to  health  care  costs  during  a  life- 
time. That  doesn't  mean  we  may  not  want  to  do  them  for  other 
reasons.  But  I  think  we  have  got  to  face  the  reality  of  the  cost-ben- 
efit situation. 

Dr.  Omenn.  You  are  right.  I  can  give  you  a  quick  example  in  the 
Medicare  population.  Above  age  65,  it  appears  that  screening  for 
cholesterol  and  reducing  cholesterol  is  of  limited  or  very  little 
value.  Surprising,  given  the  strong  evidence  in  middle  age.  Smok- 
ing, by  contrast,  was  assumed  to  be  not  worth  fighting  about  by  the 
time  your  patients  get  to  be  65  or  75.  There  was  hardly  any  litera- 
ture until  a  few  years  ago.  The  textbooks  said  that  smoking  cessa- 
tion should  begin  earlier  in  life  if  you  are  going  to  have  any  bene- 
fit. And  many  doctors,  many  of  my  colleagues  would  say  if  you  are 
70  years  old  and  you  have  been  smoking  for  40  or  50  years  and  you 
are  still  here,  you  must  be  resistant,  or  at  least  it  is  too  late  to  ben- 
efit. 

So  under  our  Health  Promotion  Center  for  Older  Adults  at  the 
University  of  Washington,  we  did  a  major  study  about  smoking  ces- 
sation versus  continuing  smoking  in  people  who  happened  to  be 
known  to  us  because  they  were  studied  extensively  in  the  coronary 
artery  surgery  study,  25,000  people,  every  one  of  whom  had  coro- 
nary angiography  to  look  at  the  arteries.  There  is  a  lead  article  in 
the  New  England  Journal  of  Medicine,  November  24,  1988,  that 
was  cited  by  the  CDC  in  the  President's  budget  because  it  showed 
very  clearly  that  the  benefit  on  an  individual  basis  was  just  as 
great  for  people  65  to  74  as  55  to  64  or  35  to  54.  In  the  aggregate, 
because  older  people,  of  course,  die  at  a  higher  rate  and  have  more 
heart  attacks  per  thousand  people,  for  example,  the  benefit  was  far 
higher  in  older  people. 

There  are  two  examples.  For  cholesterol  we  would  say,  with  cur- 
rent studies  pending,  probably  not  worth  the  cost  of  screening  and 
aggressive  treatment.  For  smoking  cessation,  tremendous  benefits, 
70  percent  better  survival  over  the  next  8  to  10  years.  And  many, 
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many  older  people,  you  know,  are  active  and  would  like  to  stay 
that  way. 

Mr.  Archer.  What  percent  of  medical  care  costs  in  a  lifetime  are 
in  the  last  year? 
Dr.  Omenn.  I  think  it  is  something  like  30  percent. 
Mr.  Archer.  Thirty  percent  relative  to  lifetime? 
Dr.  Omenn.  That  is  right. 
Mr.  Stark.  Mr.  Levin. 
Mr.  Levin.  Thank  you,  Mr.  Chairman. 

The  word  ' 'prevention"  maybe  has  been  more  used  here  this 
morning  than  any  other.  I  was  reading  an  article  about  health  care 
in  China.  We  are  two  very  different  countries,  and  we  are  going  to 
have  two  very  different  systems,  understandably.  But  one  of  the 
key  messages  from  that  article,  and  it  is  no  secret,  was  the  useful- 
ness of  prevention. 

What  is  the  problem  in  this  country?  Why  are  we  having  so 
much  difficulty  emphasizing  preventive  techniques,  preventive 
health  care,  preventive  medicine?  We  can  keep  on  talking  and  talk- 
ing and  talking,  which  is  what  we  have  been  doing.  There  has  been 
some  improvement,  I  think  you  would  acknowledge  rather  slender 
in  terms  of  prevention  compared  to  what  we  could  do.  What  is  the 
trouble?  It  is  more  than  one  thing,  right?  But  what  is  it? 

Dr.  Omenn.  Mr.  Levin,  you  have  put  your  finger  right  at  the 
heart  of  the  issue.  In  China — and  the  first  time  I  went  to  China 
was  in  1976  as  "Comrade  Omenn,  health  worker,"  on  a  friendship 
tour.  They  really  regimented  the  society.  They  reached  the  people 
who  needed  to  be  reached.  They  organized  down  to  the  neighbor- 
hood level  in  an  incredibly  effective  way,  and  they  rooted  out  pests 
and  poor  sanitation  and  other  problems  that  we  think  we  have 
taken  care  of  in  this  society.  But,  in  fact,  there  are  plenty  of  neigh- 
borhoods, as  Mrs.  Kennelly  said,  where  there  are  Third  World 
problems  in  this  country. 

We  have  a  culture  which  seems  to  glory  in  dramatic  rescues.  If  a 
poor  child  falls  into  a  mine  shaft,  we  will  spend  any  amount  of 
money  to  save  that  one  child.  And  it  is  wonderful.  But  we  won't  do 
much  of  anything  for  1,000  children  who  didn't  get  immunized  for 
measles  and  diphtheria — and  a  few  will  die. 

In  medical  circles  when  we  talk  about  fund  raising  for  the  hospi- 
tals or  for  the  medical  schools  or  the  schools  of  public  health,  we 
lament  that  prevention  has  no  grateful  patients.  It  is  statistical, 
that  per  1,000  people  so  many  might  get  a  problem,  so  many  might 
die,  so  many  might  be  injured,  and  those  could  be  prevented.  But 
we  can't  identify  the  specific  individual.  There  isn't  that  sort  of  tug 
at  the  heart  or  the  grateful  patient  and  grateful  family  that  leads 
to  investment  and  action  and  political  attention. 

When  President  Reagan  decided  to  endow  upon  one  child  a 
transplant  benefit  under  the  Medicare  program,  it  was  this  same 
kind  of  American  rescue  mission  in  violation  of  an  organized 
system. 

I  really  think  this  kind  of  psychology  is  at  the  heart  of  our  prob- 
lem. It  is  wonderful  today  to  be  in  the  company  of  all  of  you  and 
Bill  Roper  talking  about  prevention,  but  it  is  true  that  we  spend 
far  less  than  1  percent  on  prevention  of  what  we  spend  on  diagno- 
sis and  treatment.  That  is  a  crazy  balance. 


86 


Mr.  Levin.  Thank  you. 

Mr.  Stark.  Mr.  Grandy. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

Dr.  Omenn,  one  of  the  complaints  that  you  will  hear  small  em- 
ployers make  and  insurers  make  in  terms  of  addressing  the  access 
question  is  that  they  are  very  often  impeded  by  State  health  man- 
dates that  drive  up  the  cost.  Let  me  ask  you  this:  First  of  all,  when 
legislation  is  introduced — and  I  have  some  experience  with  this  be- 
cause I  introduced  some  legislation  to  this  effect — that  tries  to 
create  a  basic  health  plan  for  the  United  States,  you  immediately 
hear  a  hue  and  cry  from  chiropractors  and  podiatrists  and  optom- 
etrists saying  we  are  no  longer  included  in  the  plan  because  you 
are  waiving  the  State  mandates. 

My  question  has  two  parts.  First  of  all,  how  did  you  get  around 
this  problem  with  the  Basic  Health  Plan  in  Washington?  And  if  we 
were  going  to  create  a  health  plan  on  a  national  level,  what  should 
be  included?  And  more  to  the  point,  what  should  not  be  included? 

Dr.  Omenn.  Well,  you  have  the  expert  sitting  right  next  to  you, 
Congressman  McDermott. 

Mr.  Grandy.  I  can  get  him  any  time.  I  wanted  a  second  opinion. 

Dr.  Omenn.  What  should  be  included  in  a  basic  health  plan  has 
been  a  vexing  problem  everywhere  it  has  been  discussed,  because 
usually  the  advocates  are  well  intentioned,  understand  the  needs  of 
people  for  health  care,  and  are  not  willing  to  consider  a  bare-bones 
program.  So  it  becomes  a  fairly  comprehensive  benefit.  I  remember 
when  we  were  discussing  then-Senator  McDermott's  plan  in  our 
State.  We  had  a  discussion  among  the  people  who  were  basically 
all  advocates,  and  the  question  was  what  should  be  left  out.  And  a 
person  who  answered  the  question  was  looking  right  at  a  woman 
he  didn't  know  who  was  head  of  the  hospice  in  Tacoma,  and  said, 
well,  maybe  hospice  benefits  should  be  left  out. 

Well,  you  don't  save  much  money  on  hospices,  and  it  is  sort  of 
illogical.  The  big  thing  is  catastrophic  type  coverage,  and  that  is  ex- 
pensive. 

I  was  just  turning  around  to  look  for  Dr.  Marvin  Young,  who  is 
president  of  the  Washington  State  Medical  Association,  and  Tom 
Curry,  the  executive  director  of  the  association.  They  were  here 
earlier.  They  may  still  be  here. 

There  is  an  effort  within  the  medical  association  and  more  broad- 
ly in  the  State  to  try  to  redefine  what  should  be  the  definition  of  a 
basic  health  plan  so  that  they  could  reduce  the  cost  from  its 
present  level  and  hopefully  persuade  the  budget-makers  in  the 
State  to  spread  the  demonstration  to  more  parts  of  the  State. 

There  is  even  a  notion  that  we  might  have  a  preliminary  layer  of 
public  health  intervention  that  would  be  provided  on  a  mass  popu- 
lation basis  with  media  backup  to  everybody,  like  the  basic  immu- 
nizations, maybe  mammographic  screening,  maybe  some  other 
kinds  of  screening  that  you  wouldn't  have  to  get  on  a  fee-for-service 
basis. 

Then  there  would  be  other  services  covered  by  private  insurance 
on  top  and  certain  things  that  wouldn't  be  covered  by  insurance 
that  would  be  considered  cosmetic  surgery — you  know,  out-of-your- 
pocket  nonmedical. 
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Well,  hospital  care  defined  usually  very  broadly,  preferably  with 
some  copay,  is  usually  the  basic,  then  physician  services,  and  then 
everything  else  is  up  for  grabs.  And  it  depends  on  the  lobbies. 
When  you  get  beyond  drugs  and  x  rays,  outpatient  x  rays,  you 
come  to  chiropractors  and  optometrists  who  have  valuable  services 
in  the  eyes  of  the  consumer  and  consumer  power  in  many  of  the 
legislatures,  and  then  it  becomes  a  horse-trading  game.  But,  in  fact, 
those  are  not  big-ticket  items.  They  do  require  some  judgment 
about  where  you  draw  lines.  That  is  what  the  process  in  Oregon  is 
about  for  their  Medicaid  program.  It  is  at  the  heart  of  your  ques- 
tion. Where  can  you  draw  a  line  that  you  can  defend  both  logically 
with  data  about  benefits  to  patients  and  their  needs,  and  political- 

ly? 

Mr.  Grandy.  Let  me  just  ask  you  one  thing  before  my  time  ex- 
pires. Should  we  consider  drawing  the  line  generationally?  We 
spend  a  lot  more  money  on  people  over  65  in  this  country  than  we 
do  between  the  ages  of  1  and  6.  Should  we  consider  a  program  that 
realigns  that  priority? 

Dr.  Omenn.  I  think  we  must.  In  my  written  testimony,  I  did  say 
that  one  of  the  bright  spots  in  a  somewhat  dismal  decade  was  the 
initiative  every  year  from  the  Congress  to  expand  under  Medicaid 
the  coverage  for  pregnant  women  and  children  through  advancing 
years.  I  think  that  is  a  very  good  step  in  the  right  direction.  In- 
creasing the  level — in  relation  to  poverty,  the  income  level  that 
people  are  eligible  for  Medicaid  is  an  important  step  in  the  right 
direction.  Children  are  an  investment  in  the  future.  We  know  that 
there  is  a  big  payoff  for  medical  care  and  preventive  services,  and 
we  have  to  find  ways  of  bringing  medicine  and  public  health  to- 
gether in  a  constructive  and  efficient  way. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman.  Thank  you,  Doctor. 

Mr.  Stark.  Thank  you,  Dr.  Omenn.  We  will  look  forward,  as  I 
say,  to  working  with  you  in  the  future,  and  your  advice  and  help  to 
this  committee  is  deeply  appreciated.  Thank  you  for  being  with  us. 

Dr.  Omenn.  Thank  you  for  the  opportunity. 

Mr.  Stark.  The  committee  will  stand  in  recess  until  1:30. 

[Whereupon,  at  1:30  p.m.,  the  committee  recessed,  to  reconvene 
at  1:30  p.m.] 

Chairman  Rostenkowski.  The  committee  will  come  to  order. 

Our  witnesses  this  afternoon  will  compare  the  U.S.  health  care 
system  to  those  of  other  industrialized  nations.  We  are  pleased  to 
welcome  George  Schieber,  Ted  Marmor,  Edmund  Kelly,  and  John 
Iglehart.  Welcome,  gentlemen. 

Dr.  Schieber,  your  written  statement  will  be  included  in  the 
record.  If  you  would  care  to  summarize  your  testimony  and  pro- 
ceed, the  committee  is  ready  to  take  your  testimony. 

STATEMENT  OF  GEORGE  J.  SCHIEBER,  PH.D.,  DIRECTOR,  OFFICE 
OF  RESEARCH,  HEALTH  CARE  FINANCING  ADMINISTRATION, 
U.S.  DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Schieber.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  for  me 
to  be  here  today  to  provide  an  overview  of  other  countries'  health 
systems. 
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Health  sectors  are  important  in  all  the  Western  industrialized 
member  countries  of  the  Organization  for  Economic  Cooperation 
and  Development.  On  average  in  these  countries,  health  care  ac- 
counts for  7.6  percent  of  all  output  

Chairman  Rostenkowski.  Dr.  Schieber,  let  me  just  make  an  ob- 
servation. You  are  going  to  have  a  5-minute  timeframe.  If  you  run 
over  it,  don't  worry  about  it. 

Mr.  Schieber.  Thank  you. 

Chairman  Rostenkowski.  But  don't  run  any  longer  than  10. 

Mr.  Schieber.  I  will  do  my  best,  Mr.  Chairman.  Thank  you. 

Health  sectors  account  for  7.6  percent  of  the  output  on  average 
in  all  these  countries.  That  is  over  twice  as  much  as  these  coun- 
tries spend  on  national  defense.  Health  spending  is  the  second  larg- 
est social  expenditure  item  after  Social  Security,  accounting  for  25 
percent  of  all  social  spending.  And  health  sectors  are  major  em- 
ployers, accounting  for  5  percent  of  all  employment  on  average  in 
these  countries. 

What  I  would  like  to  do  very  briefly,  Mr.  Chairman  and  commit- 
tee members,  is  first  of  all  discuss  the  different  models  of  health 
systems;  second,  provide  some  statistics  on  comparative  perform- 
ance of  these  systems;  and,  lastly,  I  would  like  to  point  out  how  the 
United  States  differs  or  has  some  basic  structural  differences  from 
these  other  foreign  health  systems. 

In  terms  of  the  generic  models,  there  are  three.  One  is  the  so- 
called  national  health  insurance  or  Beveridge  approach,  and  this  is 
characterized  by  universal  approach,  national  general  tax  financ- 
ing, and  national  ownership  and  control  of  health  sector  inputs. 
The  United  Kingdom  is  usually  looked  upon  as  the  example  of  that 
kind  of  a  system. 

A  second  model  is  the  so-called  social  insurance  or  Bismarck  ap- 
proach, which  is  characterized  by  compulsory  universal  coverage 
under  Social  Security,  financed  by  employee  and  employer  contri- 
butions to  nonprofit  insurance  funds,  and  mixed  public  and  private 
ownership  and  control  of  health  sector  inputs.  People  generally 
look  at  France  and  Germany  as  the  typical  models  of  that  kind  of  a 
system. 

The  third  model  is  the  private  insurance  consumer  sovereignty 
approach  characterized  by  employer-based  or  individual  purchase 
of  private  health  insurance  and  private  ownership  and  control  of 
health  sector  inputs.  The  United  States  is  the  usual  example  of 
that  particular  modeL 

No  one  country  fits  any  model.  Most  countries  are  actually  com- 
binations of  all  these  different  models.  My  colleague  John  Iglehart 
has,  in  fact,  coined  yet  a  fourth  model  for  Canada  which  he  calls  a 
"provincial  government  health  insurance  model." 

In  my  view,  the  models  themselves  are  not  important.  What  is 
important  is  the  goal  of  all  health  systems  and  how  well  individual 
countries  achieve  that  goal.  I  would  posit  that  the  goal  of  all  health 
systems  is  to  provide  access  to  medically  appropriate  and  medically 
effective  services  in  a  cost-effective  manner  to  their  populations. 
Unfortunately,  it  is  very  difficult  to  ascertain  how  well  countries 
provide  medically  effective,  medically  appropriate  and  cost-effective 
services  since  it  is  extremely  difficult  to  measure  outcomes  of 
health  care  other  than  in  gross  terms. 
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I  think  there  are  a  lot  of  other  problems  in  international  com- 
parisons which  are  alluded  to  in  my  written  statement,  and  I  am 
not  going  to  get  into  those  now.  I  would  be  happy  to  answer  ques- 
tions about  those.  I  think  the  bottom  line  is  that  it  is  exceedingly 
difficult  to  make  judgments  about  which  health  systems  perform 
better  than  others. 

Having  said  that,  I  would  like  to  just  point  to  some  comparative 
information  on  performance  of  health  systems.  There  are  data  in 
the  written  statement  on  outcomes,  expenditures,  and  the  avail- 
ability and  use  of  services.  I  think  it  is  quite  clear  and  well  known 
that  we  do  quite  poorly  in  terms  of  gross  outcomes  such  as  infant 
mortality  and  life  expectancy.  However,  in  my  view,  these  meas- 
ures are  far  too  gross  to  evaluate  the  very  complicated  health  care 
systems  that  have  evolved  in  all  the  Western  industrialized  coun- 
tries. 

Concerning  expenditures,  I  think  it  is  important  to  point  out  that 
you  can't  just  look  at  one  measure.  You  need  to  look  at  a  couple  of 
different  measures  of  expenditures  to  really  evaluate  what  kind  of 
expenditure  performance  you  are  seeing.  The  most  used  measure 
and  the  most  common  one  is  the  so-called  health-to-GDP  ratio 
which  provides  information  on  how  much  of  each  country's  output 
is  devoted  to  the  health  sector. 

As  I  pointed  out  before,  the  average  for  the  OECD  countries  is 
that  7.6  percent  of  their  total  output  goes  for  health  care.  In  the 
United  States,  that  number  is  11.8  percent.  That  is  shown  in  exhib- 
it 3  in  my  testimony. 

In  exhibit  4,  which  I  have  had  blown  up  here  for  the  committee, 
you  can  see  what  the  ratios  are  for  other  countries  quite  vividly. 
We  are  at  11.8;  the  Canadians  and  the  French  are  at  8.7;  Germany 
is  at  8.2;  Japan  is  at  6.7;  and  the  United  Kingdom  is  at  5.8  percent. 
We  clearly  spend  a  heck  of  a  lot  more  than  the  other  industrialized 
countries  with  respect  to  the  percentage  of  our  output  devoted  to 
health  care. 

I  think  there  are  two  other  aspects  of  this  chart  which  some 
people  find  troubling.  If  you  look  at  1971,  you  can  see  that  the 
United  States  and  Canada  were  virtually  equivalent,  and  if  you 
look  at  1975,  you  see  that  the  United  States  and  Germany  are  vir- 
tually equivalent,  about  two-tenths  of  a  percentage  point  difference 
there.  And  you  can  see  what  has  happened  since  in  terms  of  the 
ratio.  We  have  ju^st  shot  up;  whereas,  the  others  have  gone  up  far 
less. 

I  think  there  is  a  second  point  to  that  chart  which  people  also 
find  equally  troubling,  which  is  if  you  look  from  the  early  1980s 
onward,  you  tend  to  see  a  stability  in  the  shares  of  the  other  five 
countries  on  that  chart,  while  ours  continues  in  a  seemingly  una- 
bated upward  movement. 

Having  said  that,  I  think  this  is  interesting,  but  to  get  a  better 
picture  of  what  is  happening  you  have  to  look  at  two  different 
things.  There  are  two  things  that  go  into  that  ratio.  One  is  health 
expenditures  within  an  individual  country,  and  the  other  is  the 
country's  GDP.  So  what  we  are  seeing  happening  to  these  ratios  is 
a  function  of  both  of  those  things. 

Now,  the  next  chart,  which  is,  I  believe,  exhibit  5  in  the  handout 
which  we  have  up  here,  basically  shows  what  has  been  happening 
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to  nominal  health  spending  in  different  countries.  The  bottom  line 
here  really  is  that  over  that  period  of  time  Canada's  health  spend- 
ing has  gone  up  faster  than  either  the  United  States  or  Germany. 
When  you  are  just  looking  at  increases  in  health  spending  per 
person,  not  adjusted  for  inflation,  not  compared  to  GDP — and,  in 
fact,  the  reason  for  the  stability  in  Canada's  ratio  of  health  to  gross 
domestic  product — is  that  the  GDP — or  one  of  the  reasons,  I 
shouldn't  say  the  only  reason,  is  that  their  GDP  has  been  growing 
substantially  faster  than  ours,  in  fact,  about  2  percentage  points  a 
year  over  this  time  period.  So  one  of  the  reasons  for  the  stability  in 
the  Canadian  ratio  is  the  fact  that  their  GDP  has  been  growing  rel- 
atively faster,  not  necessarily  that  they  have  controlled  health 
spending  or  restrained  health  spending  any  better  than  the  United 
States. 

As  I  mentioned,  I  think  we  need  to  look  at  other  measures,  and 
another  measure  that  we  can  look  at  is  spending  compared  in  U.S. 
dollars  in  absolute  terms,  where  we  can  try  to  convert  spending  in 
different  countries  into  one  common  base.  The  next  chart  does 
that,  and  as  we  can  see  here,  this  shows  per  capita  health  spending 
in  1989  for  the  OECD  countries.  The  dollar  amounts  on  the  left  are 
on  the  blue  side,  and  the  percentage  by  which  the  United  States 
exceeds  other  countries  are  on  the  right  side.  That  is  exhibit  6  in 
your  package. 

You  can  see  here  that  the  United  States  spends  about  $2,354  per 
person,  and  we  exceed  Canada  by  some  40  percent  and  are  almost 
double  France  and  Germany,  and  quite  a  bit  higher,  over  double 
Japan,  and  almost  three  times  the  U.K. 

I  think  a  second  aspect  of  this  that  ought  to  be  kept  in  mind,  as  I 
mentioned  previously,  while  Canada  may  not  have  controlled  its 
nominal  health  spending  any  better  than  ours — in  fact,  it  looks  like 
it  is  increasing  slightly  faster — they  somehow  provide  care  to  their 
entire  population  for  about  40  percent  less  than  we  do  in  absolute 
dollar  terms.  Again,  I  think  the  point  is  that  it  is  necessary  to  look 
at  different  measures  of  health  spending,  not  just  one. 

Exhibit  7  shows  what  has  been  happening  over  time  when  we  de- 
nominate health  spending  in  U.S.  dollars  over  the  whole  period. 
Again,  you  see  a  similar  trend  to  the  one  we  saw  on  the  first  chart. 
This  is  exhibit  7,  I  believe,  in  your  package.  You  can  see  that  the 
gap  between  the  United  States  and  these  other  countries  has  been 
widening.  And  I  think  the  widening  has  been  especially  severe 
since  1985.  We  have  been  increasing  faster  than  almost  everybody 
since  then,  including  Canada,  even  in  nominal  terms.  But  the  trend 
is  quite  clearly  shown  on  the  chart. 

Exhibits  9  through  13  in  your  package  tend  to  show  the  availabil- 
ity and  use  of  services.  We  tend  to  have  fewer  inpatient  medical 
care  beds  than  most  of  the  other  OECD  countries.  We  have  slightly 
more  physicians.  We  use  less  services  per  person  and  have  the 
highest  cost  per  unit  of  service.  I  would  conclude  from  that  that  we 
appear  to  practice  a  much  more  intensive  and  costly  style  of  medi- 
cine in  this  country.  And  I  think  the  key  question  here  with  re- 
spect to  international  comparisons  is  what  we  really  don't  know  is 
how  much  of  these  differences  are  due  to  the  fact  that,  one,  we 
have  a  sicker  population;  two,  we  are  just  much  more  inefficient 
than  these  other  countries;  three,  we  have  a  much  better  quality  of 
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care  which  costs  more  money;  or  we  just  have  more  amenities  or 
better  amenities.  I  think  it  is  very  difficult  to  parcel  out  which  of 
those  things  are  responsible  for  these  large  differences  that  we  see. 
And  I  think  without  better  information  on  outcomes,  it  is  difficult 
to  make  definitive  assessments  about  the  cost  and  quality  perform- 
ance of  our  medical  care  system  relative  to  those  in  other  coun- 
tries. 

Mr.  Chairman,  do  I  have  about  another  minute  or  two,  or  is  my 
time  up? 

Chairman  Rostenkowski.  Sure.  Go  ahead. 

Mr.  Schieber.  What  I  would  just  like  to  conclude  in  doing  is  in 
very  gross  terms  point  out  how  the  U.S.  system  is  structurally  dif- 
ferent from  the  systems  in  most  of  the  other  industrialized  coun- 
tries. I  would  like  to  just  lay  out  six  factors.  There  may  well  be 
others.  I  am  sure  my  colleagues  today  will  be  pointing  out  others. 

It  is  clear  on  the  basis  of  gross  outcomes  and  costs  that  the 
United  States  performs  poorly.  We  generally  differ  from  other 
countries,  I  would  say,  in  at  least  six  ways  that  I  would  like  to  enu- 
merate. 

First,  no  single  payer  or  set  of  rules  affects  the  whole  system. 

Second,  other  countries  generally  make  much  greater  use  of  pro- 
spectively established  global  budgets  for  hospitals  and  inpatient 
physician  services.  There  is  far  less  reliance  on  fee-for-service  pay- 
ment for  both  ambulatory  and  inpatient  physician  services. 

Third,  other  countries  have  somewhat  more  stringent  planning 
for  both  hospital  capital  investment  and  outpatient  diagnostic 
equipment. 

Fourth,  other  countries  tend  to  control  spending  by  supply  side 
constraints  while  we  in  the  United  States  tend  to  rely  more  heavily 
on  demand  side  measures. 

Fifth,  some  countries,  particularly  true  in  Scandinavia  and  I 
guess  you  could  say  in  Canada,  place  far  greater  responsibility  for 
the  financing  and  delivery  of  health  care  at  regional  and  local 
levels. 

Sixth,  private  insurance  and  insurance  subsidies  are  much  less 
pervasive,  and  private  insurers  see  themselves  as  secondary  to  the 
public  system. 

I  think,  though,  counter  to  that  there  are  other  facts  that  need  to 
be  put  on  the  table.  Other  countries  have  certainly  learned  that 
capping  expenditures  does  not  necessarily  lead  to  efficient  use  of 
resources  within  the  cap.  And  I  think  all  you  need  to  do  is  look  at 
the  reforms  that  are  being  undertaken  in  the  United  Kingdom 
where  they  are  trying  to  establish  markets  right  now. 

I  think  the  second  point  that  needs  to  be  made — and  this  is  a 
very  difficult  one,  but  I  think  very  important  one.  What  we  are 
seeing  in  our  health  care  expenditures  are  our  social  problems,  to 
some  extent  or  to  a  large  extent,  being  transformed  into  health 
care  costs  and  poor  outcomes.  We  have  much  higher  teenage  preg- 
nancy rates.  I  believe  we  are  double  Canada,  four  times  the  Scandi- 
navian countries,  15  times  Japan.  AIDS,  violence,  crack  babies,  all 
these  things  lead  to  enormous  costs  on  our  health  care  system,  and 
indeed  in  terms  of  gross  outcomes  like  life  expectancy  and  infant 
mortality  seem  to  suggest  we  do  much  worse. 
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I  think  another  point  that  ought  to  be  made,  in  the  United 
States  there  is  relatively  less  queuing,  at  least  for  those  who  have 
health  insurance  coverage,  than  in  a  number  of  other  countries.  I 
think  the  United  States  is  far  more  innovative  with  respect  to  cer- 
tain things  like  management  information  and  data,  organized  qual- 
ity assurance,  and  innovative  financing  and  delivery  approaches. 

Our  system,  of  course,  as  you  well  know,  is  based  on  historic  and 
cultural  roots,  private  property,  individualism,  entrepreneurship, 
employer-based  insurance  and  distrust  of  big  government.  Hopeful- 
ly there  are  lessons  to  be  learned  from  abroad  that  will  enable  us 
to  cope  with  the  cost  and  access  problems  that  differentiate  our 
health  care  system  from  those  in  virtually  every  other  industrial- 
ized country. 

Thank  you,  Mr.  Chairman.  I  will  be  happy  to  answer  questions 
at  the  appropriate  time. 
[The  prepared  statement  follows:] 
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TESTIMONY  OF  GEORGE  J.  SCHIEBER,  PH.D.,  DIRECTOR  OF  RESEARCH 
HEALTH  CARE  FINANCING  ADMINISTRATION 
U.S.  DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Chairman  and  Members  of  the  Committee,  it  is  a  pleasure 
for  me  to  be  here  today  to  provide  an  overview  of  the  health  care 
financing  and  delivery  systems  of  other  countries.     I  will  focus 
on  the  health  care  systems  of  the  24  western  industrialized 
member  countries  of  the  Organization  for  Economic  Cooperation  and 
Development  (OECD) . 


INTRODUCTION 

Health  sectors  account  for  a  substantial  percentage  of  total 
output  in  all  OECD  countries,  averaging  7.6  percent  of  Gross 
Domestic  Product  (GDP)  in  1989.     OECD  countries  on  average  spend 
over  twice  as  much  on  health  care  as  they  do  on  national  defense. 
Health  is  the  second  largest  public  spending  component  after 
social  security  and  accounts  for  15  percent  of  all  public 
spending  and  25  percent  of  all  social  spending.     Health  care 
accounts  for  9  percent  of  all  final  consumption  expenditures. 
The  health  sector  is  one  of  the  largest  employers  in  all  OECD 
countries,  accounting  on  average  for  5  percent  of  all  employment. 
In  fact,  the  British  National  Health  Service  is  the  second 
largest  employer  in  Europe,  after  the  Soviet  army. 

This  overview  of  foreign  health  systems  is  divided  into 
three  parts: 

1.  The  generic  models  of  health  systems  and  their 
goals  are  described,  and  the  issues  involved  in  comparing 
performance  are  enumerated. 

2.  Comparative  data  on  health  outcomes,  health 
expenditures,  and  the  availability  and  use  of  services  are 
presented. 

3.  Differences  between  the  U.S.  and  other  health 
systems  are  discussed. 


THE  THREE  BASIC  MODELS 

There  are  three  generic  models  of  health  systems: 

—  National  Health  Service  (Beveridge)   -  characterized  by 
universal  coverage,  national  general  tax  financing,  and  national 
ownership  and  control  of  health  sector  inputs.     The  prototypical 
country  example  of  this  system  is  the  United  Kingdom. 

—  Social  Insurance  (Bismarck)   -  characterized  by  compulsory 
universal  coverage  under  social  security,  financed  by  employee 
and  employer  contributions  to  non-profit  insurance  funds,  and 
mixed  public  and  private  ownership  and  control  of  health  sector 
inputs.     The  prototypical  country  examples  of  this  system  are 
France  and  Germany. 

—  Private  Insurance  (Consumer  Sovereignty)   -  characterized 
by  employer-based  or  individual  purchase  of  private  health 
insurance  and  private  ownership  and  control  of  health  sector 
inputs.     The  U.S.   is  the  prototypical  example  of  this  system. 

In  practice  no  country  fits  any  one  model.     While  as  shown 
in  Exhibit  1,  the  U.S.   is  the  only  major  country  where  health 
spending  is  predominately  privately  financed,  public  programs 
account  for  over  40  percent  of  all  health  spending,  and  public 
ownership  and  control  of  facilities  are  quite  significant.  There 
is  a  substantial  and  growing  private  sector  both  in  terms  of 
health  insurance  and  facility  ownership  in  the  U.K.     The  Canadian 
system  does  not  readily  fit  into  any  of  these  models.     In  fact, 
my  colleague  John  Iglehart  has  characterized  the  Canadian  system 
as  a  'provincial-government  health  insurance  model'. 
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In  my  view,  the  models  themselves  are  not  important.  What 
is  important  is  evaluating  how  well  individual  systems  perform 
and  attributing  performance  to  specific  features  of  these 
systems.     Unfortunately,  this  is  extremely  difficult  to  do.  The 
goal  of  all  health  systems  is  to  provide  access  to  medically- 
appropriate  and  medically-effective  services  in  a  cost-effective 
manner  to  their  populations.     In  order  to  evaluate  the 
performance  of  health  systems  we  need  to  be  able  to  define  and 
measure  access,     medical  appropriateness,  medical  effectiveness, 
and  cost-effectiveness.     Given  our  inability  to  define  and 
measure  the  outcomes  of  most  health  interventions  in  other  than 
gross  terms,  we  cannot  readily  measure  medical  appropriateness, 
medical  effectiveness,  or  cost  effectiveness.     Moreover  measuring 
access  is  difficult  from  both  conceptual  and  objectivity 
perspectives . 

Besides  these  usual  methodological  constraints,  there  are 
substantial  problems  in  international  comparisons  in  obtaining 
comparable  spending  and  utilization  data  across  countries. 
Countries  produce  information  based  on  their  own  administrative 
reporting  needs,  not  to  facilitate  international  comparisons. 
Such  information  is  based  on  the  underlying  institutional 
structures  of  the  individual  countries,  and  is  often  based  on 
different  spending  concepts  and  levels  of  aggregation  (e.g. 
salaried  hospital-based  physicians  being  counted  as  part  of 
hospital  not  physician  spending) .     The  lack  of  internationally 
agreed  upon  definitions  of  health  subaggregates  such  as 
hospitals,  nursing  homes,  etc.  compounds  these  problems.  The 
health  expenditure  information  presented  below  is  developed  on 
the  same  conceptual  basis,  that  of  national  income  accounting 
principles,  and  as  such  has  the  advantage  of  being  reasonably 
comparable  across  countries.     Nevertheless,  even  putting  this 
data  comparability  problem  aside,  even  within  individual 
countries  given  the  complex  interactions  among  insurers,  medical 
care  providers,  and  consumers,   it  is  quite  difficult  to  assess 
the  impacts  on  costs,  quality,  or  access  of  specific  system 
features  or  policies.     For  these  reasons,  it  is  exceedingly 
difficult  to  make  definitive  assessments  about  which  countries' 
health  systems  perform  'better'  than  others. 


COMPARATIVE  PERFORMANCE 

I  now  compare  the  performance  of  the  U.S.  system  to  other 
OECD  countries  in  terms  of  infant  mortality  and  life  expectancy, 
health  expenditures,  and  the  availability  and  use  of  health 
services.     In  terms  of  the  outcome  measures  of  infant  mortality 
and  life  expectancy  as  shown  in  Exhibit  2,  the  U.S.  compares 
poorly  to  other  OECD  countries.     In  fact,  of  the  24  countries, 
the  U.S.  ranks  21  in  infant  mortality,   13  in  female  life 
expectancy  at  birth,  and  16  for  male  life  expectancy  at  birth. 
While  these  measures  are  too  gross  for  making  assessments  about 
the  performance  of  our  health  care  system,  they  are  quite 
discouraging  when  taken  in  the  context  of  what  we  spend. 

Health  expenditure  performance  across  countries  can  be 
analyzed  in  a  variety  of  ways.     Expenditures  can  be  analyzed  in 
terms  of  each  country's  national  currency  or  compared  based  on 
one  nummeraire  currency.     Expenditures  can  be  adjusted  for 
population  and  inflation.     They  can  be  compared  at  a  point  in 
time  or  over  time.     When  doing  comparisons  of  this  type,  it  is 
essential  to  analyze  several  different  measures  of  expenditure 
performance,  since  reliance  on  only  one  measure  is  likely  to  lead 
to  an  incomplete  or  worse,  incorrect  assessment  of  relative 
performance. 

The  most  widely  used  measure  based  on  national  currencies  is 
the  ratio  of  health  spending  to  GDP.     This  ratio  provides  an 
indication  of  the  percentage  of  total  output  in  each  country  that 
is  devoted  to  the  health  sector.    Analyses  of  this  ratio  in  terms 
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of  both  level  and  changes  over  time  must  take  into  account  both 
the  health  expenditure  and  GDP  components.     Exhibit  3  displays 
the,  health  to  GDP  ratios  for  the  24  OECD  countries  from  1970  to 
1989.     Exhibit  4  graphically  shows  the  changes  in  these  ratios 
for  the  U.S.   and  five  of  the  major  OECD  countries:  Canada, 
France,  Germany,  Japan,   and  the  U.K.     In  1989,   the  health  to  GDP 
ratios  ranged  from  5.1  percent  in  Greece  to  11.8  in  the  U.S.  with 
an  OECD  average  of  7.6.     The  next  highest  country  to  the  U.S.  was 
Sweden  (8.8),   followed  by  Canada  and  France  (8.7),   Iceland  (8.6), 
the  Netherlands  (8.3),  and  Austria  and  Germany  (8.2).  Japan 
(6.7)  and  the  U.K.    (5.8)  had  substantially  lower  ratios.  Exhibit 
4  vividly  demonstrates  the  rapid  growth  in  the  U.S.  ratio 
relative  to  stability  since  the  early  1980' s  in  the  other  major 
countries. 

While  these  data  show  that  the  U.S.   is  devoting  an 
increasing  share  of  its  output  to  the  health  sector,  this  is 
occurring  as  a  result  of  two  factors:  large  increases  in  nominal 
health  spending  and  relatively  small  increases  in  GDP.     In  fact, 
the  stability  of  the  Canadian  ratio  is  not  due  to  better  control 
over  growth  in  nominal  health  spending,  but  large  increases  in 
GDP.     In  fact,   as  shown  in  Exhibit  5,   over  the  1970-1989  time 
period  Canadian  nominal  health  expenditures  per  person  increased 
more  rapidly  than  U.S.  or  German  expenditures  with  the  impact  on 
the  health  to  GDP  ratio  mitigated  by  more  rapid  GDP  growth. 

The  preceding  data  provided  information  about  expenditure 
growth  within  countries  based  on  their  own  currencies.     We  now 
compare  absolute  levels  of  health  spending  denominated  in  a 
single  currency.     Exhibit  6  displays  per  capita  health  spending 
in  U.S.  dollars  in  1989  for  the  OECD  countries  (excluding  Turkey) 
as  well  as  the  percentage  by  which  U.S.  spending  exceeds  that  in 
the  particular  country.     In  1989  the  U.S.    ($2354)   spent  40 
percent  more  than  Canada  ($1683)  the  second  highest  country.  We 
spent  almost  twice  as  much  as  the  French  ($1274)   and  Germans 
($1232)  and  well  over  twice  as  much  as  the  Japanese  ($1035)  and 
British   ($836).     Moreover,   as  shown  vividly  in  Exhibit  7,  the  gap 
between  the  U.S.  and  the  other  major  countries  is  widening. 

While  part  of  the  reason  for  the  higher  U.S.  spending  can  be 
attributed  to  our  higher  GDP  (i.e.  wealthier  countries  tend  to 
spend  relatively  more  than  poorer  ones),  as  shown  in  Exhibit  8, 
even  after  taking  into  account  its  higher  GDP,  U.S.  per  capita 
spending  is  $600  per  capita  higher  than  it  would  be  if  it  were 
based  on  the  average  GDP — health  spending  relationship  found  in 
other  western  industrialized  countries. 

The  availability  and  use  of  health  services  also  have 
important  implications  for  costs,  quality,  and  access.  Exhibits 
9  through  13  indicate  that  the  U.S.  has  fewer  inpatient  medical 
care  beds  and  slightly  more  physicians  per  person,  uses  less 
services  per  person,  and  has  the  highest  costs  per  unit  of 
service: 

—  Exhibit  9  shows  that  the  U.S.  physician-population 
ratio  of  234  per  100,000  is  slightly  above  the  OECD  average  of 
216. 

—  Exhibit  10  shows  that  at  533  inpatient  medical  care 
beds  per  100,000  the  U.S.  is  significantly  below  the  857  OECD 
average . 

—  Exhibit  11  shows  that  Americans  use  1.3  days  of 
inpatient  medical  care  days  compared  to  an  OECD  average  of  2.7. 

—  Exhibit  12  shows  that  the  average  length  of  stay  in 
the  U.S.  of  9.3  days  is  substantially  below  the  16.1  OECD 
average . 


—  Exhibit  13  shows  that  U.S.  costs  per  day  and  per  stay 
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are  the  highest  in  the  world  (as  are  the  costs  for  specific 
medical  procedures  not  shown) . 

In  general,  we  appear  to  practice  a  much  more  intensive  and 
costly  style  of  medicine  in  the  U.S.     Unfortunately,  we  don't 
know  if  we  have  a  sicker  population,  are  inefficient,  have  more 
amenities,  and/or  have  a  higher  quality  of  care.     Without  better 
information  on  health  outcomes  it  is  difficult  to  make  definitive 
assessments  about  the  cost  and  quality  performance  of  U.S. 
medical  care  providers  relative  to  those  in  other  countries. 


DIFFERENCES  BETWEEN  U.S.  AND  OTHER  SYSTEMS 

While  we  cannot  make  definitive  judgements  due  to  our 
inability  to  evaluate  outcomes,  there  do  appear  to  be  large 
differences  in  the  availability  and  use  of  services,  unit  costs, 
expenditures,  and  gross  outcomes  across  countries.     On  the  basis 
of  gross  outcome  and  expenditure  measures,  the  U.S.  appears  to 
perform  relatively  poorly.     However,  without  better  measures  of 
quality  and  a  better  understanding  of  social  costs  that  are  being 
transformed  into  health  care  costs,  it  is  difficult  to  assess  the 
relative  cost  experience  of  our  system.     For  example,  the  U.S. 
has  far  higher  rates  of  teenage  pregnancy,  crack  babies,  AIDS, 
and  violence  compared  to  other  OECD  countries.     These  social 
problems  impose  major  costs  on  our  health  system  and  contribute 
to  higher  infant  mortality  and  lower  life  expectancy.  Similarly, 
how  does  one  evaluate  in  terms  of  outcomes  or  less  pain  and 
suffering  the  ready  availability  of  most  services  and  the 
apparent  lack  of  queues  in  this  country  relative  to  certain  other 
countries.     While  the  costs  attributable  to  such  availability  and 
use  are  readily  apparent  in  the  expenditure  data,  the  possible 
favorable  outcome  results  are  not.     This  is  not  to  suqqest  that 
there  are  not  major  inefficiencies  in  the  U.S.  system  or  that 
fundamental  reforms  should  not  be  undertaken.     I  am  merely 
suggesting  that  gross  comparisons  of  systems  paint  far  too 
simplistic  a  picture  of  extremely  diverse  social,  political  and 
economic  institutions  to  enable  facile  solutions  to  health  care 
financing  and  delivery  problems. 

Nevertheless,  at  a  broad  structural  level  it  is  useful  to 
examine  the  general  features  of  other  health  systems  that  at 
least  in  gross  terms  appear  to  perform  better  than  ours.  The 
U.S.  generally  differs  from  other  countries  in  these  respects: 

—  No  single  payor  or  set  of  rules  affects  the  whole 

system. 

—  Other  countries  generally  make  greater  use  of 
prospectively  established  global  budgets  for  hospitals  and 
inpatient  physician  services.     There  is  far  less  reliance  on  fee- 
for-service  payment  for  both  ambulatory  and  inpatient  physician 
services. 

—  Other  countries  have  stringent  planning  for  both 
hospital  capital  investment  and  outpatient  diagnostic  equipment. 

—  Other  countries  tend  to  control  expenditures  by 
supply  side  constraints,  while  in  the  U.S.  we  rely  heavily  on 
demand  side  measures. 

—  Some  countries  place  far  greater  responsibility  for 
the  financing  and  delivery  of  health  care  at  regional  and  local 
levels. 

—  Private  insurance  and  insurance  subsidies  are  much 
less  pervasive,  and  private  insurers  see  themselves  as  secondary 
to  the  public  system. 

There  are  however  other  issues  that  are  also  germane.  Other 
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countries  have  learned  that  capping  expenditures  does  not 
necessarily  lead  to  efficient  allocation  of  services  within  the 
cap,  as  is  attested  to  by  the  recent  reforms  in  the  U.K.  In  the 
U.S.  there  is  far  more  innovation  in  terms  of  management 
information  systems,  organized  quality  assurance  systems,  data, 
and  experimenting  with  innovative  approaches  for  financing  and 
delivering  care.     Our  system  is  based  on  our  historic  and 
cultural  roots:  private  property,  entrepreneurship, 
individualism,  employer-based  insurance,  and  distrust  of  big 
government.     However,  with  33  million  uninsured  and  health 
expenditures  approaching  one  trillion  dollars,  hopefully  there 
are  some  lessons  we  can  learn  from  other  systems  that  will 
improve  access  and  efficiency  and  be  consistent  with  our 
underlying  socio-political  institutions. 
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EXHIBIT  2 


Life  Expectancy  and  Infant  Mortality,  by  OECO  Country 


Life  expectancy  at  birth  Infant  mortality  1987 


OECO  Country                                  Hale                          Female  Death  per 
    1,000 


Age 

Rank 

Age 

Rank 

live  births 

Rank 

OECO   8V6T396  1/ 

71 .9 

78.1 

8.5 

Australia  (1987) 

73.0 

7 

79.5 

10 

8.7 

13 

Austria  t^0f^7\ 
nUoil  Id    V  I  Tor  § 

71 .5 

16 

78.1 

14 

9.8 

19 

Belgium  (1982) 

70.0 

22 

76.8 

21 

9.7 

18 

Canada  (1984) 

73.0 

7 

79.8 

8 

7.9  2/ 

9 

Denmark  (1987) 

71 .8 

13 

77.6 

17 

8.3 

10 

Finland  (1987) 

70.7 

19 

78.7 

11 

6.2 

3 

France  (1987) 

72.0 

11 

80.3 

2 

7.6 

8 

Sermany  (1986) 

71 .8 

13 

78.4 

12 

8.3 

10 

Sreeee  (1980) 

72.2 

10 

76.6 

22 

11.7 

22 

Iceland  (1987) 

75.1 

2 

80.0 

6 

7.2 

6 

Ireland  (1982) 

70.1 

21 

75.6 

23 

7.4 

7 

Italy  (1984) 

71.6 

15 

78.1 

14 

9.6 

17 

lapan  (1987) 

75.6 

1 

81.4 

1 

5.0 

1 

.uxembourg  (1986) 

70.6 

20 

77.9 

16 

9.3 

16 

lether lands  (1987) 

73.5 

6 

80.1 

5 

6.4  2/ 

4 

lew  Zealand  (1986) 

71.1 

18 

77.1 

19 

9.8 

19 

lorway  (1987) 

72.8 

9 

79.6 

9 

8.4 

12 

ortugal  (1987) 

69.9 

23 

76.9 

20 

14.2 

23 

pain  (1985) 

74.0 

4 

80.0 

6 

8.7  2/ 

13 

weden  (1987) 

74.2 

3 

80.2 

4 

6.1 

2 

witzerland  (1986) 

73.6 

5 

80.3 

2 

6.8 

5 

urkey  (1983) 

60.8 

24 

65.5 

24 

nited  Kingdom  (1987) 

71.9 

12 

77.6 

17 

9.1 

15 

ruted  States  (1987) 

71.5 

16 

78.3 

13 

10.0 

21 

f  Life  expectancy  figures  are  for  the  years  shown  in  parentheses. 
f  1986. 


XfRCE:    Health  Care  Financing  Review.  Annual  Supplement,  December  1989. 
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Chairman  Rostenkowski.  Thank  you,  Dr.  Schieber. 
Mr.  Marmor. 

STATEMENT  OF  THEODORE  R.  MARMOR,  PROFESSOR  OF  POLITI- 
CAL SCIENCE  AND  PUBLIC  POLICY,  SCHOOL  OF  ORGANIZA- 
TION AND  MANAGEMENT,  YALE  UNIVERSITY,  NEW  HAVEN, 
CONN. 

Mr.  Marmor.  Mr.  Chairman  and  members  of  the  committee,  first 
I  want  to  thank  you  for  the  invitation  to  address  you  on  this  sub- 
ject. 

This  topic  has  been  central  to  my  professional  life  for  about  25 
years,  and  I  want  to  say  right  at  the  outset  that  international  per- 
spectives on  American  costs  and  coverage  is  both  open  to  technical 
commentary  of  the  sort  George  Schieber  just  gave,  but  also  touches 
on  the  most  deeply  held  political  values  you  can  imagine.  This  is 
not  a  neutral  subject.  I  well  know  that  from  the  work  that  I  have 
done. 

Today,  what  I  am  going  to  do  is  to  try  to  separate  out  my  com- 
ments as  a  scholar  of  international  health  systems  and  their  politi- 
cal life  from  my  preferences  as  a  politically  active  person  who 
cares  a  lot  about  these  outcomes,  as  you  do,  and  feels  as  strongly  as 
you  do. 

I  will  try  to  be  careful  about  saying  what  I  know  for  sure  and 
those  things  that  are  my  opinion. 

I  also  want  to  make  another  distinction  right  at  the  beginning.  I 
want  to  distinguish  between  information  we  have  about  foreign  sys- 
tems and  drawing  lessons  from  foreign  systems.  We  might  get  some 
agreement  on  information.  Lesson  drawing  from  foreign  systems  is 
going  to  be  a  highly  charged  affair,  not  a  neutral  analytical  exer- 
cise. 

As  you  well  know,  we  are  right  in  the  middle  of  renewed  debate 
in  the  United  States  about  problems  in  American  medical  care. 
The  question  of  what  to  learn  from  abroad  has  a  significance  and  a 
salience  now  that  it  has  not  had  for  a  number  of  years. 

In  my  judgment,  we  have  not  yet  had  a  debate  about  foreign  ex- 
perience and  how  it  bears  on  American  life  that  is  in  any  way  very 
reasonable.  One  explanation  for  that,  I  think,  is  the  following. 
Unlike  the  situation  in  foreign  policy,  where  in  the  last  couple  of 
years  we  have  really  put  aside  much  of  the  cold  war  ideology  and 
engaged  in  discussions  about  United  States-Soviet  relations  and 
United  States-Eastern  European  relations  of  a  kind  that  is  really 
unrecognizable  for  most  of  the  cold  war,  we  are  still,  in  the  health 
care  debate  world,  involved  in  policy  warfare,  in  which  facts,  theo- 
ries, and  judgments  are  thrown  around  with  abandon.  It  is  very 
hard  to  sort  out  what  is  true  from  what  is  not  true,  what  people 
are  sure  of  from  what  they  are  not  sure  of.  And  it  is  just  as  hard 
for  me  as  for  everybody  else  to  put  aside  longstanding  presump- 
tions and  longstanding  convictions  and  say  what  is  it  can  we  learn 
about  the  operation  of  other  systems  that  can  bear  on  our  struggle 
with  practical  problems  here  at  home. 

After  all,  if  we  do  not  look  abroad,  but  only  look  at  our  own  his- 
tory, we  have  a  very  limited  menu  of  options  to  think  about  for  an 
industry  that  is  in  lots  of  trouble. 
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Now,  I  want  to  turn  the  question  around  and  look  abroad  and,  in 
particular,  to  the  Canadian  example  to  the  north.  It  is  the  country 
that  I  know  the  best,  although  it  is  not  the  only  one  I  want  to  talk 
about.  If  you  look  abroad  and  ask  yourself  what  generalizations 
could  you  possibly  sustain  from  the  cross-national  research  that 
has  been  done,  what  would  be  some  of  those  generalizations  that 
most  commentators  might  agree  on — not  lessons  from  it,  but  gener- 
alizations about  that  experience? 

Number  one,  it  looks  as  if  there  are  lots  of  ways  to  get  to  univer- 
sal health  insurance.  There  is  no  one  model  of  universality.  Most  of 
the  countries  that  George  was  talking  about  do  have  near  or  com- 
plete coverage,  but  we  do  have  two  radically  different  models. 

One  is  a  system  of  universal  health  coverage  in  which  everybody 
is  in  the  same  plan.  That  is  roughly  the  British  or  the  Canadian 
example.  Everybody  is  on  relatively  similar  terms,  although  they 
may  not  get  the  same  care,  depending  on  where  they  live. 

On  the  other  hand,  West  Germany  is  a  very  striking  example  of 
a  road  to  universal  coverage  which  takes  place  by  aggregation.  Ev- 
erybody belongs  to  some  plan,  and  the  rules  that  they  must  have 
satisfied  for  coverage  are  uniform,  but  whom  they  are  in  the  plan 
with  varies  dramatically  in  the  West  Germany  case.  As  I  am  sure 
John  Iglehart  will  mention  to  you,  everybody  belongs  to  a  different 
sickness  fund — your  occupational  group,  or  if  you  are  a  pensioner, 
the  pension  group,  or  if  you  are  unemployed,  the  unemployment 
group.  There  are  lots  of  different  ways,  in  short,  to  get  to  universal 
health  insurance,  not  one  way. 

The  second  generalization  is  that  the  Canadian  example  is  one  of 
many  illustrations  in  the  international  world  of  significant  decen- 
tralization of  administrative  authority  in  the  running  of  a  national 
plan  under  relatively  uniform  conditions  for  all  citizens. 

Australia  and  Canada  both  illustrate  patterns  of  universal 
health  insurance  in  which,  if  you  ask  who  is  responsible  for  the 
plan,  the  answer  is  the  local  political  official — an  accountable  polit- 
ical official.  In  every  Canadian  province,  you  have  got  to  answer  at 
the  provincial  level;  the  head  of  government  has  got  to  answer  for 
the  plan,  so  does  the  Health  Minister,  and  the  same  thing  is  true  of 
Australia. 

The  interesting  thing  about  that,  what  is  interesting  to  me,  what 
I  want  to  bring  forward  to  the  committee  as  a  point  with  which 
most  people  would  agree,  is  that  you  have  some  models  in  which 
everybody  is  in  the  same  national  plan,  administered  by  the  decen- 
tralized units  of  the  national  government,  and  others  have  signifi- 
cant federalism — Germany,  Australia,  Canada— all  illustrate  the 
use  of  some  national  units  of  government  to  operate  a  plan  which 
everybody  in  the  land  or  everybody  in  the  province  is  eligible  for. 

Why  do  I  emphasize  that?  Well,  because  an  awful  lot  of  the 
debate  in  the  United  States  about  possible  forms  of  universal 
health  insurance  struggles  with  how  could  you  possibly  administer 
a  scheme  that  covered  all  Americans  under  uniform  terms.  Austra- 
lia and  Canada  share  one  important  property  with  the  United 
States:  they  are  very  substantial  places,  they  are  big,  and  you 
cannot  run  them  from  the  center  in  an  easy  way. 

I  would  suggest  to  you  that  the  lesson  we  learned  is  that  we  have 
models,  not  in  the  sense  of  problem-free  models,  but  we  have  illus- 
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trations  about  how  very  large  geographic  masses  have  organized 
health  insurance  in  such  a  way  that  the  terms  are  similar  for  the 
citizens,  but  the  administrative  responsibility  is  decentralized.  I 
will  be  glad  to  answer  questions  on  that  particular  thing  in  more 
detail. 

Finally,  there  are  many  comparative  lessons  that  could  possibly 
be  drawn,  but  I  want  to  emphasize  these  three.  First,  in  most  for- 
eign systems  everybody  is  in  the  same  boat,  in  terms  of  coverage, 
but  they  do  not  all  necessarily  belong  to  exactly  the  same  plan. 
Second,  you  can  decentralize  health  care  systems.  We  have  exam- 
ples of  large  countries  doing  so  in  ways  that  are  relatively  satisfac- 
tory. And  the  third  and  last  point  that  I  want  to  emphasize  is  this: 
What  foreign  experience  shows  is  that  hardly  any  of  the  countries 
that  are  comparable  to  us  in  level  of  both  wealth  and  in  political 
complexity  dramatically  transformed  the  method  of  paying  physi- 
cians when  they  actually  brought  their  plans  to  universality.  That 
innovation  did  not  take  place  internationally. 

What  is  remarkable  is  that  Germany,  Australia,  and  Canada,  the 
federal  states  that  I  have  been  talking  about,  all  depend  on  fee-for- 
service  medicine.  They  did  not  all  transform  themselves  into 
HMOs.  When  they  turned  to  national  health  insurance,  as  all  of 
them  have  in  their  own  way,  they  managed,  as  George  was  illus- 
trating, to  relatively  stabilize  their  expenditures  for  medical  care 
in  the  1980s,  using  a  method  of  paying  physicians  that  most  people 
in  the  United  States  think  is  inflationary  in  its  core.  Now,  that 
suggests  the  following  generalization:  Changing  fee-for-service  med- 
icine does  not  appear  to  be  the  necessary  condition  for  restraint  of 
medical  care  costs. 

It  also  is  the  case  that  none  of  these  systems  generated  transfor- 
mation of  the  financing  of  health  care  on  the  assurance  that  the 
care  they  were  getting  was  doing  a  lot  of  good.  The  irony,  in  com- 
paring the  United  States  to  the  rest  of  the  world,  is  that  our  medi- 
cal costs  are  really  moving  out  of  sight,  and  yet  much  of  our  discus- 
sion of  policy  is  about  outcomes  and  whether  we  are  doing  the 
right  thing.  All  of  these  other  countries  have  paid  almost  no  atten- 
tion to  whether  or  not  they  are  getting  the  right  results  for  the 
medical  care  they  finance. 

What  they  seem  to  have  done  is  decided  that  health  care  access 
was  the  sort  of  social  right  that  ought  to  be  guaranteed  to  all  of 
their  citizens,  and  they  have  made  a  bargain  with  their  physicians. 
They  have  basically  made  the  following  tradeoff — and  I  think 
others  would  agree  with  me  on  this.  If  we  cap  the  expenditures  for 
medical  care,  if  we  restrict  the  amount  of  income  you  folks  get  and 
the  amount  of  income  you  are  going  to  have  access  to  in  capital, 
and  leave  you  alone  to  practice  the  sort  of  medicine  you  want  to 
practice,  will  you  play  ball?  And  all  of  these  systems,  particularly 
the  federal  states  that  I  have  been  talking  about,  have  made  that 
kind  of  bargain. 

You  all  have  the  Schieber  data.  I  am  glad  that  he  went  ahead 
and  put  forward  these  facts,  all  of  which  I  agree  with.  I  think  it  is 
fair  to  say  that  if  you  try  to  interpret  these  data,  you  would  have 
to  say  that  the  nations  of  the  OECD,  in  general,  felt  they  had  to 
make  a  bargain  with  the  world  of  medical  providers  in  which  there 
was  an  exchange  of  autonomy  to  practice  medicine  as  they  see  fit, 
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in  exchange  for  financial  discipline  over  what  was  going  to  be 
spent  for  medical  care.  That  seems  to  me  a  hell  of  a  bargain,  frank- 

iy. 

The  last  point,  and  the  one  on  which  I  want  to  end  is  this:  I  have 
been  following  this  for  25  years.  I  wrote  a  book  on  the  politics  of 
Medicare  in  1970,  and  read  every  hearing  that  ever  was  held  on 
Medicare  by  this  chamber  and  the  Senate  across  the  way.  I  nearly 
went  blind  during  the  course  of  that  work. 

I  know  what  incredible  passion  comes  to  this  issue,  what  extraor- 
dinary strong  feelings  are  aroused  by  government  health  insurance 
and  criticism  of  American  medicine.  The  point  I  feel  so  strongly 
about  now  is  this:  I  think  there  is  a  window  of  opportunity  in 
American  politics.  There  seems  to  be  substantial  agreement  in  sig- 
nificant parts  of  the  American  business  community  and  in  signifi- 
cant parts  of  the  American  labor  community,  and  certainly  among 
a  lot  of  health  policy  researchers  that  we  simply  cannot  operate 
and  continue  as  we  have  been  doing. 

If  that  is  the  context,  we  cannot  afford  to  do  anything  but  put 
aside  our  hesitancy  about  looking  abroad  and  getting  any  lessons 
we  can.  It  is  in  that  spirit  that  I  am  coming  before  you. 

I  have  put  my  testimony  into  the  record  and  I  have  added  an  ar- 
ticle that  I  published  that  probably  says  more  than  you  want  to 
read,  so  I  think  I  will  just  close  this. 

[The  prepared  statement  and  an  attachment  follow:] 
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TESTIMONY  OF  THEODORE  R.  MARMOR 
PROFESSOR  OF  POLITICAL  SCIENCE  &  PUBLIC  POLICY 
SCHOOL  OF  ORGANIZATION  AND  MANAGEMENT 
YALE  UNIVERSITY 

Members  of  the  Committee:  I  want  to  thank  you  for  the  invitation  to  address 
your  committee  on  a  topic  that  has  been  central  to  my  professional  life  for  twenty  five 
years-international  perspectives  on  the  problems  and  possibilities  of  American  medical 
care.  All  of  us  have  our  strong  private  commitments,  deeply  held  values,  and  policy 
inclinations.  I  am  no  exception,  as  is  obvious  from  the  roles  I  have  played  as  a  policy 
advisor  in  the  1984  election,  as  a  Carter  appointee  to  the  President's  Commission  on  the 
1980s,  and  as  a  consultant  to  government  agencies  since  1966. 

But,  today,  I  want  to  speak  to  you  as  a  scholar  of  medical  care  systems.  I  want  to 
offer  whatever  good  sense  I  can  muster  from  the  studies  I  and  others  have  done  about 
how  other  systems  work  and  what  practical  lessons  can  be  drawn  from  that  evidence  for 
dealing  with  the  real  problems  we  face  in  our  medical  care  arrangements. 

Americans  have  good  cause  to  expect  a  renewed,  vigorous  discussion  of  medical 
care  reform  in  1991.  In  practically  every  sector  of  American  life-old  and  young, 
Democrat  and  Republican,  management  and  labor,  the  well-paid  and  the  low-paid-there 
is  considerable  anxiety  and  dismay  with  American  medical  care.  The  opinion  polls,  the 
labor  conventions  and  the  business  discussions  all  express  nothing  like  satisfaction  about 
the  health  of  American  medical  care  financing. 

But  we  have  not,  in  my  judgement,  had  a  reasoned  debate  about  what's  wrong 
and,  even  more  important,  what  we  can  feasibly  do  to  improve  matters  significantly. 
Needless  to  say,  this  hearing  represents  an  effort  to  improve  matters-to  take  stock,  to 
review  issues  long  considered  politically  risky,  and,  in  this  particular  session,  to  consider 
international  experience. 

One  reason  for  our  troubled  medical  care  debate  is  that  ideological  conviction 
plays  a  very  unhelpful  role.  In  foreign  policy,  for  most  of  the  postwar  period  it  was 
very  hard  indeed  to  have  a  reasonably  unideological  debate  over  U.S.-Soviet  relations  and 
their  implications  for  our  national  defense.  Slogans,  emotive  symbols  and  fearfulness 
about  being  too  soft  or  too  hard  on  the  Russian  bear  were  very  much  in  evidence  and 
the  debaters  found  it  very  difficult  to  learn  whatever  truth  the  'other  side'  had  to  offer. 
It  is,  as  you  and  I  well  know,  a  demanding  task  to  set  aside  long-standing  suspicions, 
presumptions  and  arguments,  particularly  when  large  economic  stakes  undergird  the 
conflicts.  Yet  today  we  see  a  pacification  of  cold  war  ideology. 

In  the  health  care  debate  there  are  also  grounds  for  some  optimism— not  the  least 
of  which  is  your  battery  of  hearings.  There  is  a  growing  consensus  that  we  have  serious 
problems.  There  is  a  growing  willingness  of  some  corporate  leaders  and  union  officials 
to  consider  mutually  acceptable  reforms.    Even  the  bad  news— like  the  increasing  number 
of  Americans  who  are  refused  any  health  insurance,  without  health  insurance  from  their 

employer,  or  denied  health  insurance  precisely  because  they  are  too  vulnerable  to  serious 
illness— has  increased  the  demands  for  action  and  our  willingness  to  contemplate  it. 

The  growth  of  media  and  scholarly  interest  in  Canadian  experience  with  universal 
health  insurance-particularly  evident  in  the  past  two  years-reflects  the  change.  The 
public  television  documentary  on  'Borderline  Medicine'  generated  considerable  interest 
and  commentary.  So  did  the  West  German  model  that  was  recently  evaluated  in  the  pages 
of  The  New  England  Journal  of  Medicine. 

So  why  don't  we  as  a  society  lower  our  ideological  blinders  and  look  abroad-as 
well  as  at  home— for  whatever  knowledge  that  seems  useful?  That,  it  appears,  was  the 
question  prompting  our  panel  this  afternoon.  After  all,  there  are  countries  that  regard 
their  health  care  arrangements  a  comparative  success.    There  are  models  of  various 
sorts;  none  that  can  be  slavishly  copied. 

But  instead  of  sustained,  serious  inquiry  into  foreign  experience  in  the  wake  of 
the  media's  momentary  interest,  we  have  recently  had  a  good  deal  of  pressure  group 
propaganda  and  an  ideologically-charged,  intellectually  confused,  but  well-funded 
counter  assault  on  the  desirability  and  the  transferability  of  almost  all  'foreign'  models. 

The  Health  Insurance  Association  of  America,  for  example,  has  within  the  past 
year  produced  a  study  of  Canadian  developments  which  juggles  some  time  series  data  to 
claim  that  Canada,  despite  spending  roughly  3  percentage  points  less  of  its  GNP  than  we 
do  on  health  care  (from  a  similar  base  in  1971),  hasn't  been  able  to  'contain  its  costs. 
This  can't  be  —  and  isn't  —  true.  [I  am,  of  course,  quite  prepared  to  elaborate  my 
comments  on  controversial  subjects  like  this.]  The  Heritage  Foundation  has  recently 


1  See,  for  example,  Philip  3.  Hilts,  "Corporate  Chieb  See  Need  for  U.S.  Health-Care  Action,"  New  York  Times. 
Monday  April  8,  1001,  p.  Dl. 

'  Edward  Neuschler,  Canadian  Health  Care:  The  Implications  of  Public  Health  Insurance.  Research  Bulletin,  Health 
Insurance  Institute  of  America,  (Washington.D.C:  June  1990). 
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produced  a  document  largely  on  the  basis  of  the  insurance  institute's  data  that  is  even 
more  unhelpful. 

And  both  the  HIAA  and  Heritage  Foundation's  most  controversial  claims  are 
considerably  more  moderate  than  some  of  those  of  the  AMA.  The  AMA  in  1989  started 
and  then  stopped  a  misleading,  multi-million  dollar  advertising  campaign  to  try  to 
persuade  Americans  that  Canada's  medical  care  system  was  terrible  and  we  couldn't  do  it 
here  anyway. 

At  least  the  health  insurers  had  candor  on  their  side;  the  HIAA  president 
announced  that  the  battle  over  the  meaning  of  Canada's  experiment  with  universal 
health  insurance  is,  for  an  organization  like  his,  a  "life-and-death  struggle."  By  that  he 
meant  government  control  of  health  insurance  on  the  Canadian  model  could  leave  many 
private  health  insurance  executives  and  bureaucrats  jobless.  That,  of  course,  constitutes 
a  good  reason  for  him  to  worry,  but  hardly  a  good  reason  for  others  to  ignore  serious 
work  on  the  experience  of  Canada  (and  other  countries)  with  universal  health  insurance 
and  the  relevance  of  such  experience  to  American  reform  proposals. 

If  we  carefully  investigated  the  experience  of  other  nations  with  financing 
medical  care,  what  sorts  of  lessons  might  we  find?  We  cannot  be  sure,  quite  obviously, 
without  more  focused  research,  but  knowledgeable  analysts  would  almost  certainly  agree 
on  the  following. 

Decentralization. 

First,  it  is  possible  to  have  a  successfully  decentralized  arrangement  of  universal 
health  insurance  in  very  large  countries.  We  know  this  from  two  decades  of  experience 
in  Canada  and  Australia,  both  federal  regimes  that  draw  financial  resources  together 
through  their  national  governments  but  leave  to  decentralized  units  (provinces  and  states) 
the  administration  of  their  universal  plans.  Moreover,  we  know  from  the  Canadian 
example  particularly  that  this  decentralization  is  compatible  with  both  considerable 
variation  across  a  large  country  and  significant  tax  raising  autonomy  in  the  provinces. 

Local  Variation. 

Decentralization  allows  local  variation.  Canadian  health  insurance  must  by  law 
be  universal,  comprehensive  in  benefits,  publicly  administered,  and  portable  across  the 
country  for  the  federal  government  to  share  in  its  costs.   But,  beyond  these  requirements 
that  give  a  common  core  to  the  experience  of  10  provinces,  there  is  great  variation  in 
how  the  local  financing  is  raised,  whether  additional  benefits  are  offered,  whether  there 
are  insurance  intermediaries  between  provincial  governments  and  medical  providers,  and 
so  on.  There  is  no  more  identity  between  Nova  Scotia's  and  British  Columbia's  version 
of  national  health  insurance  than  there  between  the  Blue  Cross  plans  of  Maine  and 
California. 

Accountability. 

And  accountability  is  crucial.  Provincial  finance  and  health  ministers  are  held 
accountable  for  the  use  of  federal  and  local  tax  monies  and  the  medical  care  they  buy. 
Analysts  would  also  agree  that  political  accountability  for  overall  health  costs  is  the 
necessary,  but  not  sufficient  condition  for  effective  restraint.  Precisely  what 
institutional  arrangements  most  facilitates  effective  management—single-budget 
arrangements  or  coalitions  of  payers  under  common  rules-is  still  debated  in  the  scholarly 
literature.4 


Aggregation. 

If  the  Canadian  case  represents  a  model  of  public  health  insurance  administered 
in  a  decentralized  fashion,  the  somewhat  different  experience  of  West  Germany-another 
federal  state-is  equally  interesting.  Complicated  in  detail,  the  West  German  is  in  outline 
an  example  of  how  to  mandate  near  universal  health  insurance  through  employment— 
without  breaking  the  bank. 

Every  German  citizen  is  insured  through  one  group  or  another,  but  most  are 
covered  by  'sickness  funds'  their  employers  and  unions  jointly  run.  The  unemployed 
have  their  sickness  fund;  so  do  the  retirees  and  the  disabled.  The  details  arc  not  what  is 


3  See  Edmund  F.  Heialmaier,  "Perception  a»  Reality:  Taking  a  Second  Look  at  Canadian  Health  Care,"  Heritage 
Foundation  Backgrounder,  January  31,  1991. 

4  See,  for  example,  Robert  G.  Evane,  Morris  h.  Barer,  and  Clyde  Hertsman,  "The  Twenty  Year  Experiment: 
Accounting  for,  Explaining,  and  Evaluating  Health  Care  Cost  Containment  in  Canada  and  the  United  Statee,"  Annua) 

Review  of  Public  Health,  (forthcoming). 
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important,  but  rather  the  principle  of  universal  coverage  by  aggregation,  combined  with 
detailed  legislation  regarding  nationwide  arenas  and  norms  for  negotiation  over 
reimbursement. 

A  Comparative  View. 

Neither  the  Canadian  nor  the  German  providers  believe  they  receive  all  they 
deserve.   But  in  both  countries  the  respect  for  physicians  and  other  health  workers 
remains  high  and  they  enjoy  more  autonomy  over  their  immediate  work  lives  than  in  the 
heavily  administered,  'free  enterprise'  system  under  which  we  and  our  health  care 
professionals  operate. 

All  the  examples  noted-Canada,  Australia,  West  Germany-are  federal  states.  All 
pay  their  physicians  by  fee-for-service.   None  have  been  able  to  make  sure  that  they  pay 
only  for,  in  the  jargon  of  our  day,  "effective"  care.   But  all  illustrate  examples  of 
modern  industrial  democracies  with  decent  health  care  provision  whose  international 
competitiveness  is  not  threatened  by  runaway  medical  costs. 

The  situation  in  the  U.S.,  as  you  know,  is  very  different: 

At  the  macro  level  we  are  allocating  more  of  our  nation's  income  to  medical  care 
than  any  other  nation  in  the  world,  including  the  much  maligned  Sweden  (which, 
incidentally,  has  managed  to  reduce  its  medical  expenditures  from  10  to  9  percent  of 
GNP  in  the  past  few  years). 

At  the  micro  level,  we  have  every  day  examples  of  companies  who  do  not  hire  a 
qualified  applicant  because  they  or  their  offspring  are  too  sick  or  likely  to  be  sick.  We 
have  innumerable  examples  of  families  bankrupted  because  of  medical  expenses  that 
outdistanced  their  insurance  coverage.   We  have  small  firms  overwhelmed  by  huge 
increases  in  their  premiums  when  one  of  their  workers  becomes  catastrophically  ill.  Our 
particular  brand  of  medical  care  financing  hurts  our  capacity  to  compete  internationally, 
and  thoughtful  executives-both  within  the  insurance  industry  and  among  its  customers- 
know  it. 

A  Pragmatic  Approach. 

What  we  need  is  a  determined  pursuit  of  the  doable  in  medical  care  reform.  That 
means  learning  about  the  experiences  of  other  nations  (as  well  as  our  own  history)  and 
drawing  the  lessons  any  pragmatist  would  recognize  as  plausible.   It  means  less  talk 
about  American  uniqueness,  which  sometimes  can  stand  for  either  blind  prejudice  or 
thoughtless  narcissism.  Above  all,  it  means  lowering  the  ideological  barriers  to  serious 
exchange  and  drawing  from  the  experience  of  those  who  have  something  to  teach  us. 

Expressions  like  'private  enterprise'  and  'national  health  insurance'  by  themselves 
answer  no  serious  questions.   How  to  pay  for  needed  care,  how  to  distribute  the  burden 
of  this  finance  fairly,  how  to  place  defensible  boundaries  on  what  we  spend  for  medical 
care,  and  how  to  assure  that  what  we  get  is  reasonably  reliable  and  acceptably 
administered-these  are  the  hard  questions  and  we  ought  to  seek  all  the  help  we  can  get 
from  the  experience  of  others.   I  offer  my  remarks  in  that  spirit  and  have  included,  for 
the  record,  a  paper  I  published  last  fall  on  precisely  these  issues.  [T.  R.  Marmor  and  J.  L. 
Mashaw,  "Canada's  Health  Insurance  and  Ours:  The  Real  Lessons,  the  Big  Choices,"  The 
American  Prospect.  Fall  1990] 
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As  medical  costs  continue  to  escalate  and  more  Americans  find 
themselves  without  insurance,  Canada's  approach  to  financing 
health  care  has  taken  center  stage  in  the  debate  in  the  United 
States.  Congressional  committees  have  invited  Canadian  experts  to  tes- 
tify, and  political  organizations  have  sent  parades  of  representatives  on 
crash  study  tours  to  Canada.  Leaders  of  the  Chrysler  Corporation — par- 
ticularly its  flamboyant  chairman,  Lee  Iacocca,  and  Joseph  A.  Califano, 
Jr.,  a  board  member  and  former  Secretary  of  Health  and  Human  Ser- 
vices— have  lauded  Canada's  success.  All  three  television  networks, 
National  Public  Radio,  the  major  national  newspapers,  and  Consumer 
Reports  have  recently  done  stories  on  Canadian  national  health  insurance. 
But  the  best  evidence  of  the  seriousness  with  which  Americans  are  taking 
the  Canadian  model  is  a  concerted  attack  against  it,  being  financed,  until 
a  few  months  ago,  by  the  American  Medical  indicated  that  the  advertisements  were  ir- 
Assoriation  (AMA).  ritating  audiences,  including  Canadian 

In  1989,  under  the  innocent  title  "Public  physicians.  The  message,  however,  has  al- 
Alert  Program,"  the  AMA  committed  $23  ready  had  an  effect.  Millions  of  people  have 
million  to  "telling  millions  of  Americans  the  heard  that  Canadian  health  care  doesn't 
facts  about  the  Canadian  health  care  sys-  work  well,  and  even  if  it  did,  it  couldn't 
tern."  In  a  campaign  reminiscent  of  its  1948  work  in  the  United  States, 
attack  on  President  Truman's  national  The  first  part  of  the  message  is  plainly 
health  insurance  plan,  the  doctors'  associa-  false.  Canada's  national  health  system  has 
tion  placed  advertisements  in  major  media  managed  to  insure  all  citizens  for  a  com- 
and  supplied  press  kits  for  a  blitz  of  prehensive  range  of  medical  and  hospital 
editorials,  opinion  pieces,  and  reports  services,  all  the  while  containing  medical 
about  Canada.  Similar  essays  began  ap-  costs.  Contrary  to  reports,  serious  limita- 
pearing  in  national  and  local  papers  by  tions  on  medically  necessary  services  are 
people  identified  as,  for  example,  "a  sur-  not  common.  Moreover,  the  system  is  vast- 
geon  from  White  Plains."  ly  more  popular  among  Canadians  than 

The  AMA  quietly  cancelled  the  effort  America's  health  system  is  among  our 
after  a  financial  scandal  forced  the  head  of  citizens.  Universal  access,  controlled  costs, 
the  campaign  to  resign  and  early  reports     good  care,  a  satisfied  public — when  taken 
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Adaoted  from  T.  R.  Marmor,  J.L.  Mashaw,  and  P. L  Harvey,  America's 
Misunderstood  Welfare  State:  Persistent  Myths,  Enduring  Realities 
(Basic  Books,  1990),  chapter  6. 
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together,  no  fair-minded  American  can  help 
but  be  impressed,  particularly  because  so 
many  experts  have  been  telling  us  that  we 
could  not  possibly  achieve  all  these  goals 
together. 

The  second  prong  of  the  AMA  at- 
tack is  more  serious.  Major  social 
programs  can  seldom  be  bought 
off-the-rack  from  abroad.  Can  we  really 
learn  how  to  solve  our  medical  care 
problems  by  studying  Canada? 

Canada  is  not  the  only  country  that  has 
provided  universal  health  care  at  a  lower 
proportionate  cost  than  the  United  States 
spends  for  more  restricted  coverage.  France 
and  West  Germany  have  universal  health 
insurance  at  a  cost  of  between  8  and  95 
percent  of  gross  national  product  (GNP). 
Britain,  Japan,  and  Australia  do  it  for  be- 
tween 6  and  8  percent  of  GNP.  The  United 
States,  by  comparison,  spends  11.5  percent 
of  GNP  on  health — more  than  any  other 
nation — and  yet  ranks  below  all  of  the  ad- 
vanced nations  except  Spain  on  measures 
of  infant  mortality  and  life  expectancy.  For 
all  the  money  spent,  we  have  approximate- 
ly 35  million  people  totally  without  health 
insurance  and  other  undetermined  mil- 
lions whose  health  insurance  is  inadequate. 
Surely  we  are  doing  something  wrong. 

When  other  countries  are  doing  things 
we  would  like  to  do,  it  makes  good  sense  to 
set  aside  national  pride  and  learn  from 
abroad.  But  we  need  to  be  careful  in  draw- 
ing lessons,  particularly  because  the  pres- 
sure groups  in  the  United  States  with  the 
largest  stake  in  the  status  quo  have  power- 
ful incentives  to  distort  other  nations'  ex- 
perience and  slant  information  to  their  own 
purposes.  With  admirable  frankness,  Carl 
Schramm,  president  of  the  Health  In- 
surance Association  of  America  (HIAA), 
the  trade  association  for  private  health  in- 
surance companies,  told  Consumer  Reports 
that  under  a  Canadian  approach  to  health- 
care financing  "we'd  be  out  of  business.  If  s 
a  life-and -death  struggle."  Conceding  it 
cannot  make  a  credible  case  that  Canadian 
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health  insurance  is  a  failure,  HIAA  claims 
instead  that  American  politics  would  never 
permit  us  to  enact  and  carry  out  a 
Canadian-style  program  Of  course,  the  in- 
surance industry  would  do  its  best  to  make 
sure  that  was  true. 

But  if  ever  there  were  an  opportunity  for 
cross-national  learning  by  American  policy 
makers,  it  is  Canada's  path  to  national 
health  insurance  (NHD.  We  share  with 
Canadians  a  diverse  population  with  a 
similar  distribution  of  living  standards,  in- 
creasingly integrated  economies,  and  a 
tradition  of  fractious,  constitutional 
federalism.  Until  Canada  consolidated  its 
national  insurance  in  1971,  our  patterns  and 
styles  of  medical  care  closely  resembled 
each  other.  Canadian  regulators  even  used 
our  Joint  Commission  on  Hospital  Ac- 
creditation to  judge  their  own  hospitals 
until  well  after  World  War  n.  If  public 
financing  of  medical  care  has  come  to  work 
well  in  Canada,  it  is  reasonable  to  think  it 
would  work  well  in  the  United  States,  too. 

In  fact,  Canada's  health  system  raises 
three  separable  issues  for  the  United  States. 
The  hrst  is  whether  Canada  really  has  an 
exemplary  medical  care  system,  well  worth 
importing  if  only  we  could. 

A  second  question  is  whether  Canada's 
program,  no  matter  how  desirable,  is  politi- 
cally feasible  in  the  United  States.  Are  the 
two  nations  just  too  different?  Is  it  too  late 
to  do  what  the  Canadians  did  more  than 
twenty  years  ago? 

And,  third,  even  if  the  Canadian  model 
is  desirable  and  politically  acceptable,  can 
the  United  States  successfully  adapt  it  to 
American  circumstances? 

Canada's  Exemplary  Performance 
Health  insurance  in  Canada  is  actually 
provided  not  by  the  national  government 
but  by  Canada's  ten  provinces.  The 
Canadian  federal  government  conditional- 
ly promises  to  repay  each  province  a  sub- 
stantial portion  of  the  costs  of  all  necessary 
medical  care,  now  roughly  40  percent.  The 
federal  grant  is  available  as  long  as  the 
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Figure  1 .  Health  Expenditures  in  the  United  States  and  Canada 
as  Percent  of  Gross  National  Product 


12% 


10%  - 


1870  1876 

1971:  Enactment  of  Canadian  National  Health  Insurance 


province's  health  insurance  program  is 
universal  (covering  all  citizens),  comprehen- 
sive (covering  all  conventional  hospital  and 
medical  care),  accessible  (no  limits  on  ser- 
vices or  extra  charges  to  patients),  portable 
(each  province  must  recognize  the  others' 
coverage),  and  publicly  administered  (under 
control  of  a  public,  nonprofit  organization). 

Annual  negotiations  between  provincial 
governments  and  the  providers  of  care 
determine  the  total  budgets  of  hospitals 
and  the  level  of  physicians  fees.  As  in  the 
United  States,  most  hospitals  are  nonprofit 
community  institutions.  Unlike  U.S.  hospi- 
tals, they  never  worry  about  itemized  bill- 
ings. Instead,  they  receive  their  annual 
budget  in  monthly  installments.  Their 
budgets  are  adjusted  each  year,  taking  into 
account  inflation,  new  programs,  and  chan- 
ges in  their  volume  of  services. 

As  in  the  United  States,  physicians  prac- 
tice in  diverse  individual  and  group  set- 
tings and  most  are  paid  on  a  fee-for-service 
basis  rather  than  by  salary.  The  provincial 


medical  associations  determine  the  struc- 
ture of  a  binding  fee  schedule  and  negotiate 
with  their  governments,  usually  on  an  an- 
nual basis,  a  percentage  increase  in  the  total 
pool  of  money  budgeted  for  paying 
physicians.  In  most  provinces,  if  the  fees 
billed  to  the  provincial  insurance  fund  ex- 
ceed the  budget  ceiling,  the  government 
grants  less  than  it  otherwise  would  at  the 
next  round  of  negotiations.  Escalating 
physician  costs — largely  because  of  in- 
creases in  procedures  per  patient — have  led 
most  Canadian  provinces  to  explore  more 
explicit  limits  on  total  payments  to 
physicians.  Quebec  and  British  Columbia 
have  already  set  global  budget  caps — 
which,  if  exceeded,  result  in  reduced 
physician  fees — and  other  provinces, 
despite  predictable  physician  outrage,  are 
likely  to  follow  suit 

As  Figure  1  shows,  the  growth  patterns 
of  Canadian  and  American  health  care  ex- 
penditures were  nearly  identical  until  1971, 
when  Canada  fully  implemented  its  na- 
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tional  insurance  plan.  From  then  on, 
American  health  expenditures  have  con- 
tinued to  rise  at  a  considerably  faster  rate 
than  in  Canada  (or,  for  that  matter,  any 
other  developed  democracy).  The  gap  now 
amounts  to  nearly  three  percentage  points 
of  GNP.  It  appears  that  America's  higher 
payments  to  doctors,  increased  administra- 
tive expenses,  and  larger  hospital  outlays 
account  for  about  equal  shares  of  this  large 
difference  in  spending.  Few  Americans 
would  regard  Canada's  lower  physician 
payments  as  harmful;  fewer  still  would 
regret  cutting  administrative  costs.  Some, 
however,  might  wonder  whether  the 
Canadians  spend  too  little  on  hospital  care 
while  we  spend  too  much  Hospital  tech- 
nology is  where  the  biggest  questions  about 
the  Canadian  system  arise.  Nonetheless, 
compared  with  other  countries  in  the 
world,  the  oddity  is  America's  lavish 
spending  on  technology,  not  Canada's 
more  limited  expenditures. 

Cost  control  is  not  the  only  test  of  a  good 
health  care  system.  Neither  is  universal  ac- 


cess. A  good  system  should  provide  high 
quality  care,  timely  treatment,  good  work- 
ing conditions  for  health  care  professionals 
and  other  workers,  and  ultimately  a  satis- 
fled  and  healthy  citizenry.  On  these  ques- 
tions, it  is  time  to  separate  myth  from  fact 

Myth  1:  NH7  leads  to  bureaucratic  red-tape 
and  high  administrative  costs.  Doctors  and 
hospitals  in  Canada  receive  all  their  pay- 
ments from  one  source,  a  provincial  minis- 
try. They  do  not  have  to  keep  track  of  the 
eligibility  requirements  or  complicated 
definitions  of  insured  services  in  hundreds 
of  insurance  plans.  Canadian  patients 
never  have  to  file  claims,  much  less  deal 
with  incomprehensible  forms.  Americans, 
by  contrast,  have  to  file  multiple,  compli- 
cated claims,  as  do  most  physicians.  One 
reason  both  patients  and  doctors  in 
America  fear  any  further  government  role 
in  health  insurance  is  their  frustrating  ex- 
perience with  Medicare  and  Medicaid.  A 
federal  agency  recently  estimated  that 
about  one  million  Medicare  enroUees  a  year 


Figure  2.  Costs  of  Health  Insurance  and  Administration 
as  Percent  of  Gross  National  Product 
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find  filing  claims  so  complicated  or  time- 
consuming  that  they  do  not  seek  reimbur- 
sement, losing  about  $100  million  in  ben- 
efits to  which  they  are  entitled.  In  some 
states  many  physicians  say  they  will  not 
treat  Medicaid  patients,  or  do  not  bother  to 
seek  reimbursement  for  treating  them,  be- 
cause the  meager  payments  do  not  even 
cover  the  administrative  overhead.  Amer- 
ican providers  typically  wait  60  to  120  days 
and  often  longer  for  reimbursement  from 
public  programs.  Canadian  providers,  in 
contrast,  receive  payment  in  about  30  days. 

Because  of  the  simplicity  of  the  Cana- 
dian system,  administrative  costs  are  negli- 
gible by  American  standards.  Moreover,  the 
gap  between  U.S.  and  Canadian  admin- 
istrative costs  has  been  widening  steadily 
since  Canada  completed  its  program.  (See 
Figure  1)  This  six-to-one  ratio  dearly  un- 
derstates the  real  difference  in  cost  It  does 
not  count  the  paper-shuffling  burden  borne 
by  American  patients.  Nor  does  it  include 
the  large  proportion  of  recorded  payments 
to  doctors  and  hospitals  that  are  really  ad- 
ministrative overhead  required  by  our 
complex  financing  arrangements.  "An  in- 
creasing share  of  the  sums  Americans  think 
they  are  spending  on  hospital  and  medical 
care,"  the  Canadian  economist  Robert 
Evans  notes,  "are  going  in  fact  to  pay  for 
adrninistrators,  accountants,  lawyers,  pub- 
lic relations  specialists,  and  other  forms  of 
personnel  whose  services  are  not  usually 
considered  as  contributing  to  the  health  of 
patients." 

Myth  1-  NHI  interferes  with  the  doctor- 
patient  relationship.  One  ad  in  the  AMA 
series  asks,  "Elective  surgery — should  it  be 
up  to  you?"  The  ad  implies  that  Canada 
reduces  the  ordinary  citizen's  freedom  of 
choice  in  medical  care.  It  is  a  thinly  veiled 
message  to  those  Americans  with  either 
broad  insurance  coverage  or  ample  funds 
to  buy  whatever  care  they  desire.  Seeking 
allies,  the  AMA  represents  Canadian-style 
reform  as  a  threat  to  America's  affluent  and 
insured. 
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That  same  message,  of  course,  will  hold 
little  appeal  to  the  millions  of  Americans 
without  the  money  or  coverage  to  get  elec- 
tive surgery.  Nor  is  it  likely  to  appeal  to 
Americans  whose  choice  of  doctor  is 
limited  by  their  health  maintenance  or- 
ganization (HMO)  or  by  lower  reimburse- 
ment for  visits  to  out-of-plan  doctors 
(under  so-called  "preferred  provider  or- 
ganizations," or  PPOs).  An  increasing  num- 
ber of  companies  are  trimming  their  health 
care  costs  by  adopting  these  alternatives. 
Under  the  rubric  of  "managed  care,"  many 
such  plans  limit  elective  surgery,  require 
second  opinions,  or  require  approval  by  an 
insurance  company  administrator. 

In  Canada,  by  contrast,  citizens  have  no 
restrictions  on  their  choice  of  physicians, 
and  their  physicians  do  not  have  to  obtain 
approval  from  administrators  for  treatment 
they  recommend.  If  freedom  of  choice  is  the 
deciding  criterion  for  many  people,  it  ac- 
tually works  in  favor  of  the  Canadian 
model,  not  the  forms  of  health  care  that  are 
now  growing  most  rapidly  under  the  aegis 
of  market-oriented  reform  in  the  United 
States. 

Myth  3:  NH7  leads  to  long  queues  for  treat- 
ment. Another  advertisement  in  the  AMA 
series  pictures  a  worried  woman  and 
warns,  "In  some  countries  she  could  wait 
months  for  her  surgery."  Every  country,  in- 
cluding the  United  States,  has  waiting  lists 
for  elective  procedures  and  sometimes  even 
essential  ones.  The  important  question  is 
the  impact  on  the  patients'  well-being. 
Americans  being  treated  in  hospital  emer- 
gency rooms,  particularly  in  big  cities,  often 
wait  for  hours  for  critical  care.  Private 
hospitals  routinely  turn  away  uninsured 
patients,  dumping  them  on  the  public  sec- 
tor. These  "economic  transfers,"  estimated 
at  250,000  annually  in  the  United  States, 
often  result  in  serious  delays  in  treatment, 
cause  long-term  harm,  and  have  cost  some 
patients  their  lives,  though  federal  law  now 
requires  hospitals  to  assure  that  patients  are 
in  stable  condition  before  transfer. 
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When  most  Canadians  are  sick  or  in- 
jured, they  are  cared  for  in  a  timely  manner. 
Indeed,  the  overall  rates  of  hospital  use  per 
capita  are  considerably  higher  in  Canada 
than  in  the  United  States.  Nonetheless, 
there  have  developed  long  waiting  lists  for 
some  services,  particularly  for  open-heart 
surgery  and  magnetic  resonance  imaging, 
the  newest  radiological  procedure  for  diag- 
nosis. These  delays  typically  reflect 
managerial  problems  and  labor  bottlenecks 
more  than  chronic  shortages  of  facilities.  If 
they  involve  patients  in  urgent,  life- 
threatening  condition,  there  is  political  out- 
rage. Open-heart  surgery  is  currently  the 
most  controversial  example.  Government 
officials  in  British  Columbia  watched  their 
waiting  list  for  cardiac  surgery  grow  to 
more  than  500  during  1 990  and,  in  response, 
purchased  surgery  from  Seattle  hospitals 
with  excess  beds  and  heart  surgeons.  This 
incident  is  the  sort  that  opponents  of  the 
Canadian  system  cite  as  illustrating  its 
failure.  But  such  cases  reveal  as  much  about 
American  slack  as  Canadian  restrictive 
ness — and  they  bring  us  to  the  next  myth. 

Myth  4:  National  health  insurance  lowers 
the  quality  of  medical  care.  As  Table  1  shows, 
some  expensive,  high-technology  items  are 
less  available  in  Canada  than  in  the  United 
States.  It  is  unclear,  however,  whether  the 
rates  of  investment  in  such  technologies  in 
the  United  States  represent  a  standard  for 
judging  other  countries.  Many  analysts 
believe  the  United  States  has  overinvested 
and  overused  some  technologies.  Hospitals 
competing  for  market  share  have  installed 
equipment  that  stands  idle  much  of  the 
time  or,  even  worse,  is  being  used  without 
good  medical  justification  to  generate  reim- 
bursement from  insured  patients.  The  fun- 
damental patterns  of  investment  in  the 
United  States  have  been  distorted  by  dif- 
ferences in  insurance  coverage.  There  is  no 
incentive  to  invest  in  preventive  care  if  the 
health  benefits  are  high  but  reimbursement 
is  uncertain.  There  is  every  incentive  to  in- 
vest in  high  technology  if  health  benefits  are 
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uncertain  but  reimbursement  is  assured. 

Canada  has  a  full  range  of  high  technol- 
ogy facilities,  but  there  is  considerably  less 
abundance  and  little  competition  for 
market  share.  Expensive  capital  equipment 
is  first  approved  only  for  specialized  medi- 
cal centers,  and  subsequent  diffusion  is 
closely  controlled  by  provincial  ministries 
of  health.  This  control  results  in  lower  rates 
of  cardiac  surgery,  magnetic  resonance  im- 
aging, lithotripsy,  and  some  other  complex 
services.  In  some  cases,  these  lower  rates  are 
probably  appropriate:  The  additional  use  in 
the  United  States  reflects  incentives  for 
overtreatment.  In  other  cases,  Canadians 
are  not  receiving  services  that  would  have 
some  health  benefit  at  a  high  cost  (instead 
choosing  to  provide  other  forms  of  care  and 
reserving  more  national  income  for  other 
purposes).  Of  course,  no  nation  can  provide 
every  service  that  would  conceivably  give 
someone  benefit  The  question  is  whether 
the  Canadians  are  making  a  reasonable 
choice  and  providing  medical  care  of  high 
quality. 

The  quality  of  a  nation's  health  care 
is  never  simple  to  measure.  The 
United  States  certainly  offers 
medical  care  of  higher  quality  than  does 
Canada  if  quality  is  defined  as  easier  access 
to  complex  technologies  regardless  of  their 
effectiveness.  And  American  medical  care 
may  be  the  best  in  the  world  if  quality  is 
defined  by  the  technologies  and  facilities 
available  to  the  most  privileged  members 
of  a  population.  But  if  we  define  quality  by 
some  measure  that  reflects  both  the  effec- 
tiveness of  treatment  and  the  respect  and 
consideration  shown  to  patients — all 
patients,  not  just  the  affluent  and  insured — 
America  ranks  lower  than  other  countries 
in  the  West,  including  Canada,  that  have 
national  health  insurance. 

There  is  certainly  no  evidence  of  any 
Canadian  disadvantage  if  our  standard  is 
the  actual  health  of  the  public,  though 
medical  care  is  only  one  of  the  many  factors 
affecting  health  and  by  no  means  the  most 
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important.  (Canada  actually  has  a  clear  ad- 
vantage in  life  expectancy  and  infant  mor- 
tality, but  probably  for  reasons  unrelated  to 
its  system  of  health  care  finance.)  And  if 
consumer  satisfaction  is  our  basis  for  judg- 
ment, both  polls  and  political  behavior  give 
a  big  edge  to  Canada. 

According  to  a  ten-nation  survey  pub- 
lished in  Health  Affairs,  Canadians  are  the 
most  satisfied  and  Americans  the  least  satis- 
fied with  their  country's  health  care  system. 
While  only  10  percent  of  Americans  sur- 
veyed say  their  health  system  functions 
"pretty  well,"  56  percent  of  Canadians 
thought  their  health  care  system  works 
well.  Eighty-nine  percent  of  Americans  say 
their  system  needs  "fundamental  changes" 
or  "complete  rebuilding." 

The  higher  levels  of  satisfaction  in 
Canada  suggest  the  importance  of  the  dis- 
tributive dimension  of  health  care  quality. 
Major  aspects  of  American  medical  care — 
the  widespread  inability  to  obtain  health 
insurance,  the  limited  extent  of  immuniza- 
tion, the  large  number  of  pregnant  women 
without  regular  medical  attention,  and  the 
risk  of  bankruptcy  from  illness — would  be 
considered  intolerable  in  other  comparably 


wealthy  nations.  Canada  has  fewer  centers 
of  technological  excellence,  but  the  average 
level  of  care  is,  by  any  definition,  at  least  the 
equal  of  that  in  the  United  States. 

Myth  5:  NH7  leads  to  rationing.  Critics 
warn  that  Canada  "rations"  medical  care.  If 
by  rationing  they  simply  mean  limiting  ser- 
vices, every  country  in  the  world  rations 
health  care.  The  question  is  how  and  how 
much.  The  United  States  limits  services  by 
ability  to  pay  and,  accordingly,  shows  sig- 
nificant differences  in  access  to  health  care 
by  race,  class,  and  employment  circumstan- 
ces. By  contrast,  Canada  and  most  other 
developed  countries  attempt  to  provide 
more  uniform  access  to  the  entire  popula- 
tion. Medical  care  then  depends  more  on  a 
professional  assessment  of  medical  need 
than  on  insurance  status. 

Rationing,  in  this  context,  is  another 
name  for  allocation.  Whether  it  is  objec- 
tionable depends  also  on  the  extent  of  free 
choice  and  the  distribution  of  control. 
Americans  in  HMOs  and  other  systems  of 
"managed  care"  face  systems  of  corporate 
rationing;  the  rules  for  rationing  are  mat- 
ters of  business  strategy.  To  be  sure,  some 


Table  L  Comparative  Availability  of  Selected  Medical  Technologies 
Units  per  million  persons 


Open-heart  surgery 
Cardiac  catheterization 
Organ  transplantation 
Radiation  therapy 
Extracorporeal  shock 

wave  lithotripsy 
Magnetic-resonance 

imaging 


US. 

Canada 

Ratio  :U.S/Canada 

326 

123 

2.7:1 

5.06 

150 

3.4:1 

131 

1.08 

12:1 

3.97 

0.54 

7.4:1 

0.94 

0.16» 

5.9:1 

3.69 

0.46* 

8.0:1 

Notes:  US.  data  from  1987,  Canada  for  1989  except  where  indicated. 
•1988 


Source:  DA.  Rublee,  "Medical  Technology  in  Canada,  Germany,  and  the  VS."  Health  Affairs  (Fall 
1969),  180. 
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employees  in  the  United  States  are  offered 
a  choice  among  such  plans,  but  they  are 
hardly  in  a  position  to  know  much  about 
how  the  HMOs  control  their  spending. 
They  have  no  way  of  knowing,  for  ex- 
ample, whether  an  HMO  might  deny 
them  referral  to  a  specialist  in  the  event  of 
a  rare  disease  or  difficult  procedure.  Be- 
cause Canadians  have  free  choice  of 
physician,  they  do  not  have  to  worry 
about  that  kind  of  rationing.  And  while 
the  rationing  choices  of  an  American 
HMO  are  private,  Canada's  choices  about 
spending  on  hospitals  and  other  health 
services  are  publicly  debated  and  demo- 
cratically decided.  If  Canadians  come  to 
feel  that  they  should  spend  more  on  high 
technology  services,  their  system  allows 
them  to  do  so  more  efficiently  and  equitab- 
ly than  does  ours. 

Myth  6:  NH7  causes  an  exodus  of 
physicians.  Some  Canadian  physicians  were 
coming  to  the  United  States  long  before 
Canada  introduced  national  health  in- 
surance. Emigration  did  not  increase  sig- 
nificantly afterwards.  The  numbers  of 
emigrants  to  the  US.  has  always  been 
small,  never  enough  to  offset  a  steady  in- 
crease in  the  number  of  Canadian 
physicians.  The  ratio  of  physicians  to 
population  has  steadily  increased  and  ac- 
tually grown  closer  to  the  US.  leveL  In  1987 
we  had  234  doctors  per  100,000  people, 
while  Canada  had  216. 

Stories  about  deep  discontent  among 
Canadian  physicians  are  much  exag- 
gerated. Physicians  were  the  highest-paid 
professionals  in  Canada  prior  to  the  intro- 
duction of  universal  medical  insurance; 
they  still  are.  When  national  health  in- 
surance began,  the  provincial  governments 
accepted  the  existing  fee  schedules  of 
provincial  medical  associations,  although 
in  most  provinces  payments  were  initially 
set  somewhat  below  100  percent  to  reflect 
the  elimination  of  doctors'  risks  of  unpaid 
debts.  Since  that  time,  provincial  medical 
associations  and  ministries  of  health  have 
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negotiated  changes.  Since  much  of  the  bar- 
gaining for  resources  and  control  gets  car- 
ried out  in  the  public  arena,  these  negotia- 
tions are  contentious.  Provincial  ministers 
of  finance  typically  forecast  imminent 
bankruptcy;  medical  associations  threaten 
dire  service  cutbacks  if  they  don't  get  more 
money;  and  the  media,  always  hungry  for 
conflict,  seize  on  the  extremes  of  these  posi- 
tions These  controversies  sell  newspapers; 
they  do  not  mean  the  system  is  about  to 
collapse. 

Is  It  Politically  Feasible  Here? 

Skeptics  claim  that  the  United  States  and 
Canada  are  too  different  to  borrow  from 
each  other.  Americans  are  allegedly  too  in- 
dividualistic to  accept  a  government  pro- 
gram. Skeptics  also  argue  that  the  United 
States,  with  its  elaborate  checks  and  balan- 
ces, cannot  adapt  programs  from  a  par- 
liamentary system. 

But  the  same  arguments  could  as  easily 
have  been  offered  in  1935  against  Social 
Security  or  at  other  times  against  other  na- 
tional programs.  In  fact,  Canadian  doctors 
remain  in  individual  practice,  and  Cana- 
dians choose  freely  what  practitioners  to 
consult  It  is  unclear  that  America's  current 
system  represents  any  higher  level  of  in- 
dividualism. 

Moreover,  just  as  the  Canadians  have 
set  up  their  program  on  a  federal  basis,  so 
might  we.  The  impediments  to  borrowing 
the  Canadian  model  do  not  lie  much  in  the 
structure  of  government.  They  lie  in  the 
power  of  the  opposition.  America's  politi- 
cal leaders  have  traditionally  allowed  the 
providers  and  insurers  of  health  care  to 
control  the  substance  of  policy  and  boun- 
daries of  debate.  Is  it  true,  as  Stanford 
economist  Alain  Enthoven  argues,  that 
borrowing  from  Canada  is  "off  the  radar 
screen  of  American  possibility"?  A  good 
many  people  have  an  interest  in  maintain- 
ing that  assumption  and  thereby  con- 
tribute to  keeping  fundamental  changes 
off  the  radar  screen  and  off  the  agenda. 

We  are  hardly  sanguine  that  Canadian- 
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style  reform  is  likely  in  the  near  term. 
Nevertheless,  the  Canadian  approach  has 
growing  support  from  unlikely  quarters. 
Like  Chrysler's  Lee  Iacocca,  many  large 
employers  see  themselves  threatened  in 
international  and  domestic  markets  by  the 
high  costs  of  insuring  their  employees. 
The  small  business  community  is  plead- 
ing for  government  help  because  their 
health  insurance  costs  are  even  more 
onerous.  In  1989  the  American  Chamber 
of  Commerce,  eschewing  free  market 
ideology  and  its  usual  preference  for  state 
and  local  authority,  called  for  federal  legis- 
lation guaranteeing  small  employers 
health  insurance  options  at  reasonable 
rates.  Employers  large  and  small  see  a 
clear  likelihood  that  they  will  soon  be  re- 
quired to  pay  for  health  insurance  for  both 
their  own  employees  and  others  currently 
uninsured.  All  around  the  country,  state 
governments  are  seeking  the  equivalent  of 
universal  health  insurance. 

The  opposition  of  private  insurance 
companies  to  health  insurance 
reform  is  changing,  too.  Making 
money  on  health  insurance  is  not  easy  these 
days.  Relentless  medical  inflation,  costly 
technology,  a  growing  number  of  doctors, 
and  an  aging  population  have  put  the  in- 
surance industry  repeatedly  on  the  wrong 
side  of  the  cost  curve.  More  important,  con- 
sumer hostility  to  insurers  is  fueling 
demands  for  legislative  action.  The  insurers 
are  seeking  a  solution  that  will  bring  in- 
surance to  the  uninsured,  make  less  visible 
the  industry's  practice  of  "skimming'' 
(competing  for  the  healthiest  customers 
and  ignoring  or  pricing  out  the  less  heal- 
thy), and  yet  leave  the  future  administra- 
tion of  health  insurance  to  them  rather  than 
to  the  state.  They  fear  a  political  choice 
between  a  universal,  mandated  private  in- 
surance program,  with  substantial  regula- 
tion of  terms  and  rates,  and  a  state-run 
insurance  scheme  that  eliminates  their  role 
entirely. 
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Of  course,  no  one  should  be  misled 
about  the  recent,  death-bed  conversion  of 
the  health  insurers  to  industry  reform.  They 
are  as  resistant  as  ever  to  a  Canadian-style 
plan  and  have  fully  participated  in  the 
mythmaking  about  Canada's  supposed 
unsuitability  to  American  circumstances. 
After  all,  administrative  costs  to  citizens 
and  policy-holders  are  income  to  the  in- 
dustry. But  this  truism  should  not  obscure 
the  defensiveness  of  the  health  insurers, 
their  inclination  to  discuss  reform,  and  the 
greater  likelihood  in  the  present  climate 
that  they  might  be  forced  to  accept  terms 
they  publicly  say  are  unacceptable. 

Finally,  VS.  physicians  are  increasingly 
aware  that  they  cannot  avoid  regulation. 
Their  actions  and  decisions  are  already 
being  scrutinized  and  limited  by  hospitals, 
insurance  companies,  and  governmental 
agencies,  all  seeking  to  control  costs.  Look- 
ing at  Canada's  Medicare,  they  should  be 
struck  by  the  independence  of  Canadian 
physicians,  the  preservation  of  fee-for-ser- 
vice  practice,  and  the  reduction  of 
bureaucracy,  particularly  as  it  affects 
physicians'  everyday  practice.  If  they  can 
overcome  their  reflexive  rejection  of 
government,  American  physicians  will  find 
that  a  Canadian-style  alternative  has  con- 
siderable advantages  for  their  profession — 
and  their  patients. 

The  obstacles  to  reform  of  American 
medical  care,  nonetheless,  are  enormous. 
Medical  expenditures  now  divided  among 
the  government,  employers,  private  in- 
surance companies,  and  consumers  would 
have  to  be  converted  or  channeled  into 
publicly  controllable  funds.  American 
politicians  would  have  to  be  willing  to  put 
aside  their  fixation  with  where  costs  are 
counted  and  deal  with  real  issues  of  public 
economics — how  much  is  spent  overall,  for 
what,  and  on  whose  behalf.  The  complaints 
of  pro-market  commentators  would  have 
to  be  answered,  a  task  mat  is  much  harder 
now  than  during  the  fight  over  Medicare 
because  free-market  ideology  has  gained 
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influence  in  economics  and  policy  analysis. 
Ideology  would  have  to  be  countered  with 
pragmatic  argument,  illusion  with  fact;  and 
all  this  would  ha  ve  to  be  done  by  politicians 
who  were  elected  by  running  against 
government 

Yet  there  are  the  makings  of  a  politi- 
cal compromise  here.  The  public 
wants  broadened,  simplified,  and 
stable  coverage  at  reasonable  out-of-pocket 
cost  Finns  want  to  reduce  their  costs  of 
insuring  employees  and,  at  the  very  least, 
to  avoid  paying  for  the  health  insurance  of 
the  unemployed  and  uninsured.  Insurers 
fear  that  they  may  be  in  a  new  ball  game  in 
which  at  best  they  will  be  the  unwelcome 
administrators  of  so-called  managed  care 
and  at  worst  they  may  be  excluded  from  the 
market.  Perhaps  they  could  manage  every- 
one's care  on  behalf  of  state  insurance 
schemes.  Or,  at  least,  some  insurers  might 
play  this  reduced  administrative  role,  as 
was  the  case  in  Ontario  during  the  mid- 
1960s.  In  short,  although  movement  toward 
something  like  Canadian  national  health 
insurance  may  appear  ideologically  a  large 
step,  most  of  the  pieces  needed  for  a  state 
insurance  program  are  already  in  place,  and 
interest-group  politics  might  join  with 
popular  sentiment  to  permit  such  a  move. 

What  would  it  take  to  make  the 
Canadian  model  work  in  the  United  States? 
Part  of  the  answer  lies  in  distinguishing  the 
necessary  from  the  incidental  elements  of 
the  Canadian  success  story.  We  see  two  es- 
sential elements: 

■  Near  universality  of  coverage: 
Canadians  in  each  province  are  in  the 
same  boat,  all  insured  on  the  "same 
terms  and  conditions."  Universality 
has  made  it  politically  impossible  to 
deal  with  cost  pressures  by  cutting 
the  benefits  or  eligibility  of  some 
people. 

■  Clear  concentration  of  responsibility: 
Canadians  lodge  financing  respon- 
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sibility  in  a  ministry  of  health  or  its 
equivalent.  Financing  medical  care 
under  concentrated  rather  than  frag- 
mented auspices  eliminates  the  ad- 
ministrative costs  of  multiple  payers. 
Furthermore,  it  creates  more  leverage 
in  bargaining  with  providers.  Con- 
centrating responsibility  also  means 
leaders  cannot  disguise  costs  by  shift- 
ing them  to  other  groups  of  patients. 
All  this  adds  up  to  clear  political  ac- 
countability: Canadians  know  whom 
to  hold  accountable  for  the  cost  and 
quality  of  their  health  care. 

What  sorts  of  changes  could  be  made  in 
these  elements  without  losing  what  has 
been  necessary  for  Canada's  relatively  suc- 
cessful experience? 

Modified  Universalism 
Canada's  universalism  is  strong  in  two 
ways.  Every  Canadian  belongs  to  the  same 
provincial  health  insurance  plan  as  his 
neighbor  and  enjoys  the  same  coverage 
under  the  plan.  Private  insurers  are  legally 
forbidden  to  sell  coverage  duplicating 
publicly  insured  services,  though  they  may 
provide  supplementary  coverage  for  such 
things  as  private  rooms  in  hospitals  or  out- 
patient prescription  drugs. 

To  maintain  the  "equal  terms"  of  access, 
Canadian  doctors  have  been  barred  since 
1984  from  charging  patients  anything 
above  the  government's  fee  schedule  (a 
practice  known  as  "balance  billing"  or 
"extra  billing").  In  these  respects,  Canada  is 
probably  more  egalitarian  than  any  other 
comparable  industrial  democracy. 

Perhaps  not  all  of  these  features  of 
Canadian  universalism  are  necessary  to  an 
acceptable  and  workable  form  of  health  in- 
surance. Canada  itself  did  not  start  with 
such  a  firmly  egalitarian  version.  The  Hall 
Commission  of  1964-66,  a  governmental 
commission  that  helped  lay  the  founda- 
tions of  Canada's  current  program,  defined 
universal  as  no  less  than  95  percent  of  the 
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citizens  within  each  province.  The  political 
force  of  universality  arises  not  from  com- 
plete inclusiveness  but  from  the  breadth  of 
the  constituency  affected.  (Our  public  wa- 
ter supply  is  closely  monitored  even  if  a  few 
people  drink  bottled  water  exclusively.) 

There  is  consequently  no  reason  for 
American  reformers  to  insist  on  Canada's 
very  strong  contemporary  form  of  univer- 
sal enrollment.  Universal  health  insurance 
means  providing  insurance  to  all,  not 
necessarily  requiring  that  everyone  share 
exactly  the  same  system.  About  a  tenth  of 
the  West  German  population  opts  for  more 
expensive  commercial  insurance  without 
impairing  the  rest  of  the  system.  There  is  a 
zone  of  adaptation  and  compromise  be- 
tween identical  treatment  and  unacceptab- 
ly  different  treatment.  What  is  essential  is 
mat  the  health  insurance  boat  include  most 
Americans  on  roughly  comparable  terms, 
not  that  all  the  boat's  cabins  be  the  same  size 
or  have  the  same  view. 

American  public  schools  are  a  good 
analogy.  Where  state  and  local  arrange- 
ments keep  public  schools  strong,  the  com- 
petition of  private  alternatives  does  not  un- 
dermine public  support  and  school  quality. 
But  the  balance  is  delicate  and  easily  upset. 
We  cannot  force  Americans  to  use  public 
health  insurance  any  more  than  public 
schools.  But  we  should  worry  a  lot  if  many 
citizens  take  up  the  private  option  The 
public  program  must  be  sufficiently  attrac- 
tive that  most  citizens  will  want  to  be  in- 
cluded. 

Would  it  be  acceptable  to  permit 
physicians  or  other  medical  professionals 
paid  on  a  fee-for-service  basis  to  bill  for 
more  than  the  insurance  program  pro- 
vided? The  answer  here  is  dear.  The 
capacity  to  contain  medical  costs  depends 
on  establishing  firm  limits.  Balance  billing 
allows  providers  to  escape  those  limits;  it 
reintroduces  barriers  to  access  that  univer- 
sal health  insurance  is  meant  to  lower.  No 
successful  national  health  insurance  pro- 
gram has  permitted  this  practice  for  long. 
Canada  found  over  time  that  balance  bill- 
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ing  became  a  serious  problem  in  many 
communities,  threatening  both  the  unifor- 
mity of  citizen  treatment  and  access  to  treat- 
ment itself. 

Concentrating  Financial  Control 

Cross-national  evidence  suggests  mat  it 
is  the  concentration  of  financial  respon- 
sibility, not  its  precise  location,  that  is  crucial 
to  countervailing  inflationary  health  pres- 
sures. It  so  happens  that  Canada,  by  con- 
stitutional requirement,  had  no  choice  but 
to  use  provincial  governments  to  ad- 
minister health  insurance.  Great  Britain,  by 
contrast,  concentrates  financial  respon- 
sibility in  the  national  ministry  of  health, 
and  Sweden  does  so  in  each  of  its  county 
councils.  The  lesson  for  the  United  States  is 
that  there  are  options  here. 

The  more  difficult  question  is  whether 
Canada's  public  financing  and  direct 
governmental  administration  are  required 
for  political  accountability.  Public  financ- 
ing— through  earmarked  provincial  pre- 
miums and  various  federal  and  provincial 
taxes — makes  Canadian  outlays  for  health 
care  highly  visible.  At  the  same  time, 
Canadian  provinces  could,  and  some  did, 
use  existing  health  insurance  companies  as 
political  buffers  between  physicians  and 
government  In  Ontario  in  trie  mid-1960s, 
private  companies  served  as  "post  office" 
intermediaries  for  the  flow  of  funds  and  the 
processing  of  claims.  Such  a  buffer  seemed 
terribly  important  then,  a  concession  to  the 
deeply  felt  hostility  of  many  Canadian  doc- 
tors to  government  medical  insurance.  In 
fact,  the  provinces  that  used  financial  inter- 
mediaries at  the  outset  gave  them  up  within 
a  few  years.  They  made  administration 
complicated  and  expensive  and,  once  their 
role  in  moderating  conflict  was  no  longer 
necessary,  they  seemed  useless  (except  to 
the  insurance  companies). 

One  can  certainly  imagine  the  use  of 
such  intermediaries  in  the  United  States. 
This,  after  all,  has  been  the  pattern  with  our 
own  Medicare  since  1965 — an  arrangement 
that  draws  upon  private  expertise  and 
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"economizes"  on  the  number  of  public 
employees.  The  Canadians,  we  should 
clearly  note,  found  such  indirect  manage- 
ment cumbersome  and  more  expensive 
than  direct  administration.  But  contracting 
out  of  financial  tasks  is  certainly,  on  the 
Canadian  evidence,  compatible  with  politi- 
cal accountability.  Were  this  a  vital  element 
in  an  American  compromise,  giving  some 
limited  role  to  the  health  insurance  industry 
would  not  be  devastating. 

In  the  United  States  of  the  1990s,  the 
crucial  political  problem  facing  na- 
tional health  insurance  advocates 
may  not  be  the  clout  of  the  health  insurance 
industry,  but  the  public's  hostility  toward 
increased  taxes.  It  is  worth  pondering 
whether  it  is  possible  to  have  the  right  level 
of  countervailing  power  without  the  fusion 
of  taxing  power  and  negotiating  respon- 
sibility in  a  single  public  agency.  What 
would  be  lost  if,  for  example,  state  regu- 
latory authorities  set  the  terms  of  medical 
care  finance,  negotiated  with  hospitals  and 
physicians,  and  required  that  employers 
finance  health  insurance  directly  or  pay  into 
a  state  fund  a  fixed  amount  per  employee? 

In  West  Germany,  national  and  state 
governments  constrain  the  negotiations 
among  physicians,  hospitals,  and  the 
thousands  of  sickness  funds  without  chan- 
neling social  insurance  financing  through 
the  public  budget  But  the  U.S.  lacks  the 
German  history  of  lifelong  membership 
with  one  health  insurance  institution  and 
the  tradition  of  "corpora tist"  bargaining  be- 
tween payers  and  providers. 

Financing  medical  care  out  of  general  tax 
revenues,  as  in  Great  Britain  and  in  Canada, 
does  seem  to  reinforce  constraints  on  medi- 
cal inflation.  Other  government  depart- 
ments are  dependent  on  the  same  tax 
revenues  and  are,  in  effect,  organized  con- 
stituencies for  controlling  health  costs.  Al- 
though contrary  to  the  "privatization" 
mythology  of  recent  years,  there  is  a  strong 
positive  relationship  between  public 
finance  of  health  care  and  cost  control. 
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Important  as  it  is  to  concentrate  taxing, 
negotiating,  and  budgeting  power,  con- 
centration alone  will  not  constrain  health 
costs.  The  political  will  to  restrain  health  care 
costs  is  itself  a  necessary  ingredient  for  suc- 
cess. In  the  early  years  of  Canadian  hospital 
insurance,  budget  overruns  were  very  com- 
mon, and  the  provincial  governments  typi- 
cally covered  the  deficit  In  later  years,  defi- 
cits were  much  less  generously  treated  and 
hospital  administrators  who  did  not  play  by 
those  rules  often  lost  their  positions.  Some 
version  of  a  spending  target — with  serious 
consequences  for  missing  the  mark— is  cru- 
cial for  the  containment  of  health  care  costs. 
That  is  not  a  matter  of  administrative  ar- 
chitecture or  policy  technique 

American  health  economists  have  per- 
sistently advised  that  making  patients  pay 
a  portion  of  their  hospital  and  doctor  bills 
is  essential  to  cost  containment  Cost-shar- 
ing by  patients  is  said  to  make  them  cost- 
conscious  and  more  restrained  in  their  use 
of  medical  care.  Cost-sharing,  of  course, 
adds  millions  of  additional  payers  to  the 
system  of  financing,  with  all  the  extra  ad- 
ministrative costs  that  entails.  Moreover, 
cost-sharing  threatens  equity  of  access  by 
raising  the  price  of  medical  care  to  patients 
who  may  not  be  able  to  afford  it  But  the  real 
lesson  from  abroad  is  that  significant 
patient  cost-sharing  is  unnecessary  to  con- 
trol medical-inflation.  With  negligible  cost- 
sharing,  Canada  and  Western  Europe  all 
achieve  greater  cost-control  than  we  do. 

The  message  conveyed  to  the  American 
public  since  1975 — that  less  reliance  on 
government  is  the  key  to  controlling  medi- 
cal costs — needs  to  be  challenged.  That  is 
partly  why  the  Canadian  example  has  be- 
come so  important  Canada's  experience 
shows  that  the  choice  Americans  have  given 
themselves — increasing  access  or  control- 
ling costs— is  false.  We  have  another  alter- 
native. The  reality,  bluntly  put,  is  that  as  a 
nation  we  cannot  afford  to  do  without  sen- 
sibly structured  national  health  insurance. 
That  is  what  the  public  says  it  wants.  And  it 
is  what  the  country  genuinely  needs. 
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Chairman  Rostenkowski.  Mr.  Kelly. 

STATEMENT  OF  EDMUND  F.  KELLY,  GROUP  EXECUTIVE,  AETNA 
LIFE  &  CASUALTY  CO.,  HARTFORD,  CONN. 

Mr.  Kelly.  Thank  you  and  good  afternoon,  Mr.  Chairman  and 
committee  members. 

Among  my  responsibilities  at  Aetna  Life  &  Casualty  is  manage- 
ment of  an  extensive  health  business,  and  I  would  like  to  start  by 
saying  that  the  U.S.  health  care  system  does  need  change,  but  Can- 
ada's national  health  system  is  not  the  answer. 

As  one  who  grew  up  in  Northern  Ireland  and  lived  in  Canada,  I 
have  spent  half  my  life  under  government  controlled  health  care 
systems,  and  I  am  confident  that  America  has  the  imagination  to 
produce  better  solutions  than  we  could  import  from  Canada  or 
from  any  other  country,  for  that  matter. 

Let  us  look  at  the  facts:  What  lessons  does  Canada  offer?  The 
issues  in  front  of  us  are  controlling  costs  and  expanding  access, 
while  maintaining  quality.  Those  are  the  goals  for  improving  this 
Nation's  health  care  system.  The  evidence  shows  that  Canada's 
system  has  serious  shortcomings  in  each  category. 

Specifically,  Canada  began  national  health  30  years  ago,  because 
most  Canadians  lacked  health  benefits,  and  there  was  little  infra- 
structure to  deliver  services,  so  they  needed  to  increase  spending 
on  health.  That  is  not  our  problem.  We  already  have  a  well-devel- 
oped public  and  private  health  system  which  provides  access  to  the 
highest  quality  medical  care  in  the  world  for  90  percent  of  the  U.S. 
population. 

As  for  cost,  we  need  to  dispose  of  a  few  myths  about  Canada.  Our 
friends  to  the  north  have  been  no  more  successful  in  controlling 
health  care  costs  than  we  have,  as  Dr.  Schieber  pointed  out  in  his 
testimony  and  charts.  His  analysis  as  well  as  analysis  by  others 
shows  that  health  spending  growth  trends  in  Canada  and  the 
United  States  have  been  virtually  identical  for  three  decades.  Each 
has  averaged  about  4  percent  annually,  after  adjusting  for  inflation 
and  population  growth. 

The  oft-quoted  statistics  showing  that  Canada's  health  care  costs 
are  a  smaller  percentage  of  the  GNP  than  the  United  States  re- 
flects the  greater  number  of  elderly  in  the  United  States,  the  cost 
of  the  tort  system  which  has  resulted  in  expensive  defensive  medi- 
cine in  this  country,  and  the  faster  growth  of  Canada's  economy, 
particularly  after  the  surge  in  energy  exports.  Finally,  as  shown  up 
on  the  chart,  there  is  a  high  correlation,  although  lagged,  between 
per  capita  income — national  prosperity — and  spending  on  health 
care,  not  any  superiority  in  Canada's  efforts  at  controlling  costs. 
This  explains  why  health  care  accounts  for  a  larger  percentage  of 
GNP  in  the  United  States  than  in  Canada. 

Indeed,  on  access,  Canada's  achievement  of  universal  access  de- 
serves recognition.  This  goal  is  within  reach  of  the  U.S.  system. 
Most  of  the  uncovered  in  this  country  are  poor  and  fall  through  the 
huge  cracks  that  have  opened  in  the  Medicaid  system  since  the 
mid-1970s.  Financing  care  for  these  people  will  require  either  shifts 
in  spending  priorities  or  higher  taxes. 
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Advocates  of  a  Canadian-style  system  argue  that  only  by  includ- 
ing middle-  and  upper-income  people  in  the  same  system,  will  we 
get  adequate  funding  for  health  services  for  the  poor.  We  agree 
that  another  middle-class  entitlement  program  would  greatly  in- 
crease public  spending  on  health  services.  However,  given  the  pop- 
ulation's distaste  for  taxes,  we  believe  that  the  revenues  to  fund 
this  huge  program  would  not  come  from  new  government  revenues, 
but  at  the  expense  of  other  programs  that  serve  a  largely  poor  cli- 
entele, such  as  low-income  housing,  education,  nutrition,  and 
income  maintenance.  Furthermore,  Members  of  Congress,  and  par- 
ticularly members  of  this  committee,  would  spend  much  of  their 
time  negotiating  health  benefits  for  the  voters. 

As  for  quality,  by  all  accounts,  Canadians  receive  a  reasonably 
high  quality  of  care  most  of  the  time.  Canada's  centralized  health 
plan,  however,  has  resulted  in  a  predictable  mismatch  of  services 
and  needs.  Hospital  inpatients  have  lengthy  stays,  almost  twice  as 
long  as  in  the  United  States,  while  those  needing  advanced  technol- 
ogy, face  long  waits,  sometimes  in  excess  of  a  year,  for  heart  sur- 
gery. 

We  have  all  seen  the  reports  of  Canadians  being  treated  at  the 
Government's  expense  in  hospitals  in  Seattle,  Detroit  and  Buffalo. 
There  are  thousands  more  undocumented  cases  of  Canadians 
paying  out  of  pocket  for  care  in  the  United  States.  For  example, 
last  year,  half  the  patients  receiving  lithotripsy  treatment  for 
kidney  stones  at  Buffalo  General  Hospital  came  from  Ontario. 

It  is  inconsistent  with  American  expectations  of  quality  and 
access  that  we  would  delay  necessary  critical  care  or  that  we  would 
require  our  citizens  to  go  hundreds  of  miles  to  other  countries  for 
medical  care.  Indeed,  our  system  has  strength.  Critics  of  the  system 
often  claim  that  public  administration  would  be  much  less  expen- 
sive than  private  plans.  This  view  overstates  the  cost  of  private  ad- 
ministration and  ignores  its  value. 

For  example,  at  Aetna,  our  total  administrative  load  on  health 
payments  is  about  8  percent,  but  taxes  and  profits  accounts  for  one- 
third  of  that.  When  you  strip  out  those  items,  our  performance  in 
administration  is  about  5  percent,  roughly  the  same  as  Canada's,  if 
you  exclude  the  expenses  of  utilization  reviews,  which  is  not  a  fea- 
ture of  Canada's  health  system.  For  every  dollar  we  spend  on  utili- 
zation review,  we  reduce  medical  claims  by,  on  average,  $10. 

Indeed,  if  you  look  broadly,  for  any  industry  in  the  country,  a 
central  government  monopoly  would  avoid  the  costs  that  accompa- 
ny competition  and  choice,  and,  in  the  short  run,  costs  would 
appear  lower.  In  the  long  run,  without  the  threat  of  competition, 
public  plans  become  inefficient  and  unwilling  to  innovate. 

This  Nation  can  contain  costs,  while  maintaining  quality.  By  in- 
telligently managing  the  delivery  of  health  care,  the  private  sector 
has  made  major  strides  in  applying  managed  care  techniques.  Gov- 
ernment can  help  the  private  sector  through  its  support  of  out- 
comes research  and  by  managing  care  in  government  health  care 
plans,  and  we  in  the  insurance  industry  must  do  our  part  on 
access. 

We  have  recently  put  forward  a  proposal  to  make  employer  cov- 
erage more  accessible  to  small  employers,  where  some  of  the  prob- 
lems of  access  and  availability  do  exist.  At  the  same  time,  the 
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public  sector  must  acknowledge  its  obligations  to  provide  assistance 
to  those  who  cannot  afford  to  purchase  their  own  coverage. 

In  closing,  we  in  the  United  States  have  the  resources  and  the 
imagination  to  improve  our  system.  The  answers  lie  within,  not  to 
the  north. 

Mr.  Chairman,  I  thank  you  for  this  opportunity  and  I  would  be 
happy  to  assist  you  and  your  colleagues  in  any  way  as  you  begin  to 
debate  this  complex  issue. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  EDMUND  F.  KELLY 
AETNA  LD7E  AND  CASUALTY  COMPANY 


Good  Afternoon  Mr.  Chairman. 

My  name  is  Edmund  F.  Kelly,     Group  Executive,  and  the  senior 
executive  responsible  for  health  plans  at  Aetna  Life  and 
Casualty. 

I  welcome  this  opportunity  to  share  some  thoughts  on  the 
relevance  of  Canada's  Health  Insurance  plan  to  the  health 
care  problems  facing  the  U.S.   today.     We  at  Aetna  have  been 
working  diligently  to  develop  responsible  solutions  to  these 
problems . 

As  head  of  a  private  health  insurance  company,  I  will  confess 
at  the  outset  my  lack  of  enthusiasm  for  Canada's  health  plan. 
After  all,  Canada  has  ruled  out  any  role  for  private 
insurers.     However,  my  testimony  today  is  not  that  narrow: 
Rather  it  is  based  on  a  conviction  that,   in  addressing 
problems  of  cost,  access,  and  quality,   the  United  States  can 
do  better  than  the  wholesale  adoption  of  our  northern 
neighbor's  approach.     Through  careful  and  informed 
deliberations  such  as  these,   I  believe  we  can  develop 
responsible  ways  to  improve  on  our  health  care  financing  and 
delivery  system  to  assure  that  all  Americans  have  access  to 
high-quality,  affordable  care. 

At  a  minimum,  examining  the  experience  of  Canada  may  help  us 
avoid  an  ill-advised  dismantling  of  our  privately 
administered  health  benefit  plans.     We  have  had  longstanding 
interest  in  other  nations'  health  care  system,  reflecting  our 
initial  attraction  to  their  apparent  advantages  and  a 
tendency  to  undervalue  the  strengths  of  our  own  system.  More 
than  a  decade  ago,  reformers  were  enthralled  with  the  charms 
of  the  United  Kingdom's  National  Health  Service.  Those 
charms  have  faded,  and  after  living  the  first  half  of  my  life 
under  that  system,  I  can  appreciate  why.     We  have  had  a  more 
recent  attraction  with  Canada  which  seems  largely  to  be  on 
the  wane,  but  Germany  seems  to  have  taken  its  place. 

A.  THIRTY  YEARS  AGO,  CANADA  FACED  A  DIFFERENT  PROBLEM 

Canada  Needed  To  Spend  More:     Before  I  address  the  Canadian 
experience  in  the  context  of  America's  future,  I  want  to 
highlight  a  fundamental  distinction  between  the  two  systems. 
Canada  developed  its  system  in  the  1950s,  when  the  principal 
problem  for  Canadians  was  not  that  they  spent  too  much  on 
health  care,  but  that  they  spent  too  little.  In  the  1950s, 
many  of  Canada's  provinces  lacked  even  the  infrastructure  for 
primary  health  care,  and  only  a  small  percentage  of  the 
population  was  insured.     There  was  a  recognized  need  among 
Canadian  experts  that  more  -  -  not  less     -  -  needed  to  be  spent 
on  health  care.    After  considerable  debate,  Canada  concluded 
that  a  national  health  insurance  program  would  not  only 
promote  access ,  but  would  quickly  increase  spending  -  -  and 
thereby  develop  the  health  care  infrastructure. 

The  United  States  Needs  To  Spend  More  Intelligently:  By 
contrast,  the  U.S.  now  finds  itself  in  very  different  circum- 
stances.    The  U.S.  medical  infrastructure  is  second- to-none 
in  size,  scope,  and  quality.     Nearly  90%  of  the  U.S. 
population  has  access  to  the  best  health  care  in  the  world 
through  coverage  provided  by  private  and  public  sector  plans. 
Although  access  to  care  for  the  remainder  continues  to  be  a 
significant  concern,  we  now  face  a  very  different  problem: 
how  best  to  manage  the  cost  of  health  care  while  preserving 
the  essential  elements  of  our  sophisticated  medical  care 
system.     I  believe  we  can  and  must  meet  this  challenge. 

Fundamental  Differences  Between  the  Two  Nations:  Canada's 
choice  to  place  responsibility  for  providing  health  care  with' 
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the  government  reflects  fundamentally  different  views  of  the 
appropriate  role  for  government.     These  differences  are 
succinctly  captured  in  the  origins  of  the  two  nations.  While 
the  American  revolution  was  fought  to  assure  "life,  liberty, 
and  the  pursuit  of  happiness,"     in  Canada  the  confederation 
of  provinces  was  undertaken  to  achieve  "peace,  order,  and 
good  government . " 

The  Canadian  government  not  only  finances  health  care  for  all 
but  over  the  years  has  developed  an  elaborate  social  welfare 
state.     Government  programs  essentially  provide  guaranteed 
minimum  income,  extensive  unemployment  benefits,  mandatory 
and  contributory  pensions,  and  payment  of  most  post- secondary 
education  expenses.    As  Prof.  Marmor  has  written  in  another 
context,  public  opinion  has  been: 

. . .  more  supportive  of  state  action  in  Canada  than  in 
the  United  States.     This  support  appears  to  underlie  not 
just  the  typical  earlier  enactment  of  policy  in  Canada, 
but  also  in  subsequent  changes  . . . 

Canadians  prefer  a  larger  role  for  government,  not  only  in 
social  welfare  programs  such  as  medical  care,  but  in  spheres 
regarded  as  the  domain  of  the  private  sector  in  the  U.S.  In 
1982,  25  of  the  top  400  industrial  firms  in  Canada  were 
controlled  by  the  federal  or  provincial  governments  as  were 
nine  of  the  top  25  financial  institutions. 

B.  AETNA'S  VISION  FOR  AN  IMPROVED  HEALTH  CARE  SYSTEM 

In  presenting  the  Committee  my  appraisal  of  the  Canadian 
health  care  system,   I  begin  with  our  nation's  three  primary 
goals  for  health  care  reform.     Goals  that  we  all  share.  They 
include  affordable  costs  for  appropriate  care,  expanded 
access,  and  enhanced  quality. 

First,  controlling  health  care  costs  requires  that  we  manage 
care  aggressively  and  give  consumers  the  opportunity  to 
purchase  high-quality,  cost-effective  health  services. 

Second,  expanding  access  requires  that  government  and  private 
sectors  each  fulfill  their  separate  responsibilities.  The 
public  sector  should  assure  that  those  unable  to  afford 
coverage  nonetheless  enjoy  access  to  care.     The  private 
sector  should  make  coverage  available  to  those  who  can  afford 
insurance . 

Third,  improving  quality  requires  that  we  maintain  the 
current  incentives  for  innovation  and  continue  to  provide  our 
citizens  choice. 

C.  CONTROLLING  COSTS:  MANAGE  CARE  AGGRESSIVELY 

Canada  Also  Faces  A  Cost  Problem:  The  impression  that  Canada 
has  been  more  successful  in  controlling  health  care  costs 
seems  to  arise  from  the  well-publicized  fact  that  health  care 
spending  in  Canada  accounts  for  a  smaller  share  of  GDP  than 
in  the  U.S.     For  example,   in  1987  health  spending  in  Canada 
accounted  for  only  8.7%  of  GDP  compared  with  11.2%  in  the 
United  States. 

The  apparently  lower  level  of  health  care  spending  does  not, 
however,   indicate  that  Canada  has  found  the  key  to  limiting 
health  care  spending.     Recent  analysis  by  the  Health 
Insurance  Association  of  America  (HIAA)  demonstrates  that 
health  spending  growth  trends  on  a  per  capita  basis  in  the 
U.S.  and  Canada  have  been  virtually  identical  for  three 
decades  --  about  4  percent  after  adjusting  for  different 
inflation  rates. 

Despite  comparable  rates  of  growth  in  per  capita  spending, 
health  care  consumes  a  smaller  share  of  Canada's  gross 
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domestic  product  (GDP)  because  her  economy  has  grown  more 
rapidly.     If  the  overall  U.S.  economy  had  expanded  at 
Canada's  rate  of  growth  over  the  1975-1987  period  U.S.  health 
spending  in  1987  would  have  been  10.5%  of  GDP  instead  of 
11.2%. 

Another  complicating  factor  is  the  two  nations'  differing 
demographic  make-ups.     One  study  suggests  that  health 
spending  equal  to  about  one -half  of  one  percentage  point  of 
GDP  is  attributable  solely  to  an  older  U.S.  population. 

Finally,  while  Canada  spends  less  on  health  care  per  capita 
than  the  U.S.,  the  difference  cannot  be  fairly  attributed  to 
differences  in  health  care  systems.  A  we 11 -documented 
analysis  in  the  journal  Health  Affairs  provides  a  plausible 
explanation:  as  nations  become  more  prosperous,  they  tend  to 
spend  proportionally  more  on  health  care.     In  effect,  our 
higher  health  care  spending  reflects  our  prosperity. 

Canada  Uses  Crude  Tool  To  Address  Cost  Problem:  Canada,  or 
any  other  government  responsible  for  its  nation's  health  care 
budget,  can  cut  health  care  spending,  so  long  as  there  is 
support  for  the  policy.     The  difficulty  lies  in  controlling 
costs  for  unnecessary  care,  without  impairing  access  to 
appropriate  services. 

The  Canadian  system  --  indeed,  any  national,  centrally- 
planned  approach  to  financing  --  has  few  options  available  to 
control  costs.     Lacking  competitive  pressures  on  the  part  of 
providers  and  patients  to  provide  and  expect  only  appropriate 
care  delivered  in  efficient  settings,  Canada  simply  sets  an 
arbitrary  limit  on  total  payments.     Lacking  the  mechanisms  to 
make  the  difficult  choices  of  determining  what  care  is  neces- 
sary and  appropriate,  Canada's  budget- imposed  limits  produce 
unpredictable  patterns  of  care. 

National  health  systems,  like  Canada's,  cannot  easily  provide 
individuals  incentives  to  consider  the  tradeoffs  in  medical 
care.     In  such  systems,  patients  receive  no  benefit  from 
choosing  health  plans  which  encourage  appropriate  care  or 
providers  offering  services  at  low  cost.  Providers  have  few 
incentives  to  provide  care  efficiently.     Costs  continue  to 
skyrocket. 

Our  nation  is  not  likely  to  accept  such  arbitrary  limits. 
Simply  reducing  provider  payments  has  been  acceptable  in  the 
Medicare  program  only  because  providers  have  been  able  to 
shift  unpaid  expenses  for  government  patients  to  the  private 
sector.     Along  with  many  others,   I  believe  this  nation  will 
support  health  care  cost  control  based  on  delivery  of  neces- 
sary and  appropriate  care  in  cost-effective  settings. 
Therefore,   in  assessing  various  reform  plans,  my  principal 
criterion  would  be  the  plan's  ability  to  continue  to 
encourage  development  of  managed  care. 

U.  S.  Encourages  Innovative  Cost -Management  Techniques:  Like 
Canada,   the  United  States  faces  a  serious  challenge  to 
contain  health  care  costs.       But,  unlike  Canada,  our  private 
sector  approach  has  spawned  a  wide  array  of  sophisticated 
methods  to  control  these  costs.     In  general,   these  approaches 
have  in  common  the  purchase  of  necessary  services  from 
efficient  providers. 

Incorporating  managed  care  into  private  health  plans  will 
lead  to  a  higher  standard  of  medical  practice  which  means 
higher  quality  care  for  patients  and  more  efficient  use  of 
our  health  care  resources.     Through  managed  care,  carriers 
will  increase  physicians'  awareness  of  the  latest  research  on 
appropriate  treatments  and  encourage  them  to  incorporate  this 
new  knowledge  into  their  practice.      Health  care  quality  will 
be  improved  as  the  number  of  unnecessary  procedures,  which 
account  for  15%  of  medical  costs,  are  reduced.     Costs  will 
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also  be  reduced  through  incentives  to  perform  needed  care  in 
the  most  cost-effective  manner. 

It  is  no  accident  that  the  concept  of  managed  care  originated 
in  the  United  States  --rather  than  in  Canada  or  another 
nation  with  a  centrally-controlled  health  plan.  The 
incentives  of  a  private  sector  health  benefits  system  have 
been  essential  to  the  development  of  new  and  innovative 
approaches  to  managed  care.     In  the  U.S.,  employees, 
employers  and  providers  can  gain  from  accepting  constraints 
on  medical  services  through  managed  care.     Employees'  out-of- 
pocket  costs  for  coverage  can  be  reduced  or  they  can  receive 
added  benefits;  employers'  plan  costs  can  be  lowered; 
efficient  providers  will  attract  more  enrolles .     Over  time, 
cost  growth  will  moderate. 

Ironically,  systems  such  as  the  U.K.'s  national  health 
service,  have  sought  managed  care  expertise  in  the  U.S.  to 
cope  with  the  inefficiencies  that  have  inevitably  developed 
as  a  result  of  central  government  control. 

Administrative  Cost  Comparisons  Are  Misleading:     In  comparing 
the  U.S.  and  Canadian  experiences,  many  critics  of  the  U.S. 
health  care  system  conclude  that  private  administration  of 
health  benefits  is  inefficient.     A  casual  analysis  might 
support  this  view  because  in  the  short  run,     private  systems' 
administrative  costs  exceed  those  of  public  sector  programs. 
For  example,  the  Health  Care  Financing  Administration 
estimates  that  the  administrative  costs  of  private  health 
benefits  run  about  10%  or  11%  of  total  health  care  costs.  If 
true,  this  is  much  higher  than  the  administrative  costs  of  a 
national  health  system,  such  as  Canada,  where  administration 
is  said  to  account  for  less  than  2%  of  program  costs. 

A  more  thorough  analysis,  however,  suggests  that  the 
difference  in  administrative  costs  between  the  two  nations  is 
considerably  smaller  than  it  appears.     My  understanding  is 
that  in  determining  the  administrative  expenses  of  national 
health  plans,  analysts  typically  include  only  claims 
processing  costs,  and  exclude  other  costs.     If  appropriate 
adjustments  were  made  for  several  costs,  much  of  the 
difference  between  the  two  approaches  would  disappear.  These 
adjustments  include: 

c  Profits  and  Taxes.  Profits  and  taxes  represent  about  one- 
third  of  administrative  costs.     Private  plans'  earnings 
explicitly  pay  for  the  use  of  capital  through  profits  and 
their  taxes  support  other  government  programs.  A 
government  plan  pays  for  capital  through  debt  service 
totals  --  amounts  not  usually  factored  into  administrative 
costs. 

c  The  Zcsz  oz  y.ar.azir.;  Tare       Kar.aged  care  trcgrs^is  require 
specialized  personnel  to  assess  the  appropriateness  of 
medical  care. 

Aetna's  on-site  concurrent  review  program 
reduces  benefit  payments  by  $9  for  every  so- 
called  "administrative"  dollar  spent. 

Similarly,  every  dollar  spent  to  assure  the 
necessity  of  inpatient  hospital  visits  lowers 
costs  by  about  $11. 

Other  companies  report  similar  results.  Active 
management  of  care  --  such  as  provided  by  a 
staff -model  HMO  --  can  not  only  reduce  costs, 
but  also  slows  the  annual  growth  in  costs. 


The  Cost  of  Choice.  To  provide  U.S.  citizens  with  a  choice 
of  health  care  providers,  plans,  and  treatments,   the  private 
sector  invests  in  innovation.     A  Canada-like  plan,  with  its 
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'one-size-fits-all'  approach  may  incur  somewhat  lower  costs 
but  at  the  considerable  price  of  stagnation  and  uniformity. 

Centrally  controlled  health  care  systems  avoid  the  expenses 
necessary  to  provide  consumers  with  choice.     By  contrast, 
privately  administered  plans  must  meet  ever-changing 
consumer  demands  for  value  and  service  in  order  to  survive. 
Government  plans  don't  face  this  pressure  with  predictable 
results.     I'll  illustrate  with  an  example  from  another 
industry.     For  years,  West  Germany  manufactured  Volkswagens, 
Mercedes  and  BMWs,  which  offered  consumers  a  wide  range  of 
choice.     The  East  German  manufacturer,  TRABANT,  offered  few 
choices  but  as  a  government-controlled  industry,  had  very 
low  R&D  and  marketing  overhead  unlike  the  West  German  auto 
makers.     Even  with  such  a  price  advantage  consumers  were  not 
at  all  drawn  to  the  TRABANT. 

In  the  aggregate,  and  without  making  any  adjustment  for  the 
savings  of  managed  care,  Aetna's  expenses  for  administering 
group  health  benefits,  after  deducting  taxes  and  profit,  are 
around  5.5%.     Obviously,  allowing  some  credit  for  savings  in 
medical  care  expenses  from  managed  care  would  further  lower 
the  percentage. 

In  assessing  the  appropriateness  of  this  figure,   it  is 
essential  that  it  be  placed  in  context.     It  is  considerably 
lower  than  the  overhead  of  our  customers.  Administrative 
overhead  averages  16%  of  revenues  for  the  S&P  500  and  19%  for 
the  manufacturing  sector.     On  balance,  I  believe  the  facts 
demonstrate  that  private  health  care  is  run  very  efficiently. 


D.  ASSURING  ACCESS:  ACKNOWLEDGE  JOINT  RESPONSIBILITY 

Turning  now  to  the  second  element  of  my  vision,  I  agree  with 
Professor  Marmor  and  others  who  point  out  that  Canada  has 
succeeded  in  providing  universal  access  to  basic  health  care 
to  its  citizens.     However,  I  also  believe  that  Canada's 
approach  has  required  sacrifices  in  innovation,  choice,  and 
access  to  more  sophisticated  medical  services.     In  the  United 
States,  we  have  both  the  resources  and  imagination  to  improve 
our  present  complementary  private/public  financing  arrange- 
ments to  expand  access  to  all  Americans  -  -  and  maintain 
innovation,  choice,  and  full  access. 

Canadian  Approach  Likely  To  Disadvantage  The  Poor:  Financing 
a  Canadian  system  through  the  Federal  budget  process  would 
dramatically  alter  budget  politics,  to  the  likely  detriment 
of  the  nation's  disadvantaged.    Adding  a  $250  billion  program 
to  the  federal  budget  for  universal  health  coverage  -- 
however  financed  -  -  would  create  a  huge  domestic  program 
benefitting  primarily  middle  and  upper  income  citizens. 
While  opposing  higher  taxes  in  general,  constituents  would 
nevertheless  pressure  Congress  to  maintain  their  accustomed 
access  to  sophisticated  medical  care.      Over  time, 
maintaining  funding  for  a  national  health  scheme  would  tend 
to  "crowd  out"  funding  for  other  Federal  programs,  many  of 
which  benefit  the  disadvantaged. 

The  nation's  experience  with  placing  an  entitlement  for  the 
middle  class  in  the  federal  budget  supports  this  scenario. 
As  Medicare  and  Social  Security  have  grown,  Medicaid  has 
shrunk  --  to  the  point  where  less  than  40%  of  the  poor  are 
covered.     Instead  of  expanding  federal  obligations  for  the 
non-poor,  the  nation  would  be  better  served  if  the  public 
sector  assured  that  health  care  was  available  to  those  unable 
to  pay. 

Central  Budgeting  Impedes  Access  To  Needed  Services  Canada's 
reliance  on  the  budget  to  control  costs        rather  than 
emphasis  on  incentives  for  appropriate  and  efficient  care  -- 
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has  resulted  in  a  mismatch  of  services  and  needs. 

°        Canadian  patients  requiring  scarce  specialized  services 
experience  long  waits. 

Advanced  medical  technology,  such  as  sophisticated 
open  heart  surgery  units  and  lithotriptors  are 
scarce  in  Canada,  relative  to  the  U.S.  Increasing 
waiting  times  has  been  the  result.     For  example, 
In  1989,  candidates  for  coronary  artery  bypass 
procedures  in  Toronto  waited  six  to  nine  months 
for  surgery.     Last  year,  half  of  lithotripsy 
patients  at  Buffalo  General  Hospital  came  from 
Ontario  where  its  only  lithotripsy  unit  could  not 
meet  the  needs  of  all  patients  with  kidney  stones. 

°        Meanwhile,  Canada's  average  length  of  hospital  stay  is 
substantially  longer  than  for  patients  in  the  U.S. 
(11.2  days  vs.  6.5  days) . 

Bear  in  mind  that  this  unnecessary  use  of  inpatient 
care  has  several  costs  to  Canadians: 

°        Increased  likelihood  of  hospital-borne  infection;  and 

Inefficient  use  of  health  care  resources. 

The  apparent  contradiction  of  scarce  technology  and  plentiful 
resources  for  routine  hospitalization  underscores  the 
peculiar  and  haphazard  reactions  of  a  complex  medical  care 
system  to  mechanically-derived,  aggregate  budgets. 

Improving  Quality:  Maintain  Choice 

Finally,   I  believe  that  continued  improvements  in  the 
delivery  of  medical  care  are  possible  only  in  a  system  which 
preserves  freedom-of -choice .     In  my  view,  the  greatest 
limitation  of  systems  such  as  Canada's  is  their  inability  to 
provide  meaningful  incentives  to  demand  and  provide  high- 
quality  care.     Rather  than  continually  striving  to  provide 
optimal  care  to  all  patients,  such  systems  settle  for  meeting 
basic  health  care  needs.  Without  choice,  patients  and 
providers  alike  grow  complacent.  The  American  people  prefer 
private  sector  approaches  for  a  reason:  the  products  must 
stand  the  test  of  the  marketplace.     Excellence  and 
responsiveness  are  rewarded.     In  short,  this  nation's 
expectations  for  quality  health  care  would  not  be  satisfied 
by  a  system  that  features  long  waits  for  some  services  and 
provides  others  at  a  limited  number  of  locations  which 
requires  patients  to  travel  hundreds  of  miles. 

Government  Control  Stifles  Innovation:     Canada's  centralized 
health  budget  process  treats  inefficient  and  efficient 
providers  alike,  thereby  penalizing  well  managed  providers 
and  rewarding  inefficient  providers.  With  no  incentive  to 
seek  out  efficient  providers  or  choose  a  package  of  benefits 
appropriate  to  their  lifestyle  or  health  status,  patients 
have  no  incentive  to  be  judicious  in  their  use  of  health  care 
services.     The  incentives  to  manage  care  are  minimal. 

Freedom  To  Choose  Encourages  Quality:     In  the  United  States, 
providers  and  insurers  compete  to  provide  the  best  quality 
care  or  most  appropriate  and  cost-effective  package  of 
benefits.     With  consumers  free  to  choose  providers  and 
insurers,  the  competition  is  keen.    As  a  result,  considerable 
time  and  energy  are  spent  on  devising  innovative  approaches 
to  improve  the  quality  of  care  in  the  United  States,   from  new 
technologies  to  new  approaches  to  manage  care  effectively. 
Without  the  pressures  inherent  in  a  market-oriented  approach, 
this  drive  to  innovate  would  atrophy  --  with  an  inevitable 
diminution  in  quality  of  care. 
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Crude  Health  Data  Indices  Cannot  Easily  Measure  Quality:  A 
frequent  observation  by  U.S.  health  system  critics  is  that 
the  U.S.  pays  more  but  gets  less.     These  critics  often  cite 
infant  mortality  and  life  expectancy  data  to  support  their 
claim  that,  for  all  its  spending  on  advanced  technology,  the 
U.S.  system  does  not  achieve  outcomes  comparable  to  other 
industrial  nations  which  spend  less . 

Using  such  crude  measures  clouds  the  health  care  quality 
issue  with  important,  but  unrelated,  problems.     I  do  not 
believe  the  continuing  differences  between  this  nation's  key 
health  indices  and  Canada's  can  be  cited  to  support  the 
contention  that  our  medical  care  delivery  system  is  funda- 
mentally flawed.     These  differences  cannot  be  attributed 
solely  or  primarily  to  the  differences  in  either  medical  care 
or  medical  financing  between  the  two  countries. 

Our  medical  care  for  newborns  is  first  rate.    The  technology 
available  in  neonatal  intensive  care  units  achieves  the 
highest  success  rates  for  high  risk  infants  of  any  nation. 
Our  high  infant  mortality  reflects  the  fact  that  more  high 
risk  infants  are  born  in  the  United  States  than  in  any  other 
country.     Neonatal  specialists  have  clearly  linked  these  high 
risk  deliveries  to  social  factors,  particularly  drug  use  and 
maternal  nutrition,  and  not  to  medical  care.     While  one  can  - 
-  in  fact  should  --  argue  that  these  causes  demand  attention, 
one  cannot  fairly  relate  infant  mortality  principally  to  any 
inadequacy  of  the  medical  care  system. 

In  addition,  many  of  the  benefits  of  health  care  do  not 
appear  in  simple  measures  of  health  care  outcomes  such  as 
mortality  and  morbidity;  instead,  they  manifest  themselves  as 
improvements  in  quality  of  life. 

°         For  example,  coronary  artery  bypass  surgery  isn't 
always  performed  to  save  a  life.  Sometimes  it 
only  relieves  the  excruciating  pain  of  angina. 
While  not  a  benefit  that  can  be  easily  measured, 
who  would  argue  that  it  is  without  value? 

°         Cataract  lens  procedures  eliminate  cloudy  vision, 
and  restore  the  beauty  of  sight.    While  lens 
procedures  may  increase  productivity  for  some, 
patients  are  not  likely  to  live  longer  lives  -- 
only  lead  more  enjoyable  lives. 


F.      AN  ACHIEVABLE  AGENDA  FOR  THE  1990S 


Rather  than  consider  solutions  appropriate  for  Canada  30 
years  ago,  this  country  must  look  ahead  to  the  challenges  of 
managing  a  complex  health  care  system.     The  problems  inherent 
in  Canada    --  lack  of  managed  care,  limits  on  services,  and 
reduced  innovation,  among  others  --  render  it  an 
inappropriate  model  for  the  U.S..     I  believe  that  we  can  do 
better  than  replicating  approaches  of  the  other  countries  and 
that  through  the  kind  of  debate  this  Committee  is  encourag- 
ing, we  can  discover  ways  to  preserve  the  considerable 
benefits  of  our  medical  care  system  and  assure  coverage  for 
all  Americans . 

I  would  like  to  offer  the  Committee  a  possible  reform  agenda, 
drawing  from  the  five -part  plan  developed  by  the  Health 
Insurance  Association  of  America,  which  reflects  the  philoso- 
phies of  managed  care,  joint  public  and  private 
responsibility  to  provide  health  care  coverage,  and  choice. 


Control  Costs  through  Managed  Care    Control  of  health  care 
costs  can  be  achieved  by  making  managed  care  a  part  of  every 
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employers'  health  benefit  plan.     The  private  sector  is 
already  well  on  the  way  towards  this  goal.     The  public  sector 
is  only  starting.     It  is  estimated  that  already  at  least  two- 
thirds  of  all  employees  in  employer- sponsored  health  plans 
are  in  a  plan  that  incorporates  some  type  of  managed  care. 
Despite  this  encouraging  sign  of  progress,  these  private 
sector  plans  need  more  information  about  medical 
appropriateness  which  can  only  come  through  careful  data 
analysis . 

Government  can  assist  managed  care  development  through 
continued  support  for  outcomes  research  and  by  increasing  its 
reliance  on  managed  care  in  its  health  care  financing  and 
delivery  programs.     Continued  price  setting  by  the  Medicare 
and  Medicaid  programs  results  in  simple  cost-shifting  by 
providers  to  their  private  patients,  with  no  net  social 
savings.     Re-focusing  federal  health  resources  on  low- income 
individuals  --  such  as  by  income -relating  Medicare  --  would 
free  up  resources  to  pay  providers  fair  rates. 


Expand  Access  With  Joint  Public/Private  Initiatives    As  I 
mentioned  at  the  outset,  the  private  and  public  sector 
partnership  already  provides  health  benefits  to  almost  90%  of 
the  nation's  population.     For  those  unfortunate  few  without 
coverage,  I  believe  the  solution  remains  a  joint 
private/public  responsibility. 

The  private  sector  must  assure  that  coverage  can  be  purchased 
by  anyone  with  the  means  to  pay.    Toward  this  end,  the 
insurance  industry  has  recently  completed  a  proposal  that, 
when  adopted  by  states,  will  make  employer  coverage  more 
accessible  to  small  employers  --  where  the  serious  problems 
with  availability  of  coverage  exist.     The  practices  of  the 
past  ten  years  have  reduced  availability  of  coverage  in  this 
market  and  the  proposed  reforms  will  impose  new  rules  that 
would  make  coverage  available  to  all  small  employers  and 
protect  them  from  extraordinary  rate  increases. 

At  the  same  time,  the  public  sector  must  acknowledge  its 
obligation  to  provide  assistance  to  those  who  cannot  be 
expected  to  purchase  their  own  coverage.     The  government  must 
restore  the  promise  of  Medicaid  by  extending  coverage  to  all 
those  below  poverty.  Rates  must  be  set  at  competitive  levels. 

Assure  Quality  By  Maintaining  Choice  As  A  Centerpiece  of 
Reform    A  market  orientation,  as  characterized  by  consumer 
choice,  remains  the  most  effective  way  to  assure  continued 
development  of  high-quality,  innovative  health  care 
technology  and  delivery  systems.    As  we  enter  a  period  of 
dramatic  changes  in  the  manner  in  which  care  is  delivered,  it 
is  critical  that  we  retain  our  ability  to  develop  ideas  and 
respond  to  new  challenges. 

Although  faced  with  serious  problems,  private  and  public 
sector  plans  provide  the  highest  quality  health  care  to  90% 
of  our  citizens.     We  must  not  lose  sight  of  this  major 
achievement,  while  taking  the  necessary  steps  to  reach  the 
remaining  10%.     Besides  jeopardizing  the  health  care  for  our 
citizens,   ill-considered  actions  would  have  serious 
consequences  for  the  8  million  employees  of  the  health  care 
sector  of  our  economy. 

In  closing,  I  would  like  to  thank  the  Committee  for  offering 
me  this  opportunity  to  comment  on  the  important  issues  facing 
the  nation's  health  care  system  and  to  extend  a  sincere  offer 
to  assist  you  and  your  colleagues  in  any  way  possible  as  you 
begin  to  debate  the  tough  issues  before  you.     Thank  you. 
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Chairman  Rostenkowski.  Thank  you,  Mr.  Kelly. 
Mr.  Iglehart. 

STATEMENT  OF  JOHN  K.  IGLEHART,  NATIONAL 
CORRESPONDENT,  THE  NEW  ENGLAND  JOURNAL  OF  MEDICINE 

Mr.  Iglehart.  Thank  you,  Mr.  Chairman  and  committee  mem- 
bers. I  am  John  Iglehart,  and  I  am  the  national  correspondent  of 
the  New  England  Journal  of  Medicine  and  editor  of  Project  Hope's 
quarterly  journal,  Health  Affairs. 

I  was  asked  today  to  speak  about  the  German  health  care 
system.  I  conducted  research  on  that  system  in  connection  with  my 
responsibilities  for  the  New  England  Journal.  Over  the  last  decade, 
I  have  written  extensively  about  the  health  care  systems  of 
Canada,  Japan,  the  United  Kingdom,  and  Germany,  as  well  as  the 
major  health  policy  issues  facing  the  United  States. 

The  views  that  I  express  today  are  my  own  and  not  those  of  the 
journal.  Health  insurance  programs  reflect  the  cultural  beliefs,  po- 
litical priorities  and  medical  imperatives  of  the  countries  in  which 
they  evolve.  Across  a  continuum  that  features  more  or  less  reliance 
on  government  or  private  mechanisms,  most  western  countries 
have  concluded  that  the  uncertain  financial  consequences  of  illness 
should  be  borne  by  societies,  not  individuals. 

That  is  certainly  the  case  in  Germany,  which  provides  all  of  its 
citizens  with  access  to  medical  care,  regardless  of  their  ability  to 
pay,  and  charges  them  very  little  directly  in  copayments  and  de- 
ductible amounts.  On  the  other  hand,  Germany  has  an  outstanding 
record  in  constraining  the  total  growth  of  its  medical  care  expendi- 
tures. 

The  system  I  will  discuss  is  that  of  West  Germany.  This  plan  has 
operated  in  Germany  for  more  than  100  years.  Following  World 
War  II,  the  political  and  social  systems  of  East  Germany  and  West 
Germany  diverged.  East  Germany's  system  evolved  as  a  state-spon- 
sored national  health  insurance  plan  that  was  highly  centralized 
and  based  upon  large  clinics  and  state-owned  hospitals  staffed  by 
employed  physicians. 

With  unification  of  the  two  countries  last  October,  Germany 
made  a  decision  that  the  West's  health  insurance  plan  should  be 
extended  to  the  East  as  rapidly  as  financial  and  human  resources 
will  permit.  Among  industrialized  countries,  West  Germany's 
health  insurance  system  achieved  the  most  impressive  record 
during  the  1980s  of  moderating  the  growth  of  its  medical  expendi- 
tures. 

Between  1980  and  1987,  the  growth  of  West  Germany's  health 
expenditures  came  closest  to  equaling  the  growth  of  its  national 
economy.  The  differential  annually  was  about  3  percent.  Among 
major  industrialized  countries,  the  disparity  between  these  two 
measures  was  the  greatest  in  the  United  States,  and  averaged  an- 
nually about  33  percent  per  year  more  health  spending  growth 
than  growth  of  the  national  economy. 

The  essence  of  Germany's  successful  scheme  is  a  blend  of  govern- 
ment-mandated financing  by  employers  and  employees,  combined 
with  private  provision  of  care  by  fee-for-service  physicians  who  are 
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paid  through  negotiated  fees,  controlled  hospital  expenditures,  and 
administration  by  not-for-profit  insurance  organizations. 

These  organizations,  known  as  sickness  funds,  calculate  and  col- 
lect contributions  of  employers  and  employees,  each  which  pay  half 
of  the  premium.  In  effect,  this  contribution,  set  by  a  private  non- 
profit organization,  is  a  payroll  tax  that  is  deducted  from  an  em- 
ployee's paycheck.  An  employee's  contribution  is  a  fixed  percentage 
of  his  or  her  gross  income.  It  is  calculated  independent  of  the 
health  risk  presented  by  the  employee  and  the  employee's  depend- 
ents; thus,  the  contribution  does  have  some  redistributive  effects. 

The  sickness  funds  turn  over  this  revenue  to  regional  associa- 
tions of  physicians  that  reimburse  doctors  for  their  services  on  the 
basis  of  a  negotiated  fee  schedule.  The  role  that  these  regional  phy- 
sician associations  play  as  payer  is  unique  to  Germany.  All  ambula- 
tory-care physicians  must  belong  to  a  regional  association,  in  order 
to  bill  for  their  services.  Hospital-based  physicians,  who  are  on 
salary  for  the  most  part,  are  employees  of  the  owners  of  the  insti- 
tutions where  they  work.  Most  of  Germany's  hospitals  are  not-for- 
profit  institutions  and  are  owned  by  municipalities  or  religious  or- 
ganizations. 

Nations  do  not  borrow  other  nations'  social  systems,  because,  by 
and  large,  countries  operate  on  the  basis  of  different  values,  politi- 
cal priorities,  and  economic  circumstances.  But  the  examination  of 
the  health  care  systems  of  other  countries  can  derive  useful  lessons 
for  possible  adaptation  in  the  United  States.  On  the  other  hand, 
foreign  countries  can  and  do  learn  from  the  pluralistic  system  of 
the  United  States,  particularly  the  manner  in  which  it  has  experi- 
mented with  new  health-care  delivery  and  financing  modes  in  the 
1980s  through  various  managed-care  arrangements. 

I  would  identify  three  features  of  the  German  system  that  should 
be  examined,  I  believe,  in  greater  depth  by  American  policymakers 
who  are  concerned  about  the  rapid  growth  of  health  spending,  par- 
ticularly during  a  period  of  slow  economic  growth,  and  the  fact 
that  millions  of  Americans  remain  uninsured.  The  United  States  is 
the  outlier  among  industrialized  countries  in  failing  to  provide  fi- 
nancial protection  to  its  citizens  against  the  unpredictable  conse- 
quences of  illness. 

The  three  features  I  would  point  out  are: 

First,  the  allocation  of  health  care  resources  in  Germany  is 
driven  by  a  so-called  "income-oriented  expenditure  policy."  This 
policy,  crafted  in  1977  by  Parliament  and  still  in  place,  stipulates 
that  the  average  rate  at  which  employers  and  employees  contribute 
premium  income  to  sickness  insurance  funds  to  cover  the  medical 
expenses  of  their  members  should  not  rise  more  rapidly  than  the 
annual  average  increase  in  workers'  salaries  and  wages. 

Compliance  with  this  policy  is  not  dictated  by  Parliament,  but 
the  guidelines  that  are  established  every  year  to  maintain  a  stable 
relationship  between  the  growth  of  premium  income  and  workers' 
wages  are  an  important  influence  on  annual  negotiations  between 
physician  organizations,  medical  suppliers,  and  sickness  funds. 

The  conduit  through  which  the  "income-oriented  expenditure 
policy"  message  is  transmitted  every  year  is  the  Concerted  Action 
Conference  on  Health,  a  body  of  64  representatives  of  major  organi- 
zations in  the  German  systems  that  are  called  together  twice  a 
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year  by  the  Federal  Minister  of  Labor  and  Social  Affairs,  who 
chairs  the  meeting. 

Following  the  conference's  assimilation  of  the  latest  German 
health  cost  data  and  worker  income  trends,  which  is  provided  by 
the  ministry,  its  representatives  recommend  the  size  of  global  rate 
increases  in  the  compensation  of  dentists  and  ambulatory-care  phy- 
sicians and  the  percentage  cost  increases  of  pharmaceutical  prod- 
ucts and  hospital  expenditures.  You  might  look  at  it  as  something 
of  a  public-private  bully  pulpit,  if  you  will,  that  applies  pressure  on 
these  negotiations  which  go  on  every  year  and  are  key  to  trends  in 
terms  of  spending. 

The  second  feature  I  would  point  out  is  one  of  the  key  cost  con- 
trol tools  of  the  German  system.  It  is  an  expenditure  cap  on  the 
reimbursements  that  ambulatory-care  physicians  receive  for  the 
services  they  render.  The  cap  binds  the  relationship  between  the 
remuneration  received  per  service  and  the  number  of  services  ren- 
dered by  each  practitioner. 

In  other  words,  there  is  an  explicit  tradeoff  in  the  German 
system  that  is  maintained  between  service  utilization  and  individ- 
ual reimbursement  amounts  that  doctors  receive  per  service.  The 
higher  the  volume,  the  lower  the  payment  per  claim;  the  lower  the 
volume,  the  higher  per  payment  per  claim.  As  a  consequence,  phy- 
sicians do  not  know  exactly  how  much  they  will  be  reimbursed  for 
each  individual  claim.  Although  this  feature  has  clearly  con- 
strained the  growth  of  ambulatory-care  physician  incomes,  German 
doctors  are  still  well-compensated,  when  compared  with  their  coun- 
terparts in  other  European  systems. 

Another  consequence  is  that  regional  associations  of  physicians 
have  a  strong  collective  incentive  to  monitor  the  practice  patterns 
of  their  physician  members.  Remember,  every  physician  must 
belong  to  one  of  these  associations. 

The  third  feature  I  would  point  out,  in  closing,  that  bears  watch- 
ing as  a  cost-containment  method,  is  a  new  pharmaceutical  pricing 
system  that  was  installed  in  1989.  Under  it,  three  classes  of  pre- 
scription drugs  are  to  be  established  for  the  purpose  of  determining 
sickness  fund  reimbursement  levels  for  pharmaceutical  products. 
Reference  prices  established  in  the  first  phase  were  set  at  the  level 
of  the  medium  price  of  the  generic  product  within  a  given  grouping 
of  drugs.  This  policy  left  pharmaceutical  companies  with  two  op- 
tions, either  lowering  the  prices  of  their  branded  products  which 
competed  against  generic  equivalents,  or  face  the  prospect  of  losing 
market  share. 

Reference  prices  established  in  the  first  phase  were  30  to  66  per- 
cent below  the  market  price  of  the  original  products.  Physicians 
have  maintained  their  discretion  to  prescribe  any  drug  under  the 
new  law,  but  responded  in  most  instances  in  Phase  I  by  prescribing 
generic  products,  rather  than  face  questions  from  their  patients 
who  are  concerned  about  paying  a  small  copayment  to  obtain  a 
higher-priced  branded  product. 

Since  1981,  the  share  of  the  entire  outpatient  drug  market 
claimed  by  generic  products  increased  from  7  to  22  percent,  while 
substantial  cost  savings  have  been  achieved  by  sickness  funds  in 
the  short  term  since  1989.  As  a  consequence  of  the  reference  drug 
price  systems,  the  impact  on  future  funding  levels  of  pharmaceuti- 
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cal  research  and  the  prices  of  original  products  not  subject  to  the 
reference  price  system  remain  uncertain. 

In  closing,  Mr.  Chairman,  I  would  commend  the  committee,  and 
you  as  its  Chairman,  for  taking  a  comprehensive  societal-wide  ap- 
proach to  the  problems  of  the  U.S.  health  care  system.  As  you  ex- 
amine the  systems  of  foreign  countries  and  the  way  in  which  they 
arrive  at  decisions,  one  thing  that  is  clear  is  that  all  of  them,  with 
the  exception  being  the  United  States,  do  take  a  societal-wide  ap- 
proach to  policymaking.  They  do,  in  their  calculations,  look  at  all 
of  the  citizens  within  that  society  and  decide  how  best  to  cover 
them  against  the  uncertain  consequences  of  illness. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  JOHN  K.  INGLEHART,  NATIONAL  CORRESPONDENT, 
THE  NEW  ENGLAND  JOURNAL  OF  MEDICINE 

My  name  is  John  K.  Iglehart.     I  am  the  national 
correspondent  of  The  New  England  Journal  of  Medicine  and  editor 
of  the  quarterly  policy  journal  Health  Affairs.     Mr.  Chairman  and 
members  of  the  House  Ways  and  Means  Committee,  I  am  pleased  to 
respond  to  your  invitation  to  testify  about  the  German  health- 
care system.     The  research  I  conducted  on  the  system  was  a  part 
of  my  responsibility  as  national  correspondent  of  The  New  England 
Journal  of  Medicine.     Over  the  last  decade,   I  have  written 
extensively  on  the  health-care  systems  of  Canada,  Japan,  the 
United  Kingdom  and  West  Germany,  as  well  as  the  major  health- 
policy  issues  facing  the  United  States.     This  work  has  been 
published  in  TNEJM .     The  views  I  express  today  are  my  own  and  do 
not  reflect  the  views  of  the  Journal . 

Health  insurance  programs  reflect  the  cultural  beliefs, 
political  priorities,  and  medical  imperatives  of  the  countries  in 
which  they  evolve.     Across  a  continuum  that  features  more  or  less 
reliance  on  government  or  private  mechanisms,  most  Western 
countries  have  concluded  that  the  uncertain  financial 
consequences  of  illness  should  be  borne  by  societies,  not 
individuals.     That  is  certainly  the  case  in  Germany,  which 
provides  all  of  its  citizens  with  access  to  medical  care 
regardless  of  their  ability  to  pay,  and  charges  them  very  little 
directly  in  copayments  and  deductible  amounts.     On  the  other 
hand,  Germany  has  an  outstanding  record  in  constraining  the  total 
growth  of  its  medical  care  expenditures. 

The  system  I  will  discuss  and  the  features  I  emphasize  are 
drawn  from  West  Germany's  health  insurance  plan.     This  plan  has 
operated  in  Germany  for  more  than  a  century.     Following  World  War 
II,  the  political  and  social  systems  of  East  and  West  Germany 
diverged.     East  Germany's  system  evolved  as  a  state-sponsored 
national  health  insurance  plan  that  was  highly  centralized  and 
based  around  large  clinics  operated  by  employed  physicians  and 
state-owned  hospitals.     With  unification  of  the  two  countries, 
Germany  made  a  decision  that  the  system  operated  in  the  West 
should  be  extended  to  the  East  as  rapidly  as  financial  and  human 
resources  will  permit. 

Among  industrialized  countries,  West  Germany's  health 
insurance  system  achieved  the  most  impressive  record  during  the 
1980s  of  moderating  the  growth  of  its  medical  expenditures. 
Between  the  years  1980  and  1987,  the  growth  of  West  Germany's 
health  expenditures  came  closest  1987  to  equaling  the  growth  of 
its  national  income;  the  differential  averaged  three  percent. 
Among  major  industrialized  countries,  the  disparity  between  these 
two  measures  was  the  greatest  in  the  United  States.     U.S.  health 
spending  averaged  3  3  percent  more  per  year  between  1980  and  1987 
when  compared  with  the  growth  of  the  national  economy. 

In  1989,  Germany  reported  spending  8.2  percent  ($1232  per 
capita)  of  its  Gross  Domestic  Product  (GDP)   for  health  care, 
while  the  United  States  reported  expenditures  totaling  11.8 
percent  of  its  GDP  ($2354  per  capita).     Other  major  western 
countries,  measured  in  comparable  fashion,  reported  the  following 
per-capita  health  spending  levels  in  1989  and  the  proportions  of 
their  GDP  that  such  spending  consumed:  Canada  $1,683  and  8.7 
percent;  Sweden  $1,361  and  8.8  percent;  France  $1,274  and  8.7 
percent;  Japan  $1035  and  6.7  percent,  and  the  United  Kingdom  $842 
and  5.8  percent. 

The  essence  of  Germany's  successful  scheme  is  a  blend  of 
government-mandated  financing  by  employers  and  employees, 
combined  with  private  provision  of  care  by  f ee-for-service 
physicians,  who  are  paid  through  negotiated  fees,  controlled 
hospital  expenditures  and  administration  by  not-for-profit 
insurance  organizations.     These  organizations,  known  as  sickness 
funds,  calculate  and  collect  the  contributions  of  employers  and 
employees,   each  which  pay  half  of  the  premium.     In  effect,  this 
contribution  is  a  payroll  tax  that  is  deducted  from  an  employee's 
paycheck.     An  employee's  contribution  is  a  fixed  percentage  of 
gross  income;  it  is  calculated  independent  of  the  health  risk 
presented  by  the  employee  and  the  employee's  dependents.  The 
contribution  thus  has  a  redistributive  dimension. 
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The  sickness  funds  turn  this  revenue  over  to  regional 
associations  of  ambulatory-care  physicians  that  reimburse  doctors 
for  their  services  on  the  basis  of  a  negotiated  fee  schedule. 
The  role  that  these  regional  physician  associations  play  as  payer 
is  unique  to  Germany.     All  ambulatory-care  physicians  must  belong 
to  a  regional  association.     Hospital-based  physicians,  who  are  on 
salary,  are  employees  of  the  owners  of  the  institutions  where 
they  work.     Most  of  Germany's  hospitals  are  operated  on  a  not- 
for-profit  basis  by  municipalities  and  religious  organizations. 

Nations  do  not  borrow  other  nations*  social  systems  because, 
by  and  large,  countries  operate  on  the  basis  of  different  values, 
political  priorities  and  economic  circumstances.     But  the 
examination  of  the  health-care  systems  of  other  countries  can 
derive  useful  lessons  for  possible  adaptation  in  the  United 
States.     On  the  other  hand,   foreign  countries  can  and  do  learn 
from  the  pluralistic  system  of  the  U.S.,  particularly  the  manner 
in  which  it  has  experimented  with  new  health-care  delivery  and 
financing  modes  in  the  1980s  through  various  managed-care 
arrangements . 

I  would  identify  three  features  of  the  German  system  that 
should  be  examined  in  greater  depth  by  American  policymakers  who 
are  concerned  about  the  rapid  growth  of  U.S.  health-care 
spending,  particularly  during  a  period  of  slow  economic  growth, 
and  the  fact  that  millions  of  Americans  remain  uninsured.  The 
United  States  is  the  outlier  among  industrialized  countries  in 
failing  to  provide  financial  protection  to  its  citizens  against 
the  unpredictable  consequences  of  illness. 

1.  The  allocation  of  health-care  resources  in  Germany  is 
driven  by  a  so-called  "income-oriented  expenditure  policy."  This 
policy,  crafted  initially  by  Parliament  in  1977  and  still  in 
place,  stipulates  that  the  average  rate  at  which  employers  and 
employees  contribute  premium  income  to  sickness  insurance  funds 
(to  cover  the  medical  expenses  of  their  members)   should  not  rise 
more  rapidly  than  the  annual  average  increase  in  workers'  wages 
and  salaries.     Compliance  with  this  policy  is  not  dictated  by 
Parliament,  but  the  guidelines  that  are  established  every  year  to 
maintain  a  stable  relationship  between  the  growth  of  premium 
income  and  workers'  wages  are  an  important  influence  on  annual 
negotiations  between  physician  organizations,  medical  suppliers 
(pharmaceuticals  and  devices)   and  sickness  funds. 

The  conduit  through  which  the  "income-oriented  expenditure 
policy"  message  is  transmitted  every  year  is  the  Concerted  Action 
Conference  on  Health,  a  body  of  64  representatives  of  major 
organizations  that  participate  in  Germany's  health-insurance 
scheme,   including  dentists,   employers,   hospitals,   labor  unions, 
pharmaceutical  manufacturers,   pharmacists,   physicians,  sickness 
funds  and  states.     The  conference  is  convened  twice  a  year  by  the 
federal  minister  of  labor  and  social  affairs,  who  chairs  the 
meeting.     Following  the  conference's  assimilation  of  the  latest 
German  health  cost  data  and  worker  income  trends,  which  is 
provided  by  ministry  officials,   its  representatives  recommend  the 
size  of  global  rate  increases  in  the  compensation  of  dentists  and 
ambulatory-care  physicians  and  percentage  cost  increases  in 
pharmaceutical  products  and  hospital  expenditures.  These 
recommendations  are  used  as  guidelines  by  negotiators  who 
subsequently  strike  agreements  on  behalf  of  the  system's  payers, 
providers  and  suppliers. 

2.  One  of  the  key  cost-control  features  of  Germany's  system 
is  an  expenditure  cap  on  the  reimbursements  that  ambulatory-care 
physicians  receive  for  the  services  they  render.     The  cap  binds 
the  relationship  between  the  remuneration  received  per  service 
and  the  number  of  services  rendered  by  each  practitioner.  In 
other  words,  an  explicit  trade-off  is  maintained  between  service 
utilization  and  individual  reimbursement  amounts.     The  higher  the 
volume,  the  lower  the  payment  per  claim;  the  lower  the  volume, 
the  higher  the  payment  per  claim.     As  a  consequence,  physicians 
do  not  know  exactly  how  much  they  will  be  reimbursed  for  each 
individual  claim.     Although  this  feature  has  clearly  constrained 
the  growth  of  ambulatory-physician  incomes,  German  doctors  are 
still  well  compensated  when  compared  with  their  counterparts  in 
other  European  countries. 

Another  consequence  is  that  regional  associations  of 
physicians  have  a  strong  collective  incentive  to  monitor  the 
practice  patterns  of  their  physician  members. 
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3.  A  third  feature  of  the  German  system  that  bears  watching 
as  a  cost-containment  method  is  a  new  pharmaceutical  pricing 
system  it  installed  in  1989.     Under  it,  three  classes  of 
prescription  drugs  are  to  be  established  for  the  purpose  of 
determining  sickness  fund  reimbursement  levels  for  pharmaceutical 
products.     Reference  prices  established  in  the  first  phase  were 
set  at  the  level  of  the  median  price  of  the  generic  product 
within  a  given  grouping  of  drugs.     This  policy  left 
pharmaceutical  companies  with  two  options:     either  lowering  the 
prices  of  their  branded  products  which  competed  against  generic 
eguivalents  or  face  the  prospect  of  losing  market  share. 
Reference  prices  established  in  the  first  phase  were  30  to  66 
percent  below  the  market  price  of  the  original  products. 
Physicians  have  maintained  their  discretion  to  prescribe  any  drug 
under  the  new  law,  but  responded  in  most  instances  in  Phase  1  by 
prescribing  generic  products,  rather  than  face  questions  from 
patients  concerned  about  having  to  pay  a  small  copayment  to 
obtain  a  higher-priced  branded  product.     Since  1981,  the  share  of 
the  entire  outpatient  drug  market  claimed  by  generic  products 
'increased  from  7  percent  to  22  percent.     While  substantial  cost- 
savings  have  been  achieved  by  sickness  funds  in  the  short  term  as 
a  consequence  of  the  reference  drug  price  system,   the  impact  on 
future  funding  levels  of  pharmaceutical  research  and  the  prices 
of  original  products  not  subject  to  the  reference  price  system 
remain  uncertain. 

Chairman  Rostenkowski.  Thank  you,  gentlemen. 

The  United  States  spends  more  on  health  care,  12  percent  of  our 
GNP,  and  has  more  uninsured  than  any  other  industrialized 
nation.  This  morning,  Dr.  Roper  testified  about  the  Nation's  health 
statistics  and  said  they  were  mediocre,  at  best.  Could  each  of  you 
give  me  three  major  reasons  why  these  contradictions  exist?  Mr. 
Marmor? 

Mr.  Marmor.  Well,  I  do  not  know  if  I  have  got  the  final  three.  I 
do  not  think  it  is  so  puzzling,  frankly.  I  think  we  have  got  a  system 
of  health  insurance  payment  which  provides  rational  insurers 
every  incentive  in  the  world  to  try  to  cover  the  healthiest  parties 
and  provides  every  incentive  in  the  world  to  try  to  shift  costs  to 
somebody  else,  and  that  is  true  of  every  payer  in  our  system.  Medi- 
care tries  to  shift  costs  backward  onto  patients  and  sideways  to  pri- 
vate employers.  Private  insurance  companies,  under  competitive 
pressure  to  operate  in  a  very  difficult  market  and  patients,  are 
facing  all  kinds  of  problems. 

I  guess  my  main  point,  Congressman  Rostenkowski,  would  be 
this:  For  15  years,  we  have  been  hearing  about  the  puzzles  of 
American  medical  care,  and  if  we  have  not  figured  it  out  by  now,  I 
do  not  know  when  we  are  going  to  do  it.  We  have  a  system  of 
paying  for  it  which  rewards  each  actor  in  a  perfectly  rational  way 
to  take  actions  which  produce  social  chaos. 

I  think  the  purpose,  for  me,  at  least,  of  coming  today  was  to  say 
that  the  rules  of  the  game  have  got  to  be  adjusted,  and  that  when 
we  adjust  those  rules  of  the  game,  we  have  to  take  into  account  the 
way  other  folks  have  figured  out  how  to  adjust  the  rules  of  the 
game.  So,  I  say  the  reimbursement  system  is  the  biggest  explana- 
tion. 

The  second  one  is  that  on  top  of  that  reimbursement  scheme,  we 
have  an  appetite  for  new  technology  which  is  unrestrained  by 
countervailing  power  of  providers.  Add  a  little  gasoline  and  strike 
a  match,  and  it  goes  up  in  smoke.  That  does  not  seem  to  me  sur- 
prising, either. 

Finally,  we  are  in  the  middle  of  and  have  been  through  a  damn 
difficult  two  decades  of  economic  trouble,  and  during  that  time  the 
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Nation's  attention  has  been  focused  on  a  lot  of  other  things.  The 
medical  care  system  has  not  been  the  focus  of  preoccupation  in  the 
last  10  years.  Really,  this  is  one  of  the  major  hearings  going  on,  so 
I  think  the  surprise  we  have  about  how  bad  things  have  become  is 
because  our  attention  has  been  elsewhere.  The  reasons  for  things 
being  as  bad  as  they  are  I  think  are  not  so  unclear,  at  least  they  do 
not  seem  puzzling.  What  to  do  about  them,  that  is  really  very  diffi- 
cult. 

But  I  think  foreign  visitors  coming  here  would  not  have  a  hard 
time  in  identifying  why  it  is  we  have  the  difficulties  we  have.  They 
could  not  give  us  picture  book  examples,  but  I  think  that  is  at  least 
the  way  I  would  answer  it. 

Chairman  Rostenkowski.  Mr.  Schieber,  do  you  have  any  com- 
ments? 

Mr.  Schieber.  I  guess  I  would  go  back  to  some  of  what  I  said 
before.  I  would  agree  with  Dr.  Marmor,  I  think.  I  laid  out  four  fac- 
tors as  to  what  might  be  responsible  for  the  differences  in  costs, 
and  I  certainly  think  efficiency  is  clearly  one  of  them,  extensive  re- 
liance on  fee-for-service  medicine,  for  example.  The  United  States 
and  Canada  are  the  two  countries  that  rely  the  most  on  it.  I  do  not 
know  if  there  is  any  correlation  between  us  two  being  among  the 
most  expensive  countries,  but  in  most  other  countries  there  is  not 
this  much  reliance  on  open-ended,  unconstrained  fee-for-service 
medicine. 

I  think  one  could  get  into  other  issues  here,  too,  about  diversity 
of  payers  and  cost  shifting,  as  Dr.  Marmor  did,  that  I  probably 
agree  with. 

I  think  the  second  point,  which  I  believe  is  also  a  point  I  made 
before,  was  the  issue  of  the  underlying  morbidity.  Is  our  population 
sicker?  Now,  probably  not  for  a  lot  of  us,  but  I  am  struck  by  the 
social  cost  issue  and  the  fact,  and  I  think  I  mentioned  this,  that  our 
teenage  pregnancy  rate  is  double  Canada's  and  four  times  what  it 
is  in  the  Scandinavian  countries,  and  15  times  what  it  is  in  Japan. 
Crack  babies,  AIDS,  and  violence  are  all  places  where  we  are  prob- 
ably number  1  in  the  world,  and  these  are  imposing  enormous  costs 
on  the  health  system. 

I  wish  I  had  some  firm  data  on  this,  but  I  have  seen  some  very 
soft  data  which  actually  show  that,  if  you  look  at  infant  mortality 
rates  by  birth  weight  of  the  baby,  we  actually  look  a  heck  of  a  lot 
better  than  we  do  in  terms  of  the  overall  statistics,  when  compared 
to  other  countries. 

The  problem  is,  in  the  United  States  we  have  so  many  babies  in 
these  lower  categories  which  have  higher  death  rates  and  it  drags 
our  infant  mortality  rate  way  up,  and  imposes  also  enormous  costs 
on  our  health  care  system. 

Now,  to  me  this  is  a  perfect  example  of  where  our  social  prob- 
lems are  causing  enormous  health  care  costs,  and  I  do  not  think 
that  is  necessarily  an  inefficiency  of  the  health  care  system,  but 
somehow  it  gets  mixed  in  all  of  these  global  numbers. 

I  think  the  other  intangible  that  is  the  one  that  troubles  me  the 
most — and  I  am  probably  being  a  bit  petty  about  this — is  the  whole 
issue  of  quality  and  outcomes.  I  think  the  bottom  line  is  we  do  not 
really  know  that,  if  you  have  good  insurance  and  you  go  into  a  ter- 
tiary care  urban  center  because  you  have  got  a  very  severe  heart 
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problem,  if  you  will  wind  up  doing  better  in  this  country  than  you 
will  in  other  countries.  I  think  there  is  a  good  probability  that  you 
will,  that  there  is  more  of  the  technology  available,  but  I  cannot 
prove  that,  and  I  think  that  is  a  very  important  thing  to  know. 

I  think  the  concomitant  of  that  is  I  do  not  think  the  American 
public,  at  least  the  insured  American  public  is  yet  prepared  to 
accept  the  concept  of  limits.  Other  countries  ration.  I  mean,  there 
are  only  so  many  machines,  only  so  many  open-heart  surgery  units, 
but  I  think  the  mentality  in  this  country  is  medicine  can  do  any- 
thing, and  the  more  the  better,  I  think  

Chairman  Rostenkowski.  Is  that  not  why  they  come  down  from 
Canada? 

Mr.  Schieber.  I'm  sorry? 

Chairman  Rostenkowski.  Is  that  not  why  they  come  down  from 
Canada?  Is  having  so  many  machines  one  of  the  reasons  you  have 
so  many  patients  coming  down  from  Canada? 

Mr.  Marmor.  There  are  actually  two  groups  that  come  down 
from  Canada,  and  it  is  an  area  that  I  think  will  be  worth  looking 
into  carefully.  One  group  comes  down  from  Canada  because  the  Ca- 
nadian health  insurance  plan  buys  care  for  them  here,  because  we 
have  excess  supply,  underworked  physicians,  and  empty  hospital 
beds.  That  is  true,  for  example,  in  Seattle.  The  other  group,  which 
is  extremely  small,  are  people  who  pay  out  of  their  own  pocket, 
and  come  down. 

The  first  group  gets  paid  for,  and  I  think  this  is  a  good  example 
of  where,  if  you  looked  into  it,  it  would  be  a  quite  interesting  pic- 
ture. If  you  were  a  British  Columbia  health  official  and  you  had 
tight  supply  in  your  open-heart  surgical  beds,  it  would  make  lots  of 
sense  to  make  a  bargain  with  a  Seattle  hospital  to  get  care  done 
where  they  do  it  a  lot  of  it  instead  of  experimenting. 

So,  it  is  an  example  of  something  that  is  used  as  an  indicator  of 
trouble,  and  actually  it  is  a  quite  ambiguous  indicator.  If  I  were  in 
that  position,  I  would  do  the  same  thing,  frankly. 

Chairman  Rostenkowski.  Dr.  Schieber,  do  you  account  in  your 
equation  and  all  your  graphs  defensive  medicine,  as  well? 

Mr.  Schieber.  Let  me  say  something  very  briefly,  because  I  do 
not  think  anybody  wants  to  get  mired  in  the  methodology,  but  es- 
sentially it  should  include  basically  all  medical  care  costs,  includ- 
ing malpractice  premiums. 

Basically,  the  OECD  comes  up  with  a  standardized  definition 
based  on  national  income  accounting.  They  then  develop  the  num- 
bers, send  them  back  to  the  member  countries  for  verification,  and 
they  should  include  virtually  everything.  The  one  area  that  is  a 
little  grey  is  the  distinction  between  social  services  and  medical 
services,  where  in  some  countries  you  may  or  may  not  have  nurs- 
ing homes  included  in  the  figures.  They  are  not  going  to  change 
the  numbers  horribly  much,  but  defensive  medicine  and  malprac- 
tice premiums,  additional  tests  done  because  of  malpractice  would 
be  in  the  data,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Iglehart. 

Mr.  Iglehart.  I  guess  most  of  the  parts  have  been  touched,  but 
in  direct  answer  to  your  question,  having  lived  in  Canada  and  my 
wife  having  come  down  here  for  medical  care,  because,  despite  pre- 
vention capital,  she  could  not  get  something  treated  as  well  as  she 
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did  in  a  small  town  in  Massachusetts.  So,  they  come  here  for  qual- 
ity, a  personal  anecdote. 

Infant  mortality,  in  Washington,  D.C.,  for  many  years,  any  preg- 
nant woman  with  an  income  of  less  than  $20,000  a  year  has  free 
access  to  prenatal  care.  Despite  that  and  because  of  crack  and 
whatnot,  neonatal  mortality  has  been  increasing  significantly  in 
the  District  of  Columbia  in  recent  years.  In  New  York  City,  fully  30 
percent  of  babies  born  are  addicted  to  crack,  so  that  may  explain 
the  infant  mortality  thing. 

As  far  as  outcomes  go,  the  statistics  are  clear  that  when  Ameri- 
cans reach  about  60  or  thereabouts,  their  future  life  expectancy 
begins  to  exceed  any  other  industrialized  country,  so  at  the  older 
ages,  medical  care  is  better  or  would  seem  to  be,  based  on  the  out- 
comes. 

One  reason  that  is  not  touched  on  the  increase  of  demand  for 
care  is,  in  fact,  Americans  expect  tremendous  care.  We,  as  a  socie- 
ty, think  of  access  to  high-technology  care  as  an  integral  part  of 
the  middle-class  existence.  We  do  demand  more  from  the  system 
than  any  other  country,  so  that  is  an  important  part. 

We  talk  about  supply,  we  talk  about  physicians,  but  demand 
pull,  people's  demand  for  quality  health  care  is  a  significant  con- 
tributor to  the  cost  of  health  care  in  this  country,  and  it  should  be 
factored  into  your  deliberations. 

As  for  32  million  without  coverage,  they  really  have  to  be  broken 
and  looked  at  in  parts.  There  is  about  17  million  in  that  group  that 
is  chronically  uncovered.  The  other  15  million  do  not  have  coverage 
losses  for  less  than  9  months  at  any  time.  Of  the  17  million,  10  mil- 
lion of  them  are  poor  and  they  fall  in  the  Medicaid  crack,  which 
has  grown  dramatically  in  the  last  decade,  and  the  Government 
has  to  step  up  to  the  bar  and  take  care  of  those  people. 

The  other  7  million  are  primarily  employed,  and  we  do  need 
some  form  of  subsidy  to  help  those  people  purchase  care.  It  can  be 
addressed  by  targeting  the  resources  of  this  country  toward  that, 
rather  than  a  sweeping  overall  change. 

Mr.  Iglehart.  I  would  make  only  one  brief  point,  Mr.  Chairman, 
and  that  is  that  all  of  the  other  systems  that  we  have  been  talking 
about,  the  other  major  industrialized  countries,  all  democracies,  all 
driven  by  capitalism,  have  capped  their  systems  in  one  way  or  an- 
other. There  are  global  constraints.  The  United  States  remains  an 
open-ended  system,  and  it  behaves  pretty  much  as  you  would 
expect  an  open-ended  system  to  behave. 

Chairman  Rostenkowski.  Mr.  Archer. 

Mr.  Archer.  Mr.  Chairman,  thank  you. 

I  am  sitting  back  here  and  learning  a  lot  from  these  gentlemen.  I 
appreciate  all  of  you  coming  before  our  committee. 

It  seems  to  me  that  one  of  the  first  things  that  we  have  got  to  do 
is  start  defining  our  terminology.  To  many  people  here,  health  care 
costs  simply  means  what  the  Federal  Government  pays,  and  I 
think  that  is  a  very  dangerous  trap  for  us  to  fall  into. 

Others  are  interested  in  what  costs  the  providers  have  to  pay 
that  have  got  to  be  factored  through  and  charged  to  somebody  else. 
But  if  you  only  look  at  the  providers  and  talk  about  what  their 
costs  are,  then  you  perhaps  lose  the  aggregate  part  of  what  is  the 
total  cost  as  a  percent  of  GNP  for  all  medical  care. 
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Are  we  in  a  position  to  compare  quality  procedure  against  qual- 
ity procedure,  as  to  what  the  provider  has  to  charge  to  whoever  the 
payer  is?  So  often,  we  can  say,  well,  if  we  can  shift  these  costs  over 
from  one  sector  to  another  sector,  then  we  have  really  done  some- 
thing, but  in  the  end  we  have  not  done  anything. 

We  talk  about  the  uninsured,  but  we  do  not  talk  about  whether 
or  not  those  uninsured  are  getting  quality  medical  care.  When  you 
talk  to  the  hospitals,  the  hospitals  will  tell  you  that  they  are 
taking  these  people  in  that  are  uninsured  and  that  they  have  got  to 
shift  that  off  to  somebody  else.  The  hospitals  say  that  they  may  not 
be  able  to  keep  their  doors  open,  but  the  uninsured  are  getting  the 
medical  care.  But  we  can  speak  here  as  if,  if  you  are  uninsured, 
you  do  not  get  medical  care. 

Somewhere  along  the  line  is  a  basis  for  our  discussions  and  we 
have  got  to  establish  some  common  terminology  of  what  we  want 
to  do  and  where  we  want  to  go.  Are  we  in  a  position — and  you  very 
well  have  brought  us  information  as  to  what  happens  in  different 
countries — are  we  in  a  position  to  determine  what  the  true  cost  is 
to  the  provider  and  the  physician  of  a  quality  procedure?  For  an 
appendectomy,  a  heart  transplant,  or  whatever  you  want  to  talk 
about?  That  is  one  source  of  comparison  that  we  ought  to  be  able  to 
make. 

It  is  not  the  whole  ball  of  wax,  but  these  are  the  kinds  of  things 
that  I  want  to  get  more  definition  on.  I  do  not  know  exactly  how  to 
frame  the  question  to  get  it,  to  tell  you  the  truth,  but  I  am  con- 
cerned about  again  comparing  systems.  Mr.  Marmor,  for  example, 
how  many  CAT  scanners  are  there  in  Nova  Scotia,  the  entire  Nova 
Scotia? 

Mr.  Marmor.  Very  few. 

Mr.  Archer.  One,  one  CAT  scanner  in  Nova  Scotia. 
Mr.  Marmor.  No  question  about  it. 

Mr.  Archer.  So,  how  many  people  in  Nova  Scotia  have  access  to 
quality  diagnostic  care?  You  know,  those  are  the  kinds  of  questions 
that  you  

Mr.  Marmor.  Well,  I  think  those  are  not  questions  without  an- 
swers. It  is  not  as  if  we  do  not  know  the  availability  of  MRIs  all 
over  Canada.  If  you  want  to  look  into  that  seriously,  I  and  others 
can  provide  you  information  that  would  help  in  appraising.  The 
question  is  what  are  the  health  consequences  of  the  supply  of  that 
technology,  and  that  I  think  is  an  area  that  warrants  looking  into. 
We  can  use  too  much  and  use  too  little,  there  is  no  question  that 
there  are  differences,  and  in  my  testimony  I  actually  illustrate  

Mr.  Archer.  That  is  true,  but  then  we  also  get  into  the  question 
of  what  happens.  Some  of  my  colleagues  have  said  how  wonderful 
the  Medicare  system  is,  and  there  are  aspects  of  it  that  are  wonder- 
ful. But  I  will  tell  you,  when  you  talk  to  an  awful  lot  of  people  that 
have  to  deal  with  it,  it  is  not  quite  so  wonderful. 

Mr.  Marmor.  Our  Medicare? 

Mr.  Archer.  Our  Medicare  system,  that  is  right.  When  you  talk 
to  the  cases  that  come  through  my  office  of  people  who  cannot  get 
equity  and  justice,  whether  they  be  physicians  or  patients  from  the 
Medicare  system,  it  leaves  a  lot  to  be  desired. 

When  you  talk  to  people  who  are  providers  and  they  say  we  were 
overpaid  and  it  took  2  years  to  get  the  money  back  into  the  Treas- 
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ury  because  of  all  the  paperwork,  that  is  not  what  I  call  a  wonder- 
ful,  great,  marvelous,  effective  system.  When  you  talk  to  providers 
that  say  we  cannot  perform  a  procedure  on  somebody  until  we  call 
somebody,  the  intermediary,  to  tell  us  whether  or  not  we  can  per- 
form that  surgical  procedure  on  a  patient,  that  in  my  opinion  is 
not  a  very  good,  efficient  system. 

So,  there  are  a  lot  of  questions  to  be  asked  about  this,  and  by 
listening  to  you,  we  will  hopefully  learn  more  and  to  ask  more  in- 
telligent questions. 

Mr.  Kelly.  Well,  actually,  they  are  very  difficult  questions,  but 
let  us  take  a  start  at  some  of  them.  In  fact,  this  country  has  taken 
the  lead  in  the  question  of  outcomes,  because  of  the  free  enterprise 
and  our  multiple  payer  system.  Another  issue  is  defining  the  qual- 
ity of  care,  and  Dr.  Schieber  touched  on  this.  We  also  lead  in  defin- 
ing and  using  information  to  measure  quality,  through  efforts  of 
the  RAND  Corp.  and  others.  Finally,  the  Nation  has  made  great 
strides  in  developing  applications  of  information  technology  for  the 
medical  decision  process  and  making  those  applications  available. 

In  fact,  a  managed  care  system,  one  in  which  a  physician  has  to 
get  something  cleared,  has  positive  benefits  from  a  consumer  point 
of  view,  Congressman.  In  the  past  when  a  consumer  went  to  a  phy- 
sician, it  was  automatically  assumed,  in  the  absence  of  other  infor- 
mation, that  all  physicians'  recommendations  were  equally  valid. 
Managed  care  and  the  information  technology  available  to  the  phy- 
sician, at  the  time  of  a  treatment  decision,  gives  the  consumer  a 
third  party  to  help  make  more  informed  decisions  about  how  the 
health  dollar  is  spent,  whether  by  Medicare  or  by  the  individuals 
themselves. 

Whether  aggregate  health  expenditures  are  capped  or  not,  each 
individual  decision  to  use  medical  care  could  involve  unnecessary, 
uncontrolled  expenditures. 

We  are  beginning  to  develop  aggregate  measures  of  outcome,  we 
are  measuring  patient  satisfaction  as  a  society.  We  have  only  start- 
ed to  scratch  the  surface,  but  we  are  starting  the  process  of  answer- 
ing those  very  difficult  questions  you  posed. 

Chairman  Rostenkowski.  Dr.  Marmor,  I  know  you  have  to  leave 
and  if  you  want  to  make  a  final  comment,  go  ahead. 

Mr.  Marmor.  Thank  you,  very  much,  Mr.  Chairman.  I'm  sorry  I 
have  to  leave.  The  setting  was  a  date  when  I  had  a  previous  en- 
gagement. 

Chairman  Rostenkowski.  I  understand. 

Mr.  Marmor.  I  really  do  value  the  chance  to  come  before  you.  I 
just  want  to  say  one  thing  in  closing.  I  think  what  Mr.  Archer  just 
said  is  really  very  important.  I  think  it's  time  to  try  and  get  agree- 
ment across  all  of  these  different  positions  and  ideological  senti- 
ments about  some  fundamental  things. 

That  is,  how  much  can  we  afford  to  spend  on  medical  care  when 
we  allocate  it?  How  are  we  going  to  sort  it  out  between  the  very 
sick  and  the  less  sick?  I  would  just  leave  you  with  the  judgment 
that  the  complaints  that  you  just  made,  Mr.  Archer,  about  Ameri- 
can Medicare  and  the  rest  of  the  health  insurance — it  is  complicat- 
ed, it  costs  a  lot,  and  people  are  upset,  including  the  providers. 
That  is  precisely  why  I  was  interested  in  bringing  you  reports  from 
elsewhere,  because  we  spend  the  most  and  feel  bad  about  it,  and 
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other  people  spend  less  and  feel  better.  That  seems  to  be  an  impor- 
tant occasion  to  try  and  learn. 
Thank  you,  very  much. 

Chairman  Rostenkowski.  Thank  you,  Dr.  Marmor. 
Mr.  Anthony. 
[No  response.] 

Chairman  Rostenkowski.  Mr.  McDermott. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

I  read  all  of  your  testimony  during  the  lunch  hour  and  you  all 
articulated  your  points  well.  I  would  like  to  pick  one  and  work  on 
it  for  just  a  second,  because  it  raises  an  issue  that  is  very  difficult 
to  get  people  to  discuss  and  that  is  how  much  doctors  make. 

Now,  Mr.  Iglehart,  you  raised  the  question  of  us  looking  at  the 
way  the  West  Germans  cap  physicians'  incomes.  The  Canadians 
also — I  know  the  British  Columbian  system  very  well,  being  from 
Washington  State — they  cap  their  physicians'  incomes. 

When  you  talk  about  capping  a  physician's  income,  you  then 
have  to  look  at  how  much  it  costs  to  become  a  physician,  and  the 
cost  of  medical  education  in  this  country  has  risen  to  the  point 
now,  where  at  the  University  of  Washington,  the  average  student 
going  out  of  the  university  who  has  taken  loans  is  $40,000  in  debt; 
at  George  Washington  University,  the  average  student  is  $70,000  in 
debt. 

Now,  my  question  is  this,  how  do  Germany  and  Canada  or  the 
other  countries  for  that  matter,  pay  for  their  medical  education?  Is 
there  a  different  mix  of  public  and  private?  And  does  it  affect  the 
kind  of  practice?  Because  in  the  United  States,  many  residents  and 
interns  say  to  me,  I  would  like  to  go  out  into  a  rural  area,  but  I 
can't  afford  it;  I  have  got  to  pay  off  this  debt. 

It  seems  to  me  that  there  are  unintended  consequences  to  the 
way  that  we  finance  our  medical  education  as  to  the  kind  of  health 
care  we  deliver  and  the  kind  of  subspecialization  we  drive  people 
into,  so  that  they  can  make  money. 

Either  of  the  other  gentlemen  can  comment  as  well. 

Mr.  Iglehart.  All  of  the  medical  schools  in  Canada  and  West 
Germany  are  public  institutions.  The  only  fees  that  students  pay 
are  really  the  incidentals — books,  and  the  like.  There  is  essentially 
no  tuition. 

As  I  recall,  the  average  student  expenses  in  Canada,  today,  range 
from  about  $700  to  $3,000  Canadian,  and  I  think  the  University  of 
British  Columbia  is  on  the  high  side  of  that,  $3,000  Canadian. 

But  essentially  it  is  a  straight  public  subsidy  in  either  of  these 
countries.  If  you  are  accepted  to  a  medical  school,  the  State  essen- 
tially pays  the  bill. 

There  is  a  rather  substantial  difference  in  the  ratio  of  medical 
specialists  and  generalists  in  these  three  countries.  In  Canada,  the 
ratio  is  about  55  percent  generalists  and  45  percent  specialists;  in 
Germany  it  is  about  58  percent  specialists,  and  42  percent  primary 
care  or  general  physicians;  and  the  United  States  is  nearing  about 
80  percent  specialists,  and  20  percent  generalists.  The  difference  in 
these  ratios  in  these  three  countries  are  very  significant  in  terms 
of  the  cost  of  care  that  is  provided  by  the  practitioners. 

Mr.  McDermott.  What  would  happen  to  our  system  if  we  put  a 
cap  on  incomes  for  physicians?  What  do  you  think  would  happen  to 
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medical  education  and  who  would  go  into  it?  Just  talk  about  that, 
because  you  say  we  ought  to  look  at  the  West  German  system.  If 
we  pick  up  the  idea  of  a  cap  and  say,  OK,  this  is  part  of  what  we 
will  do  as  a  national  health  plan,  what  would  be  the  impacts  in 
your  mind? 

Mr.  Iglehart.  Obviously,  in  this  country,  we  have  a  range  of  in- 
stitutions, public  and  private  and  the  cost  of  going  to  school  in 
these  schools  and  universities  is  very  different. 

You  pointed  out,  at  the  high  side,  Georgetown  and  GW  and  a  few 
others  were  at  the  $25,000  range,  and  a  number  of  State  Universi- 
ties are  far  lower  than  that.  But  I  would  anticipate  that  in  this 
country  we  would  never  arrive  at  a  point  where  there  will  be  an 
absolute  cap  on  a  physician's  income.  It  simply  is  not  the  way  we 
function  as  a  society. 

I  think  really  what  you  are  talking  about  is  probably  squeezing 
the  growth  of  incomes  from  the  variety  of  sources  that  physicians 
derive  their  incomes.  And  so,  I  don't  think  I  certainly  would  envi- 
sion the  day  where  physicians  would  face  an  absolute  cap  placed  on 
their  incomes  by  one  payer. 

Mr.  McDermott.  Mr.  Kelly,  or  Mr.  Schieber. 

Mr.  Kelly.  Well,  I  don't  believe  that  the  evidence  of  any  attempt 
to  directly  control  wages  or  incomes  in  this  country  has  been  very 
successful.  We  just  have  to  go  back  to  the  early  1970s  and  see 
where  we  tried  it  in  aggregate.  Any  attempt  would  be  very  dys- 
functional, as  alluded  to  by  Mr.  Iglehart,  in  our  mixed  economy 
which  relies  primarily  on  the  private  sector. 

I  do  believe  that  if  you  look  at  the  history  of  our  economy  versus 
more  controlled  economies,  in  fact,  our  give  and  take  in  the  mar- 
ketplace has  proved  to  be  the  best  way  of  making  the  determina- 
tions as  to  capital  allocations.  I  believe  that  over  time  the  emer- 
gence of  managed  care  and  other  developments  are  evidence  of 
marketplace  dynamics  beginning  to  control  the  amount  of  re- 
sources we  allocate  to  health  care. 

Mr.  McDermott.  Can  I  interpret  what  you  say  to  mean  that  you 
would  put  no  limit  on  what  a  physician  would  charge  for  any  pro- 
cedure? 

Mr.  Kelly.  I  would  not  allow  the  Government  to  dictate  a  limit 
on  what  the  physician  charges,  no. 

Mr.  McDermott.  You  would  let  the  insurance  companies  set  the 
limit? 

Mr.  Kelly.  No,  it  is  not  just  the  insurance  companies.  It  is  deter- 
m  ied  by  

Mr.  McDermott.  Well,  who  sets  the  limit?  Or  can  the  doctor  just 
s    d  in  his  bill? 

Mr.  Kelly.  What  we  do — I  can  speak  for  our  company — we  look 
at  the  prevailing  charges  within  an  area,  for  that  charge,  for  that 
course  of  treatment.  We  won't  base  our  payment  on  charges  out- 
side a  certain  limit.  So  if  an  individual  physician  wants  to  charge 
$1,000  for  an  office  visit,  the  patient  would  have  a  big  out-of-pocket 
charge. 

We  then  look  at  the  more  expensive  treatments  in  individual 
cases  to  make  sure  that  they  are  not  inappropriate.  So  we  try  to 
manage  medical  costs  in  the  marketplace.  And  80  percent  of  our 
customer  base,  and  80  percent  of  the  claims  that  we  pay  are,  in 
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fact,  funded  directly,  if  you  will,  by  the  large  employers.  We  work 
in  concert  with  the  large  employer  to  determine  how  much  they 
are  willing  to  pay  for  the  medical  care  for  their  employees. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  I  want  to  thank  the  witnesses.  Although  this  seems 
to  be  a  treatise  on  Canada,  I  am  somewhat  confused  by  some  of  the 
other  issues  that  come  up  here.  Mr.  Kelly,  you  stated  that  90  per- 
cent of  the  American  population  has  access  to  the  best  health  care 
in  the  world.  Is  that  your  statement? 

Mr.  Kelly.  That  is  reasonably  accurate,  almost  verbatim,  yes. 

Mr.  Stark.  Well,  then  you  would  presume  to  suggest  that  Medic- 
aid and  Medicare  provide  the  best  health  care  in  the  world.  Would 
you  suggest  that  people  on  Medicaid  are  receiving  the  finest  health 
care  in  the  world? 

Mr.  Kelly.  There  are,  as  the  

Mr.  Stark.  Do  you  think  they  are  receiving  the  best  health  care 
in  the  world,  the  Medicaid  beneficiaries? 

Mr.  Kelly.  As  we,  a  society,  have  underfunded  Medicaid,  more 
physicians  are  refusing  to  treat  them. 

Mr.  Stark.  No,  that  is  not  what  I  asked.  Do  you  think  Medicaid 
provides  the  best  health  care  in  the  world?  Do  you  know  the 
answer  or  don't  you? 

Mr.  Kelly.  It  varies  by  State  and  locality,  Mr.  Congressman. 

Mr.  Stark.  Does  managed  care  limit  choice  for  the  beneficiaries? 

Mr.  Kelly.  No,  it  does  not  limit  choice. 

Mr.  Stark.  You  mean  there  is  absolutely,  completely  free  choice? 
If  I  am  in  a  managed  care  program,  I  can  go  to  any  doctor,  at  any 
time,  and  have  any  operation? 

Mr.  Kelly.  Yes,  you  can.  It  depends  on  how  much  you  are  will- 
ing to  pay  for  it. 

Mr.  Stark.  Oh,  it  limits  choice  if  you  are  going  to  pay  me  the 
full  price? 

Mr.  Kelly.  Yes,  but  it  allows  you,  over  time,  to  make  an  annual 
decision  if  you  are  unhappy  with  your  physician. 

Mr.  Stark.  I  am  only  unhappy  when  I  want  an  operation  and 
you  won't  pay  for  it.  If  I  don't  need  an  operation,  I  can't  have  it. 
But  managed  care  does,  in  fact,  limit  choice,  does  it  not? 

Mr.  Kelly.  No.  It  helps  the  consumer  make  a  more  informed 
choice. 

Mr.  Stark.  Oh,  that's  nonsense.  What  consumer  do  you  know 
that  goes  to  a  primary  care  physician  and  makes  a  choice  as  to 
whether  he  or  she  should  have  an  operation?  They  don't  know  that 
unless  a  doctor  tells  them,  do  they? 

Mr.  Kelly.  No,  but  when  the  doctor — - 

Mr.  Stark.  And  once  they  do,  don't  you  limit  the  hospitals  that 
they  can  go  to,  or  the  doctors  that  they  could  go  to,  to  get  the  high 
reimbursement  that  Aetna  would  pay? 

Mr.  Kelly.  No.  The  first  thing  we  do  is  we  look  to  see  if  that  is 
an  appropriate  operation. 

Mr.  Stark.  And  if  you  decide  

Mr.  Kelly.  No. 
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Mr.  Stark  [continuing].  As  a  civilian  that  you  think  it  is  inappro- 
priate, or  if  you  decide  it  is  appropriate,  you  limit  the  number  of 
doctors  to  which  that  person  could  go,  do  you  not? 

Mr.  Kelly.  Our  medical  professionals  will  enter  a  discussion 
with  their  medical  professionals.  We  hire  almost  

Mr.  Stark.  Oh,  come  on,  you  talk  out  of  two  sides  of  your 
mouth  

Mr.  Kelly.  Well,  we  will  see  if  the  treatment  is  appropriate  then 
we  will  

Mr.  Stark.  First  you  say  improving  quality  care  requires  that  we 
maintain  citizen  choice.  Then  you  say  incorporating  managed  care 
will  lead  to  higher  quality  care — an  interesting  contradiction. 

So,  Government  controls  stifles  innovation  but  control  by  Aetna 
doesn't,  is  that  what  you  would  have  us  believe? 

Mr.  Kelly.  No.  I  think  if  we  were  the  only  managed  care  compa- 
ny and  we  controlled  100  percent  of  the  market  we  probably  would 
stifle  innovation. 

Mr.  Stark.  I  doubt  that.  That  would  be  the  biggest  disaster  this 
country  could  ever  find. 

Mr.  Kelly.  We  have  many,  many  different  management  care 
companies,  many  managed  care  forms.  In  your  own  State,  Mr.  Con- 
gressman, you  have  Kaiser  which  is  remarkably  innovative  in  its 
delivery  of  care.  We  compete  against  Kaiser  so  that  we  have  to  in- 
novate. 

Mr.  Stark.  No,  you  don't  compete  against  Kaiser. 
Mr.  Kelly.  Yes,  we  do. 

Mr.  Stark.  That  is  an  erroneous  assumption.  You  don't  come 
close  to  Kaiser  either  in  costs  or  quality.  You  are  a  bill  payer  and 
you  limit  choice,  yet  you  are  suggesting  that  you  can  do  it  and  the 
Government  can't.  I  find  that,  as  I  say,  to  be  disingenuous.  And 
then  you  blame  Canada,  where  rationing  may  occur,  but  we  ration 
in  this  country  too — here,  poor  people  don't  get  care.  In  Canada,  a 
doctor  makes  the  decision.  I  think  that's  far  better  than  having  a 
health  insurance  company  make  the  decision.  I  think  we  might 
trust  the  doctors.  I  think  we're  in  sad  shape  if  we  turn  it  over  to 
the  Aetnas  of  the  world,  probably  in  worse  shape  than  if  we  had 
the  Canadian  system. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

I  would  like  the  panel  to  focus  on  an  issue  with  me  that  you  have 
all  agreed  to  and  I  think  we  need  to  enlarge  on.  You  seem  to  all 
generally  agree  that  other  systems  do  limit  care  and  reimburse- 
ments one  way  or  another — either  through  access  to  technology,  or 
however.  These  systems  all  have  their  own  ways  of  determining 
what  care  should  be  available  and  that  determination  is  more  nar- 
rowly focused  than  it  is  in  America. 

One  of  the  things  that  has  come  to  my  attention,  over  the  last 
couple  of  years  in  terms  of  a  cost-driver  in  America,  has  been  our 
movement  from  a  system  that  honors  a  local  standard  of  care,  to  a 
system  that  honors  a  national  standard  of  care. 

In  other  words,  we  used  to  do  what  was  reasonable  and  accepted 
medical  practice  by  locality  to  a  large  extent.  But  now,  with  a  na- 
tional system  and  levels  of  higher  technology  and  so  on  and  so 
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forth,  we  tend  to  hold  every  small  hospital  and  every  provider  to  a 
national  standard  of  care. 

My  question  is,  having  now  expanded  access  through  this  differ- 
ent perspective,  how  do  we  get  back  to  a  more  rational  apportion- 
ment of  care  or  a  more  commonsense  approach  to  our  malpractice 
laws? 

Now,  I  don't  want  to  narrow  it  quite  so  severely,  but  I  would  like 
to  hear  from  you,  what  are  the  differences  between  our  malpractice 
laws  and  Canada's  and  Germany's,  because  I  think  that  is  impor- 
tant? How  do  you  think  the  legal  environment  in  which  medicine 
is  practiced  will  affect  this  movement?  We  clearly  need  to  move 
back  to  a  different  mechanism  by  which  we  make  the  choice  of 
what  medical  care  we  want,  and  also  what  medical  care  society  is 
going  to  allow  to  be  made  available. 

It  is  that  sort  of  a  dual-edged  sword.  We  have  to  go  back  to  an 
era  or  we  have  to  discover  a  way  that  other  societies  rationally  ap- 
portion care.  To  do  that  in  an  environment  that  our  malpractice 
laws  establish,  seems  to  me  to  present  a  real  challenge. 

Mr.  Kelly.  That's  a  rather  complex  set  of  questions,  Congress- 
woman  Johnson.  Let's  start  with  the  malpractice.  I'm  not  a  lawyer 
and  I  can't  speak  with  any  legal  training,  but  I  do  know  that  in  all 
other  countries,  the  loser  in  a  civil  litigation  typically  pays  the  cost 
and  that  tends  to  put  a  limit  on  suits  brought  to  the  court.  Also 
culturally  they  don't  award  such  huge  amounts  of  money. 

As  far  as  local  versus  national  standards  of  care,  yes,  indeed,  we 
are  seeing  a  trend  toward  developing  national  standards  of  care. 
For  example,  if  a  female  in  Baltimore  went  to  a  physician,  she  may 
have  traditionally  been  more  likely  to  get  radical  treatment  for 
breast  cancer  or  some  other  form  of  cancer  than  in  other  parts  of 
the  country.  Clearly,  we  are  making  decisions  based  on  the  ques- 
tion Congressman  Archer  touched  on:  what  is  appropriate,  quality 
care?  We  are  beginning  to  develop  statistics.  We  have  only 
scratched  the  surface,  but  we  are  developing  statistics  on  outcome 
and  appropriateness  of  care  and  making  that  information  available 
more  widely. 

That  will  allow  the  local  practice  to,  yes,  become  a  little  more 
uniform  but  it  will  raise  the  quality  overall.  It  is  a  process  that  is 
proceeding.  Now,  one  of  the  obstacles  will,  in  fact,  be  the  malprac- 
tice problem  and  we  do  have  to  address  

Mrs.  Johnson.  Well,  for  instance,  under  national  practice  guide- 
lines, they  are,  after  all,  only  guides.  If  under  a  national  practice 
guideline,  one  should  receive  a  certain  course  of  care  and  there  is 
no  reason  to  believe  it  should  be  different,  nonetheless,  later  on,  if 
you  don't  receive  a  certain  kind  of  test  and  so  on,  then  under  our 
system  you  would  be  liable. 

What  I  am  interested  in  is  under  the  German  system  would  you 
be  liable,  under  the  Canadian  system  would  you  be  liable?  My  un- 
derstanding is  that  their  malpractice  laws  are  very,  very  different, 
and  I  don't  mean  just  in  the  amount  of  awards  and  caps.  I  mean  in 
not  allowing  contingency  fee  suits  and  requiring  assumptions  of 
costs  of  the  other  party  if  you  lose.  My  understanding  is  that  their 
tort  system  is  also  vastly  different. 

Some  of  you  who  have  studied  the  other  countries,  I  think  we 
need  to  know  that.  I  think  the  legal  environment  will  affect  our 
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ability  to  even  enforce  practice  guidelines,  should  we  get  to  where 
we  develop  them. 
John,  would  you  

Mr.  Iglehart.  I  think  you  are  absolutely  right  in  saying  that 
Canada  and  Germany  are  far  less  litigious  societies  than  is  the 
United  States.  They  do  not  allow  contingency  fees  and  physicians 
are  insured  by  their  own  associations,  self-insurance  really.  And  it 
is  a  much  less  commercial  transaction  than  you  get  in  this  country 
in  most  instances,  where  doctors  are  buying  coverage  from  their 
own  associations. 

You  have  certainly  identified  a  very  complex  problem  that  the 
United  States  will  have  to  deal  with  when  it  goes  to  craft  broad- 
scale  reform.  I  don't  know  that  you  can  really  adapt  the  systems  of 
say,  Canada  or  Germany,  to  the  United  States  because  our  values 
and  cultures  are  so  different  in  relation  to,  certainly  the  legal  pro- 
fession. 

But  the  fact  that  they  do  it  differently  and  they  do  spend  less 
money  than  does  the  United  States  on  these  legal  matters,  certain- 
ly is  something  to  take  note  of. 

But  I  am  not  sure  that  there  really  is  any  way  that  you  can 
adapt  those  systems. 

Mr.  Kelly.  There  probably  is  a  need  for  some  legal  protection, 
statutory  protection  for  physicians  who  follow  reasonable  national 
practice  of  care  guidelines.  That  is  something  we  need  to  explore 
further,  absolutely. 

Mr.  Schieber.  I  guess  I  would  just  add  on  the  issue  of  differen- 
tials in  use,  there  are,  in  a  number  of  these  countries,  still  very 
large  differentials — even  within  countries — in  use  of  service  across 
areas  and  socioeconomic  groups  even  when  you  have  national  types 
of  systems.  So  I  think  it  is  a  very  complex  question  that  goes  into 
some  of  the  things  that  you  were  talking  about,  about  practice 
guidelines,  but  even  into  much  more  difficult  socioeconomic,  educa- 
tion issues. 

The  British  National  Health  Service,  for  example,  I  think  at  one 
point,  despite  40  years  or  so  of  operation — still  had  differentials 
which  were  on  the  order  of  what  they  had  been  prior  to  it  going 
into  effect,  between  the  highest  and  lowest  socioeconomic  groups. 
You  can  also  find  regional  differences  in  use,  as  well. 

So  I  think  it  is  a  very  complex  question. 

Mrs.  Johnson.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Russo. 

Mr.  Russo.  Thank  you,  very  much,  Mr.  Chairman. 

Mr.  Chairman,  as  someone  who  has  introduced  legislation  that 
deals  with  a  comprehensive  single-payer  system,  Mr.  Kelly,  you  can 
appreciate  that  I  don't  necessarily  agree  with  a  lot  of  things  that 
you  have  said  this  morning.  But  let  me  just  tell  you,  as  someone 
who  has  spent  2  years  looking  at  this,  that  I  looked  at  it  in  terms 
of  what  I  thought  was  going  to  be  in  the  best  interest  of  Ameri- 
cans, as  a  whole.  Spending  $600  billion  a  year,  as  we  do  now,  and 
having  so  many  millions  of  Americans  uninsured — and  in  a  reces- 
sion it  could  be  as  many  as  80  million  at  any  one  time — made  me 
realize  that  we  ought  to  change  the  system. 
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In  this  debate,  I  would  hope  that  the  insurance  industry  and  the 
doctors  and  the  academics  would  not  approach  this  issue  from  a 
special  interest  point  of  view.  I  would  hope  that  they  would  do 
what  I  have  done,  and  make  a  decision  and  argue  on  the  merits  of 
their  proposal  in  terms  of  what  is  best  for  the  country  as  a  whole. 
There  is  no  question  that  every  poll  taken  by  Americans  today  in- 
dicates that  89  percent  want  fundamental  changes  in  their  system. 
Just  10  percent  of  Americans  like  their  system.  If  I  were  rich,  or  if 
I  had  a  good  labor  union  representing  me,  I  would  love  the  Ameri- 
can system,  because  I  could  get  the  access  I  need. 

So  as  we  go  through  the  debate,  I  would  hope  that  rather  than 
being  contentious  and  argumentative,  we  would  work  together  to 
use  this  collective  genius  that  we  have,  both  in  the  private  sector 
and  the  public  sector,  to  formulate  a  plan  that  can  give  universal 
access,  and  deal  with  the  kind  of  health  problems  that  we  have. 

I  know  you  argued  for  competition,  but  competition  has  given  us 
the  most  expensive  health  care  system  in  the  world.  We  have  high 
deductibles.  We  have  high  copays.  We  have  cost  shifting.  We  have 
studies  that  are  done  by  insurance  companies  to  see  which  groups 
are  risky,  and  which  groups  are  not  so  risky. 

We  spend  a  lot  of  money  trying  to  figure  out  who  not  to  cover. 
We  look  for  preexisting  conditions  so  that  we  can  exclude  people. 
Small  businesses  and  self-employed  people  cannot  insure  them- 
selves. It  is  not  a  question  of  competition,  they  just  cannot  afford  it. 
There  is  no  insurance  company  they  can  go  to.  If  they  are  willing 
to  pay  the  price,  they  can  get  the  insurance,  but  only  63  percent  of 
small  businesses  in  this  country  actually  have  coverage.  The  other 
37  percent  are  not  bad  people,  they  just  cannot  afford  it. 

We  have  precertiflcation.  I  just  went  through  a  personal  experi- 
ence with  my  sister-in-law  with  precertiflcation.  The  issues  that 
Bill  Archer  talked  about,  we  have  to  get  somebody's  OK  before  a 
doctor  who  says  an  operation  is  needed  can  have  it  done.  In 
Canada,  the  doctor  makes  the  decision  and  it  is  done. 

We  have  reams  of  forms — I  was  just  talking  to  my  colleague 
here,  Jim  McDermott,  about  family  members  calling  him  up  asking 
him  to  come  over  to  the  house  and  help  them  fill  out  forms.  My 
mom  and  dad  do  it  to  me.  Thank  God,  my  wife  is  an  expert  because 
she  has  had  to  deal  with  many  different  eligibility  requirements 
because  we  have  so  many  different  insurance  forms.  The  frustra- 
tion that  we  face,  as  a  society,  indicates  that  something  is  wrong 
with  this  system. 

Now,  I  noticed  that  you  challenged  some  of  the  things  in  Canada, 
as  to  whether  or  not  their  system  can  work  here.  I  don't  know 
whether  or  not  their  system,  as  a  whole,  can  work  here.  I  would 
like  to  believe  that  a  single-payer  system  has  a  chance  of  at  least 
giving  universal  access.  So  to  the  extent  that  we  can  do  it  in  the 
private  sector,  how  would  the  private  sector  work  with  the  Govern- 
ment to  make  sure  that  we  don't  deny  people  access.  Competition 
doesn't  save  costs,  because  if  it  did,  then  instead  of  having  our  costs 
going  up  to  12-point-some  percent  of  GNP  it  would  be  going  down. 
But  it  is  not,  it  is  going  up. 

So  could  you  tell  me? 

Mr.  Kelly.  We  do  agree  with  you,  Congressman  Russo,  that  we 
have  a  common  goal  and  that  is  access  for  everyone  to  qualify,  cost- 
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effective  care.  So  I  don't  think  we  have  any  disagreement  on  the 
goal. 

There  were  several  issues  you  touched  on.  High-deductibles,  in 
fact,  on  an  inflation-adjusted  basis,  deductibles  are  much  lower 
than  they  were  in  the  1950s,  much,  much  lower.  See,  deductibles, 
in  fact,  have  decreased  on  an  inflation-adjusted  basis. 

As  far  as  

Mr.  Russo.  But  deductibles  and  copay  requirements  still  deny 
access  to  people  because  many  don't  have  the  money  to  pay  the  de- 
ductibles or  the  copayments. 

Mr.  Kelly.  The  deductible  of  20  percent  on  a  doctor's  visit  is 
about  a  pack-and-a-half  of  beer. 

Mr.  Russo.  Well,  see,  I  think,  as  someone  who  is  in  the  business 
of  trying  to  solve  the  problem,  we  ought  to  work  together  in  figur- 
ing out  why  we  ought  to  have  deductibles  and  why  we  ought  to 
have  copay.  I  don't  think  it  makes  any  sense  comparing  it  to  a  pint 
of  beer.  I  think  what  is  important  is  that  there  are  a  lot  of  people 
in  this  country  who  cannot  afford  a  pint-and-a-half  of  beer,  and 
they  are  not  getting  good  quality  care. 

And  more  and  more  doctors  are  not  getting  involved  in  Medicaid 
any  more,  mainly  because  they  only  get  paid  48  percent  on  the 
dollar  of  what  their  costs  are.  So  there  are  people  out  there  who 
are  not  being  served.  It  could  be  a  half  a  pint  of  beer  and  it  would 
not  make  any  difference  to  them.  They  don't  have  the  money.  In  a 
single-payer  system,  if  you  save  the  administrative  costs  that  we 
are  talking  about,  if  you  use  practice  guidelines,  if  you  can  use  ex- 
penditure targets  and  global  budgeting,  you  will  be  able  to  give 
universal  access  to  everybody  without  an  increase  in  costs.  In  fact, 
some  people  will  say  you  can  do  it  for  less  than  what  we  spend 
now.  Whatever  you  save,  you  can  plow  back  to  low-income  housing 
and  other  things  that  we're  talking  about. 

Mr.  Kelly.  To  touch  on  the  practice  guidelines  and  what  not,  if, 
in  fact,  you  have  a  single-payer  system,  then,  indeed,  you  will  have 
to  have  much  more  intervention,  much  more  precertification,  and 
much  more  

Mr.  Russo.  I  would  disagree  with  that.  Canada  proves,  Mr.  Kelly, 
that  you  don't  have  to  have  precertification.  The  person  who  makes 
the  decision  in  Canada  is  the  doctor.  I  had  lunch  yesterday  with 
the  Deputy  Minister  of  Health,  Margaret  Catley  Carlson,  and  I 
asked  her  about  waiting  lines  and  about  problems  with  bypass  sur- 
gery. She  said  there  has  been  a  national  campaign  in  the  United 
States  to  discredit  the  Canadian  system,  because  certain  people  are 
afraid  it  will  take  hold  in  America. 

Because  of  centralized  control,  when  there  is  a  problem,  they  are 
able  to  go  and  deal  with  it.  That's  why  no  one  hears  about  prob- 
lems with  coronary  bypass  any  more,  because  Canada  has  dealt 
with  the  problem. 

Also  the  doctor  makes  the  decision  whether  it  is  critical  care  or 
care  that  can  wait.  In  Canada,  they  ration  care  based  on  a  medical 
need.  That's  the  way  they  want  to  do  it.  And  the  doctor  makes  that 
decision.  If  someone  walks  in  with  a  knee  problem  or  a  hip  prob- 
lem and  the  doctor  feels  it  is  critical  care  they  get  taken  care  of 
right  away.  But  if  the  doctor  says,  no,  it  is  not  an  emergency,  our 
system  is  based  on  giving  health  to  critical  care  first,  then  you  will 
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have  to  wait.  But  in  America,  we  ration  care  based  on  your  ability 
to  pay. 

I  can  give  you  example  upon  example  of  people  denied  care  be- 
cause they  did  not  have  an  insurance  card.  In  fact,  some  people 
had  to  give  the  title  of  their  cars  to  the  hospital  in  order  to  get 
care.  So  something  is  wrong  here,  and  I  am  just  trying  to  figure  out 
a  way  that  we  can  do  it  together.  If  we  can  do  it  with  the  private 
sector,  more  power  to  us. 

Mr.  Kelly.  I  think  the  proposal  that  the  insurance  industry  has 
put  forward  has  several  important  points.  Number  1,  we  believe  it 
is  absolutely  essential  that  we  expand  Medicaid  to  provide  coverage 
to  more  poor  people  than  just  38  percent  of  those  with  income 
below  the  poverty  level.  We  do  need  some  form  of  subsidy  to  assist 
those  working  poor  to  purchase  coverage.  The  small  employer 
reform  package — there  have  been  excesses  in  the  insurance  indus- 
try— and  we  have  a  package  that  will  mean  that  anybody  who  ap- 
proaches the  system  will  get  coverage.  Once  in  the  system  they  will 
not  be  dumped  out  of  the  system  because  of  preexisting  conditions, 
if  you  will.  And  we  are  aggressively,  as  an  industry,  pushing  that 
package  through  as  many  States  as  we  can. 

So  we  agree  that  there  is  a  need  for  reform  and  we  are  aggres- 
sively seeking  that  reform,  recognizing  that  the  Government  has  a 
role  for  those  who  cannot  afford  it,  and  the  private  sector  can  best 
do  it  for  those  who  can.  We  don't  want  another  middle-class  entitle- 
ment program. 

Chairman  Rostenkowski.  Go  ahead. 

Mr.  Russo.  Whatever  you  say,  Mr.  Chairman. 

One  of  the  problems  with  the  multipayer  system  that  you  are 
talking  about  which  mandates  benefits,  and  which  would  say  that 
the  Government  picks  up  the  risk  later  on,  if  the  employer  doesn't 
do  it  in  the  so-called  mandated  reforms  that  you  have,  the  Govern- 
ment takes  the  riskiest  cases.  The  cream  of  the  crop  goes  to  the 
private  sector  and  the  toughest  cases  will  be  financed  by  general 
revenues. 

There  is  a  better  way.  Under  a  multipayer  system,  we  would  not 
be  able  to  take  advantage  of  the  administrative  cost  savings  that 
we  can  achieve  through  a  single-payer  system  because  we  would 
continue  to  have  all  of  these  different,  1,500  different  insurance 
programs.  You  cannot  then  redirect  the  dollars  you  save  in  admin- 
istrative costs  to  give  universal  access. 

So  it  seems  to  me  that  the  Government  gets  stuck  with  the  tab 
again  for  all  the  risky  cases,  and  the  private  sector  gets  those 
people  who  can  afford  to  pay. 

Mr.  Kelly.  No.  The  proposal  the  industry  has  on  the  table  and 
which  Connecticut  adopted  last  year  creates  a  pool  financed  by  the 
insurance  industry  for  the  purpose  of  spreading  the  cost  of  high- 
risk  employees.  We  would  not  pass  through  costs  of  the  pool  to  the 
Government. 

Mr.  Russo.  But  wouldn't  you  set  up  different  kinds  of  consorti- 
ums? You  would  set  up  a  consortium  where  smaller  insurance  com- 
panies can  bid  in,  and  small  companies  who  cannot  get  insurance 
can  pick  from  a  consortium? 

See,  my  only  concern  there  would  be  that  all  we  are  doing  is 
adding  more  and  more  layers  of  administrative  costs  on  society, 
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overall,  not  just  your  section,  but  the  doctors  who  have  to  bill  out, 
the  providers  who  have  to  seek  reimbursement,  all  the  things  that 
you  have  to  do  to  kind  of  restrain  costs.  It  seems  to  me  that  it 
would  be  much  simpler  if  you  have  a  comprehensive  program,  with 
a  single  payer  who  controls  costs  with  global  budgeting  and  ex- 
penditure targets.  Basically  once  you  eliminate  the  administrative 
costs,  doctors  will  make  more  money  in  the  longrun,  except  those 
few  10  percent  who  like  to  make  $750,000  a  year  or  more.  Unfortu- 
nately they  will  have  to  go  some  place  else  if  they  want  to  make 
that  kind  of  money. 
That  is  it. 

Mr.  Kelly.  Just  one  last  comment.  As  far  as  the  paperwork  in 
the  private  sector,  one  of  the  most  active  and  aggressive  invest- 
ments of  capital,  across  many  players  not  just  insurance  compa- 
nies, are  those  trying  to  bring  the  credit  card-type  of  mechanism 
and  that  sort  of  information  flow  to  the  administration  of  medicine, 
to  reduce  and  eliminate  most  of  the  paperwork.  That  is  an  example 
of  how  the  private  sector  is  aggressively  spending  capital  to  address 
one  of  the  hassles,  if  you  will,  in  the  system.  So  we  are  addressing 
it  very  aggressively. 

Mr.  Russo.  Mr.  Kelly,  if  I  may  conclude,  Mr.  Chairman? 

I  don't  know  if  you  have  had  to  fill  out  any  of  these  forms.  But 
you  ought  to  try  having  a  79-year-old  father  and  mother  trying  to 
figure  this  out  and  then  sending  it  in.  Then  they  tell  you,  well,  it 
happened  in  Idaho  so  that  you  can't  send  it  to  Blue  Cross  of  Chica- 
go or  Illinois,  you  had  better  send  it  to  Blue  Cross  of  Idaho.  Then 
Blue  Cross  of  Idaho  which  is  on  the  same  computer,  says,  well,  no, 
you  shouldn't  send  it  to  us,  because  it  is  already  in  the  computer 
and  then  send  it  back  home. 

All  I  know  is  that  6  months  later  we  don't  have  anything  re- 
solved. Those  are  the  kinds  of  things  that  we  need  to  deal  with. 
That  is  where  the  frustration  is.  When  89  percent  of  Americans  say 
they  want  fundamental  changes,  because  in  order  to  deal  with 
Medicare,  Medicaid,  and  the  private  sector,  it  is  all  of  these  eligibil- 
ity requirements  and  forms  they  have  to  fill  out.  It  is  not  just 
Medicare's  fault,  it  is  the  fact  that  it  is  all  multipayer. 

Mr.  Kelly.  That's  why  we  are  working  on  building  the  infra- 
structure to  use  the  electronic  information  transfer  to  eliminate 
the  paperwork  and  the  frustration. 

Mr.  Russo.  They  told  me  they  had  it  already. 

Thank  you. 

Chairman  Rostenkowski.  Thank  you,  very  much,  gentlemen. 
The  committee  stands  adjourned. 

[Whereupon,  at  3:10  p.m.,  the  committee  adjourned,  to  reconvene 
at  10  a.m.,  Wednesday,  April  17,  1991.] 


LONG-TERM  STRATEGIES  FOR  HEALTH  CARE 


WEDNESDAY,  APRIL  17,  1991 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 

The  committee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski 
(chairman  of  the  committee)  presiding. 

Chairman  Rostenkowski.  The  committee  will  come  to  order. 
This  morning,  the  committee  continues  its  series  of  long-term  strat- 
egy hearings  on  health  care,  costs  and  coverage. 

Our  witnesses  this  morning  will  focus  on  costs  issues.  This  after- 
noon, we  will  turn  to  the  problem  of  the  34  million  Americans  who 
lack  health  insurance  coverage. 

Chairman  Rostenkowski.  I  am  pleased  to  welcome  as  our  first 
witness  this  morning  Mr.  Charles  Bowsher,  Comptroller  General  of 
the  United  States.  It  is  especially  appropriate  to  have  GAO  present 
our  initial  analysis  of  health  care  cost  increases. 

The  GAO  is  charged  with  identifying  waste  in  Federal  programs. 
When  health  care  costs  in  the  United  States  are  12  percent  of  the 
GNP,  and  other  nations  are  spending  9  percent  or  less,  something 
is  seriously  wrong.  What  is  worse,  if  nothing  is  done,  costs  will  con- 
tinue to  grow  to  15  percent  of  GNP  by  the  year  2000. 

Chuck,  we  appreciate  your  efforts  and  those  of  the  GAO  staff  in 
preparing  this  major  review  of  health  care  costs  in  the  United 
States  today.  I  know  that  you  will  be  here  again  next  month  as  we 
continue  our  oversight  initiative  to  look  at  the  efficiency  and  effec- 
tiveness of  programs  within  the  committee's  jurisdiction. 

If  you  are  ready  to  give  us  your  testimony,  the  committee  is 
ready  to  receive  it. 

STATEMENT  OF  HON.  CHARLES  A.  BOWSHER,  COMPTROLLER 
GENERAL  OF  THE  UNITED  STATES,  U.S.  GENERAL  ACCOUNTING 
OFFICE,  ACCOMPANIED  BY  LAWRENCE  H.  THOMPSON,  ASSIST- 
ANT  COMPTROLLER  GENERAL,  HUMAN  RESOURCES  DIVISION, 
AND  JANET  L.  SHIKLES,  DIRECTOR,  HEALTH  FINANCING  AND 
POLICY  ISSUES,  HUMAN  RESOURCES  DIVISION 

Mr.  Bowsher.  Thank  you  very  much,  Mr.  Chairman.  We  are 
pleased  to  be  here  today.  On  my  left  is  Janet  Shikles,  and  on  my 
right  is  Larry  Thompson. 

We  have  a  long  statement,  which  I  would  appreciate  if  it  could 
be  put  into  the  record.  We  have  a  short  statement,  which  I  will 
read. 
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Chairman  Rostenkowski.  Your  entire  testimony,  Mr.  Comptrol- 
ler General,  will  be  in  the  record.  You  may  proceed  with  your  short 
statement. 

Mr.  Bowsher.  I  believe  in  the  1990s,  the  problems  of  our  health 
care  system  and  the  need  for  its  reform  will  be  among  the  most 
serious  issues  facing  the  Congress. 

You  asked  me  to  discuss  U.S.  health  care  spending  and  what 
makes  it  a  matter  of  such  great  national  concern.  I  plan  to  take 
the  next  few  minutes  to  talk  about  the  dimensions  of  the  problem, 
and  its  effect  on  American  business,  Government,  and  consumers.  I 
will  conclude  by  arguing  that  we  must  move  beyond  incremental 
cost-cutting  initiatives  to  reforms  that  encompass  the  entire  U.S. 
health  care  system. 

In  1990,  we  spent  $671  billion  on  health  care,  or  $2,660  per 
person.  One  way  to  grasp  the  size  of  the  U.S.  spending  problem  is 
to  compare  the  United  States,  the  world's  biggest  spender  on 
health  care,  with  Canada,  which  ranks  second. 

In  1970,  the  United  States  and  Canada  spent  about  the  same 
share  of  the  national  income  on  health  care.  By  1989,  though,  U.S. 
health  care  required  almost  11.6  percent  of  national  income,  where- 
as Canadian  health  care  absorbed  only  about  9  percent  of  its  na- 
tional income. 

If  U.S.  spending  on  health  care  relative  to  its  national  income 
had  increased  only  as  fast  as  Canada's,  then  the  United  States 
could  be  devoting  today  over  $140  billion  to  other  uses.  This  sum  is 
equivalent  to  about  40  percent  of  all  our  national  outlays  on  educa- 
tion. 

All  signs  point  to  our  continuing  to  have  the  highest  level  of 
health  spending.  Today,  over  12  percent  of  the  U.S.  national 
income  is  used  to  buy  health  care  services,  and  this  fraction  is 
growing.  Every  40  months,  the  health  care  portion  of  GNP  goes  up 
by  1  percentage  point. 

If  current  trends  continue  during  the  1990s,  by  the  year  2000, 
nearly  15  percent  of  GNP  will  be  spent  on  health  care.  This  growth 
will  add  $300  billion  per  year  to  national  health  spending,  an 
amount  equivalent  to  the  current  defense  budget. 

Health  care  spending  has  grown  faster  than  national  income  for 
the  past  two  decades.  We  can  point  to  several  major  factors  respon- 
sible for  this  escalation  in  spending. 

First,  incomes  have  been  rising,  and  this  spurs  people  to  want 
and  buy  more  health  care.  Also,  the  population  is  aging,  and  older 
people  tend  to  incur  twice  the  health  expenses  of  younger  people. 

Then  there  is  the  rapid  advance  in  medical  technology.  While 
new  technology  often  improves  quality,  it  may  also  require  equip- 
ment that  carries  a  big  price  tag.  The  steady  stream  of  new  proce- 
dures and  services  tends  to  add  each  year  to  health  care  spending. 

Also,  technological  advances  have  led  hospitals  to  engage  in  a 
medical  arms  race,  as  they  seek  to  keep  patients  and  doctors  from 
shifting  to  rival  hospitals. 

Finally,  public  and  private  insurance  have  helped  fuel  the  escala- 
tion of  health  spending  by  providing  a  ready  source  of  funding. 

All  participants  in  the  system  have  been  adversely  affected  by 
rising  health  care  costs.  Over  the  past  two  decades,  health  insur- 
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ance  has  been  the  most  rapidly  growing  component  of  wages  and 
fringe  benefits. 

In  1987,  employee  health  care  costs  paid  by  United  States  corpo- 
rations were  the  equivalent  of  more  than  94  percent  of  total  after- 
tax corporate  profits.  Large  employers  have  responded  by  shifting 
costs  to  their  employees,  through  higher  deductibles,  reduced  cover- 
age for  spouses  and  children,  and  significant  cuts  in  the  retirees' 
health  benefits. 

I  might  point  out  that  even  the  railroad  strike  that  is  starting 
today  has  health  care  benefits  as  a  big  component  of  the  issues. 

Also,  many  small  firms  have  responded  by  entirely  eliminating 
insurance  coverage  for  their  employees. 

Rapid  increases  in  health  spending  also  are  aggravating  the 
budget  difficulties  of  both  Federal  and  State  governments.  Since 
1980,  health  spending  has  been  the  second  fastest  growing  compo- 
nent of  our  Federal  budget.  Only  the  interest  costs  on  our  mount- 
ing public  debt  have  risen  more  quickly. 

In  fact,  total  Federal  spending  in  1990  would  have  been  about 
$50  billion  less  if  health  spending  during  the  1980s  had  grown  only 
as  fast  as  all  other  Federal  outlays. 

Now,  the  many  causes  for  the  increase  in  health  spending  and 
the  chronic  nature  of  the  problem  have  led  businesses,  State  gov- 
ernments, and  the  Federal  Government  to  try  a  whole  range  of 
cost  containment  initiatives.  Some  of  these  efforts  were  failures. 
Others  have  had  success  for  an  individual  payer,  such  as  a  business 
or  a  State  government. 

But  no  private  effort,  no  State  initiative,  and  no  Federal  policy, 
not  even  the  cumulative  effect  of  all  of  them,  has  slowed  the 
growth  of  overall  national  health  spending  substantially. 

In  Medicare,  the  prospective  payment  system  has  slowed  the  in- 
crease in  Medicare  hospital  spending.  Despite  this,  the  impact  of 
the  prospective  payment  reform  on  overall  spending  is  limited,  be- 
cause it  only  applies  to  Medicare  patients  and  only  to  inpatient 
hospital  care. 

Based  on  our  experience  over  the  past  decade,  I  believe  that  fur- 
ther piecemeal  reforms  are  unlikely  to  reduce  the  growth  of  health 
spending  significantly.  No  individual  sector  can  solve  its  spending 
growth  problem  by  itself.  In  particular,  the  Federal  Government 
cannot  restrain  increases  in  its  own  health  spending  permanently 
if  the  rise  in  health  spending  by  other  payers  continues  unabated. 

Now,  this  record  suggests  to  me  that  if  the  United  States  is  to 
succeed  in  slowing  the  spiral  of  health  care  spending,  it  needs  to 
develop  a  comprehensive  set  of  reforms. 

As  part  of  this  effort,  the  United  States  should  consider  strate- 
gies that  other  industrialized  countries  have  employed.  The  coun- 
tries differ  in  whether  they  rely  on  a  single  public  insurer,  or  a 
mix  of  public  and  private  insurers.  In  addition,  all  have  struggled 
to  contain  health  spending. 

The  more  successful  examples  of  cost  containment  appear  to  be 
where  countries  have  employed  a  framework  with  three  common 
elements.  First,  all  citizens  are  covered  by  insurance.  No  one  in 
these  countries  lacks  insurance. 

Second,  where  more  than  one  insurer  is  involved,  all  payers, 
whether  public  or  private,  play  by  essentially  the  same  rules.  That 
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is,  uniform  policies  are  established  for  several  things:  Who  is  eligi- 
ble for  insurance  coverage,  what  services  are  included  in  the  bene- 
fits package,  what  rates  of  payment  are  allowed  for  providers,  and 
which  procedures  are  used  to  file  claims. 

Consequently,  from  the  perspective  of  the  physicians  and  the  hos- 
pitals, it  typically  makes  little  difference  which  payer  covers  a  par- 
ticular patient. 

Third,  some  of  these  countries  make  explicit  decisions  about  the 
amount  they  will  spend  in  major  health  care  sectors.  That  is,  these 
countries  often  set  a  target  for  all  spending  on  a  specific  category 
of  services. 

For  example,  in  Canada,  the  provincial  governments  negotiate  a 
fixed  budget  for  each  hospital.  The  hospital  has  to  determine  how 
best  to  provide  care  while  living  within  this  budget. 

As  another  example,  Germany  has  controlled  spending  on  physi- 
cians by  establishing  a  schedule  of  fees  for  each  type  of  physician 
service  and  by  setting  a  target  for  overall  spending  on  physician 
care.  If  physicians  increase  the  number  of  services  they  provide 
and  spending  threatens  to  exceed  the  target,  the  fees  are  reduced 
so  that  actual  spending  stays  within  the  target. 

In  each  case,  the  country  has  been  able  to  offer  a  broad  range  of 
health  care  services  to  all  of  its  citizens  while  spending  substantial- 
ly less  per  capita  than  the  United  States. 

The  best  way  to  broaden  access  and  contain  health  care  spending 
in  our  country  will  be  developed  through  discussion  and  debate. 
The  approach  we  develop  will  certainly  be  consistent  with  Ameri- 
can political  traditions  and  institutions. 

Nonetheless,  I  believe  that  the  United  States  must  adopt  a 
framework  that  contains  the  three  elements  just  discussed:  One,  in- 
suring everyone;  two,  establishing  uniform  rules  for  reimbursing 
providers;  and  three,  capping  the  total  expenditures. 

In  the  United  States,  such  an  approach  could  help  restrain  the 
escalation  in  health  care  spending  and  free  resources  for  other  im- 
portant uses.  If  this  approach  slowed  the  growth  rate  of  Federal 
health  care  spending  by  one-third,  we  have  estimated  that  it  would 
save  about  $125  billion  over  the  next  5  years,  and  those  savings 
would  just  be  for  the  Federal  Government. 

GAO  has  several  studies  underway  on  spending  controls  that  the 
Congress  will  be  able  to  use  as  it  considers  proposals  to  reform  our 
health  care  system.  Two  reports  will  focus  on  foreign  countries  that 
employ  frameworks  similar  to  the  one  I  described  earlier. 

One  report  will  examine  health  care  in  Canada,  which  provides 
universal  insurance  through  a  system  managed  by  the  provincial 
governments.  A  second  report  will  analyze  the  recent  spending  con- 
trol efforts  in  the  German  and  the  French  systems. 

In  addition,  we  will  be  reporting  on  U.S.  experiments  at  the 
State  level  with  policies  for  expanding  access  and  restraining  hospi- 
tal rates  that  resemble  some  of  the  foreign  approaches. 

I  believe  that  health  care  is  at  the  forefront  of  the  domestic 
agenda,  and  certainly  in  the  domestic  budget  of  our  Federal  Gov- 
ernment. We  look  forward  to  working  with  the  Congress  to  address 
these  important  challenges,  Mr.  Chairman,  and  that  concludes  my 
statement.  We  would  be  happy  to  answer  any  questions. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  CHARLES  A.  BOWSHER,  COMPTROLLER  GENERAL 
UNITED  STATES  GENERAL  ACCOUNTING  OFFICE 

I  am  pleased  to  be  here  today  as  you  examine  health  care 
financing  from  the  standpoint  of  the  federal  government  and  the 
nation.     I  believe  that,  in  the  1990s,  problems  of  our  health 
care  system  and  the  need  for  its  reform  will  be  among  the  most 
serious  issues  facing  the  Congress. 

You  have  asked  me  to  discuss  U.S.  health  care  spending  and 
what  makes  it  such  a  significant  matter  of  national  concern.  I 
want  to  review  the  dimensions  of  the  problem,  its  implications 
for  payers  and  patients,  and  the  avenues  our  nation  might  explore 
to  solve  it. 

GAO's  analysis  of  this  issue  leads  me  to  conclude  that 
piecemeal  reforms,  whether  undertaken  by  business  or  government, 
are  unlikely  to  reduce  the  growth  of  national  health  spending 
substantially.     No  individual  sector  can  solve  its  spending 
growth  problem  on  its  own.     I  believe  that  if  the  United  States 
is  to  succeed  in  slowing  the  spending  spiral  in  health  care,  its 
reform  must  be  comprehensive.     In  designing  our  reform,  we  should 
consider  three  elements  of  the  approaches  used  in  several 
countries  that  have  been  relatively  successful  in  restraining 
health  care  spending.     These  elements  include:   (1)  insuring  each 
individual,   (2)   instituting  uniform  payment  rules  for  health  care 
services,  and  (3)  setting  caps  on  total  expenditures  for  major 
provider  categories,  such  as  hospitals,  physicians,  and 
technology. 

BACKGROUND— THE  RAPID  RISE 
IN  U.S.   HEALTH  CARE  SPENDING 

The  United  States  has  a  serious  problem  with  health  care 
spending,  but  that  problem  coexists  with  the  notable  achievements 
of  U.S.  medicine.     Because  these  achievements  provide  a  backdrop 
to  the  spending  issue,  they  are  worth  enumerating.  American 
medicine  is  a  magnet  for  the  rest  of  the  world:     physicians  and 
medical  students  are  drawn  to  our  teaching  hospitals  and  medical 
schools  to  learn  the  most  advanced  medical  procedures;  patients 
seek  out  state-of-the-art  treatment  from  our  premier  medical 
centers  and  specialists;  and  policymakers  travel  across  our 
country,  learning  about  innovative  methods  of  delivering  care. 
Americans  often  share  foreigners'   admiration  for  the 
technological  prowess  and  clinical  skill  of  U.S.  physicians  and 
hospitals.      Not  only  are  Americans  grateful  for  CAT  scans  and 
other  high-tech  marvels,  when  surveyed  they  typically  express 
satisfaction  with  the  care  they  themselves  receive. ^ 

With  such  perceived  medical  achievements  and  such  patient 
satisfaction  with  care,  how  can  so  many  observers  view  our  health 
care  system  as  flawed  or  even  in  crisis?     I  believe  that  they 
consider  the  flaws  in  U.S.  health  care  to  be  less  medical  than 
financial:     it  is  the  costs  of  medical  services — weighed  against 
their  value  and  the  number  of  people  denied  ready  access  to 
care — that  cause  concern. 


*In  a  recent  survey  by  the  Employee  Benefits  Research  Institute 
and  the  Gallup  Organization,  56  percent  of  the  respondents 
characterized  the  U.S.  health  care  system  as  "fair"  or  "poor." 
Their  view  of  the  care  provided  by  their  own  family  physicians  was 
dramatically  more  favorable:     92  percent  of  those  with  family 
physicians — an  important  proviso — said  the  care  they  receive  is 
"excellent"  or  "good."  "Health  Costs,"  Wall  Street  Journal,  March 
27,  1991.     See  also  Robert  J.  Blendon,  Robert  Leitman,  Ian 
Morrison,  and  Karen  Donelan,   "Satisfaction  with  Health  Systems  in 
Ten  Nations,"  Health  Affairs,  Summer  1990,  pp.  185-192,  and  Cindy 
Jajich-Toth  and  Burns  W.  Roper,  "Americans'  Views  on  Health  Care: 
A  Study  in  Contradictions,"  Health  Affairs,  Winter  1990,  pp.  149- 
157. 
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The  problem  with  the  U.S.  system  of  health  care  financing 
begins  (though  it  does  not  end)  with  one  fact:     The  United  States 
leads  the  world  in  health  care  spending.     In  1990  we  spent  on 
health  care  $676  billion,  or  $2,660  per  person.     By  contrast, 
Canada — the  second  highest  spender  on  health  care — spent  less 
than  $2,000  per  person.     In  1970,     U.S.  health  care  only  absorbed 
about  7.4  cents  of  each  dollar  of  national  income.2    In  the  same 
year,  Canada's  health  care  took  about  the  same  share  of  its 
income.     By  1989,  though,  U.S.  health  care  required  about  11.6 
cents  of  each  dollar  of  national  income,  whereas  Canadian  health 
care  absorbed  only  about  9  cents.      If  U.S.  spending  on  health 
care,  relative  to  our  national  income,  had  increased  only  as  fast 
as  Canada's,  then  the  United  States  could  be  devoting  today  over 
$140  billion  to  other  uses.     This  sum  is  equivalent,  for  example, 
to  over  40  percent  of  all  national  outlays  on  education. 

All  signs  point  to  our  continuing  to  have  the  highest  level 
of  health  spending.     In  1990,  over  12  cents  out  of  each  dollar  of 
U.S.  national  income  is  used  to  buy  health  care  services — and 
this  fraction  is  growing.     Every  40  months,  the  health  care 
portion  of  each  dollar  of  GNP  goes  up  by  a  penny.     In  10  years — 
120  months — the  United  States  will  spend,  the  Department  of 
Health  and  Human  Services  projects,  nearly  15  cents  of  each 
dollar  of  GNP  on  health  care.     This  growth  will  add  $300  billion 
to  national  health  spending  in  the  year  2000,  an  amount 
equivalent  to  the  current  defense  budget. 

RISING  HEALTH  CARE  OUTLAYS  ARE 
A  MAJOR  PROBLEM  FOR  BUSINESS 

Those  trends  strongly  affect  the  financial  condition  of  all 
participants  in  the  system.     Individual  households  are  affected, 
as  well  as  the  large  institutions  (businesses,  governments, 
insurers)  that  pay  for  individuals'   insurance  and  reimburse 
providers. 

For  businesses,  rapid  increases  in  health  care  spending 
overall  have  meant  that  their  outlays  on  health  insurance  have 
risen  quickly,  too.3    Over  the  past  two  decades,  this  fringe 
benefit  has  been  the  most  rapidly  growing  component  of  labor 
compensation.     A  Foster  Higgins  survey  of  larger  businesses  found 
that,  between  1989  and  1990,  average  health  care  outlays  rose 
21.6  percent;  these  businesses,  whose  health  plans  cover  11 
million  employees,  had  medical  plan  costs  averaging  $3,161  per 
employee.4     (General  Motors  alone  spends  over  $3  billion  per  year 
on  health  care.)     In  1987,  employee  health  care  costs  paid  by 
U.S.  corporations  were  the  equivalent  of  more  than  94  percent  of 
total  after-tax  corporate  profits. 

Employers  have  responded  to  large  and  rising  outlays  by 
trying  to  shift  more  of  the  explicit  cost  of  health  insurance  and 
health  care  to  their  employees:     the  share  of  employees  holding 
policies  that  require  deductibles  of  $100  or  more  rose  more  than 


2The  measure  of  national  income  is  Gross  National  Product  (GNP). 

3Health  outlays  have  more  than  doubled  as  a  share  of  total  labor 
compensation  (i.e.,  wages,  salaries,  and  fringe  benefits):  from 
3.1  percent  in  1970  to  7.0  percent  in  1989.    Note,  though,  that 
the  business  share  of  total  health  spending  has  scarcely  changed 
during  the  past  decade.     See  Congressional  Budget  Office,  Trends 
in  Health  Expenditures  by  Medicare  and  the  Nation,  January  1991. 
The  increase  in  health's  share  of  labor  compensation  reflects 
rising  health  care  costs,  but  not  a  larger  role  for  business  in 
health  care  financing. 

4For  all  businesses — that  is,  smaller  as  well  as  larger  firms — 
the  rate  of  increase  was  probably  lower. 
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fivefold  between  1980  and  1988. 5    Many  businesses  have  decreased 
their  insurance  coverage  for  employees'  spouses  and  children. 
Increasingly,  firms  do  not  offer  health  benefits  to  workers  who 
are  part-time  or  temporary.     Not  surprisingly,  labor  disputes  in 
the  past  decade  have  often  centered  on  health  care  benefits  and 
insurance  premiums.     Of  all  labor  disputes  in  1989,  for  example, 
78  percent  involved  health  benefits.6    Highly  publicized  disputes 
include  the  Communications  Workers'  strike  in  response  to  NYNEX's 
attempt  to  raise  employee  contributions  for  their  health 
coverage. 

Businesses  have  also  felt  the  pressure  of  health  spending 
increases  on  their  ability  to  pay  for  the  benefits  due  their 
retired  employees.    A  business  that,  15  or  20  years  ago,  promised 
its  employees  health  benefits  when  they  retired  is  surprised  now 
by  the  heavy  financial  burden  that  it  must  shoulder  to  keep  its 
promise.     In  a  recent  example  that  triggered  a  protracted  labor 
dispute,  the  Pittston  Coal  Company  canceled  health  and  pension 
benefits  for  disabled  and  retired  miners  and  their  dependents. 
Moreover,  business  financial  statements  will  contain  next  year  a 
dramatic  sign  of  health  spending's  impact:     Under  a  recent  ruling 
of  the  Financial  Accounting  Standard  Board  (FASB),  employers  will 
be  required,  after  1992,  to  report  the  estimated  future  cost  of 
retirees'  health  benefits.     That  is,  the  unfunded  liability  of 
benefits  already  promised  to  retired  employees  but  previously 
unrecorded  on  financial  statements  will  suddenly  be  put  on  the 
books.     GAO  has  estimated  this  liability  at  $227  billion  (in  1988 
prices) .7 

Faced  with  this  information,  some  firms  have  sought  to 
extricate  themselves  from  past  promises — that  is,  to  cut 
benefits.     For  example,  AT&T  recently  has  imposed  caps  on 
retirees'  health  care  bills.    Other  businesses  in  shaky  financial 
condition  may  find  that,  after  this  FASB  rule,  bankruptcy  is  a 
more  likely  option  than  before. 

Most  large  and  medium-sized  firms  continue  to  offer  health 
benefits  to  their  permanent,  full-time  employees.     For  small 
businesses,  though,  the  situation  is  changing  markedly.  Health 
insurance  coverage  of  small  businesses'  employees  has  suffered, 
as  individual  insurance  companies  have  responded  vigorously  to 
the  growth  in  health  care  spending. 

This  spending  growth  increased  the  average  size  of  patients' 
claims  that  insurers  had  to  pay  and  spurred  insurers  to  change 
their  methods  of  doing  business.     Until  the  1950s,  insurers 
established  premiums  based  on  "community  rating."    That  is,  when 
an  entire  community's  claims  experience  was  used  to  set  rates, 
insurers  could  rely  on  the  law  of  averages:    Claims  of  high-cost 
patients  would  usually  be  offset  by  those  of  low-cost  patients. 
Today,  many  medium  and  large  employers  are  "self-insuring" — in 
effect  becoming  their  own  insurance  company.    As  bigger  employers 
self-insure,  smaller  businesses  increase  as  a  proportion  of  the 
private  insurance  market,  which  in  turn  raises  insurers'  overall 
level  of  risk. 


5From  8  percent  in  1980  to  44  percent  in  1988.     See  Employee 
Benefit  Research  Institute,   Issue  Brief,  Number  100,  March  1990, 
p.  6.     Our  report,  Health  Insurance:     Cost  Increases  Lead  to 
Coverage  Limitations  and  Cost  Shifting   (GAO/HRD-90-68,  May  22, 
1990),  discusses  responses  by  insurers  and  employers  to  cost 
increases . 

6This  figure  applies  to  the  first  10  months  of  1989.  Employee 
Benefit  Research  Institute,  pp.  16-17. 

7Employee  Benefits:  Companies'  Retiree  Health  Liabilities  Large, 
Advance  Funding  Costly  ( GAO/HRD-89-51 ,  June  14,  1989). 
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As  insurers  have  competed  for  the  better  health  risks  in  the 
population,  risk  pools  have  narrowed.     In  some  cases,  the 
employees  in  an  entire  industry  (e.g.,  foundries,  barber  and 
beauty  shops)  are  denied  coverage  by  a  particular  insurer, 
because  the  workers'  current  or  future  health  status  is  judged 
too  costly.     In  other  cases,  a  specific  business  may  drop 
insurance  coverage  for  its  employees  because  one  worker  incurs 
unusually  high  medical  bills,  which  in  turn  drives  up  premiums 
beyond  a  level  that  the  business  can  afford.     Finally,  even  in 
small  businesses  that  receive  insurance  coverage,  insurers' 
exclusion  of  payment  for  preexisting  medical  conditions  can  lead 
individuals  with  costly  claims  to  be  denied  coverage.  These 
changes  for  industries,  specific  firms,  and  individuals 
contributed  to  the  growing  population  of  individuals  lacking 
privately  provided  health  insurance.     (Between  1980  and  1988,  the 
number  of  individuals  covered  by  private  insurance  fell  by  about 
5  million. ) 

LARGE  INCREASES   IN  FEDERAL  AND 
STATE  HEALTH  CARE  OUTLAYS 
SQUEEZE  HEALTH  AND  OTHER  PROGRAMS 

Rapid  health  spending  increases  are  also  aggravating  the 
budget  difficulties  of  both  state  and  federal  governments.  For 
example,  state  government  budgets  have  been  squeezed  by  rising 
expenditures  on  Medicaid — the  fastest  growing  component  of  state 
budgets.     The  Medicaid  program,  which  pays  for  acute  and  long- 
term  care  for  the  eligible  poor,  has  increased  by  about  half, 
relative  to  state  finances,  in  recent  years.     The  National 
Governors'  Association  reports  that  Medicaid,  which  in  1980  took 
9  percent  of  state  budgets,  now  absorbs  14  percent. 8    a  number  of 
states  have  continued  to  pay  for  rising  Medicaid  expenses,  but 
have  financed  part  of  the  increases  by  reducing  spending  on  other 
health  services.     In  addition,  various  states  have  tried  to 
reduce  the  rate  of  increase  in  Medicaid  spending  by  cutting 
benefits,  tightening  eligibility,  and  reducing  reimbursements  to 
providers . 

Federal  outlays  account  for  almost  30  percent  of  all  U.S. 
health  expenditures,  and  increases  in  these  outlays  have 
aggravated  the  severe  budgetary  difficulties  facing  the  U.S. 
government. 9      Since  1980,  health  spending  has  been  the  second 
fastest  growing  component  of  the  federal  budget — only  the 
interest  costs  of  our  mounting  public  debt  have  risen  more 
quickly.     As  a  result,  health  spending  now  accounts  for  14.4 
percent  of  the  federal  budget,  up  from  10.7  percent  in  1980. 10 
The  extra  $55  billion  reflects  both  an  increase  in  beneficiaries 
and  an  increase  in  costs  per  beneficiary. 

As  federal  health  outlays  have  risen,  Medicare — the  largest 
federal  health  program — has  increased  its  budgetary  importance . H 


8Rising  national  health  spending  is  not  the  only  source  of  rising 
Medicaid  expenditures.     An  increase  in  federally  mandated 
benefits  has  also  led  the  states  to  increase  spending. 

^Our  report,  The  Budget  Deficit;     Outlook,  Implications,  and 
Choices  ( GAO/OCG-90-5 ,  Sept.  12,  1990),  discusses  the  role  played 
by  the  health  care  sector  in  the  federal  fiscal  situation. 

107.6  percent  in  1970. 

Usee  our  forthcoming  report,  Medicare;  Further  Changes  Needed  to 
Reduce  Program  and  Beneficiary  Costs  ( GAO/HRD-91-67 ) . 

As  for  Medicaid,  its  share  of  the  federal  health  dollar  has  also 
been  rising,  although  more  slowly  than  Medicare's.    Other  federal 
health  programs  have  shrunk  in  relative  importance  in  the  budget. 
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In  1980,  Medicare  outlays  represented  54  cents  of  each  federal 
health  dollar;  in  1990,  Medicare  took  61  cents.     Continuation  of 
this  trend  in  Medicare  outlays  endangers  the  Medicare  Hospital 
Insurance  Trust  Fund.     Looking  to  the  future,  the  Advisory 
Council  on  Social  Security  projects  that  the  trust  fund  will  go 
bankrupt  in  the  year  2006. 12 

The  pace  of  increases  in  federal  health  spending  serves  as 
yet  another  warning  of  the  pressures  that  work  against  a  long- 
term  resolution  of  the  federal  budget  dilemma.     Total  federal 
spending  in  1990  would  have  been  about  $50  billion  less  if  health 
spending  during  the  1980s  had  grown  only  at  the  average  rate  of 
increase  for  all  federal  outlays. 

GROWTH  IN  NUMBERS  OF  UNINSURED — 
PERSISTENCE  OF  INADEQUATE  HEALTH  OUTCOMES 

From  almost  any  perspective,  our  health  care  expenditures 
are  large,  but  what  do  we  get  for  this  level  of  expenditure? 
Although  the  quality  of  services  delivered  is  considered  to  be 
generally  good  to  excellent,  many  of  those  services  are 
unnecessary  or  not  worth  their  cost.     In  addition,  millions  of 
Americans  lack  adequate  care. 

As  I  suggested  at  the  outset  of  my  testimony,  the  quality  of 
medical  services  delivered  today  in  the  United  States  is  in  many 
respects  high,  and  higher  than,  say,  20  years  ago.     For  example, 
compared  to  earlier  treatments  for  glaucoma,  laser  microsurgery 
offers  better  results,  while  sparing  the  patient  much  discomfort 
and  inconvenience.     Advances  in  diagnostic  technology,  such  as 
magnetic  resonance  imaging  (MRI),  often  free  patients  from  the 
need  to  undergo  invasive  surgery  simply  to  obtain  an  accurate 
diagnosis . 

Nonetheless,  Americans  who  are  insured  probably  also  are 
"overserved" :     they  receive  some  procedures  and  tests  that  are 
unnecessary  or  of  marginal  benefit.     For  example,  recent  studies 
— in  the  Journal  of  the  American  Medical  Association  and 
elsewhere  — report  that,   for  various  procedures,  many  of  those 
performed  are  inappropriate:     14  percent  of  coronary  artery 
bypasses,  20  percent  of  pacemaker  implants,  and  32  percent  of 
carotid  endarterectomies . 13 

By  contrast,  many  of  the  31  million-plus  Americans  who  are 
uninsured  have  the  opposite  problem:     lack  of  insurance  means 
receiving  less  care,  less  timely  care,  and  lower  quality  care 
than  received  by  the  insured.14     For  example,  a  low  birthweight 
baby,  even  if  born  to  an  uninsured  mother,  may  get  good  or  even 


12Advisory  Council  on  Social  Security,  Press  Release,  Thursday, 
March  14,  1991,  p.  3.     The  projection  was  issued  by  the  Advisory 
Council's  Health  Technical  Panel. 

13A  carotid  endarterectomy  is  a  surgical  procedure  performed  on 
the  principal  artery  in  the  neck. 

Studies  of  inappropriate  procedures  include  C.  Winslow,  and 
others,  "The  Appropriateness  of  Performing  Coronary  Artery  Bypass 
Surgery,"  Journal  of  the  American  Medical  Association,  260(4), 
July  22/29,  1988,  pp.  505-509.     A.  C.  Enthoven,  "What  Can 
Europeans  Learn  From  Americans?"  Health  Care  Financing  Review, 
1989  Annual  Supplement,  pp.  49-63,  provides  additional  citations. 

14A  recent  study  by  Georgetown  and  Johns  Hopkins  researchers  found 
that  "the  actual  in-hospital  death  rate  was  1.2  to  3.2  times  higher 
among  uninsured  patients"  for  11  of  16  demographic  categories. 
Jack  Hadley  and  others,  "Comparison  of  Uninsured  and  Privately 
Insured  Hospital  Patients,"    Journal  of  the  American  Medical 
Association,  265(3),  January  16,  1991,  p.  374. 
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superb  neonatal  care.     But  the  need  for  such  sophisticated  care 
might  have  been  avoided,   if  the  mother  had  received  timely  (and 
relatively  inexpensive)  prenatal  care.     More  generally,  the 
problems  with  care  for  the  uninsured  point  to  a  more  general, 
critical  deficiency  in  converting  our  huge  health  care  resources 
into  top-quality  health  outcomes  for  everyone:     our  record  on 
infant  mortality  does  not  meet  expectations  set  by  our  own 
history — improvement  in  infant  mortality  has  slowed  significantly 
in  the  past  decade,  compared  to  the  1970s — nor  those  set  by  the 
record  of  other  industrialized  countries — in  terms  of  infant 
mortality  rates,  the  United  States  ranks  22nd. 

FACTORS   CONTRIBUTING  TO 

RISING  HEALTH  CARE  EXPENDITURES 

The  prospect  of  health  care  consuming  an  ever-rising 
fraction  of  U.S.  national  income  raises  two  questions:     Why  does 
health  care  spending  increase  so  rapidly?     And  why  is  that 
spending  increase  unlikely  to  stop  of  its  own  accord? 

Health  care  spending  has  grown  faster  than  national  income 
for  the  past  two  decades  (indeed,  for  the  past  four  decades),  but 
no  single  factor  explains  why.     Moreover,  no  one  can  provide  a 
precise  accounting  of  the  many,  often  hard-to-quantif y  factors  at 
play. 15       in  any  case,   for  understanding  spending  increases 
overall,   it  is  helpful  to  separate  the  major  influences  into  two 
groups : 

First,  several  factors  push  on  the  health  care  sector  from 
the  outside:     Increases  in  income,  for  example,  lead  people  to 
want  and  buy  more  health  care,  as  they  seek  longer  and  healthier 
lives.     Similarly,  the  aging  of  the  population  adds  to  health 
spending;  older  people  tend  to  incur  double  the  health  expenses 
per  person  of  the  young  and  middle-aged.16 

Second,  processes  at  work  within  the  health  care  sector  give 
health  spending  an  additional  momentum. 

--  Medical  care  prices  increased  44  percent  more  than  consumer 
prices  over  the  past  two  decades.     One  reason  is  that  wages 
increase  more  quickly  in  the  health  care  sector  than  in  the 
rest  of  the  economy.     Shortages  of  nurses  exemplify  the 
market  conditions  pushing  up  wages.  Physicians'  net  incomes 
have  also  risen,  between  1977  and  1987,  about  27  percent  more 
than  the  average  earnings  of  private,  nonfarm  workers. 
Another  reason  for  rising  medical  care  prices  is  the  slower 
increase  of  productivity  in  health  care  than  elsewhere. 
Health  care,  like  other  service  industries,  is  relatively 
labor-intensive,  and  new  medical  technologies  often  do  not 
reduce  labor  requirements.     Sometimes,   in  fact,  new 
technologies  call  for  more  labor,  or  more  expensive  labor. 

—  Rapid  advances  in  medical  technology  often  improve  quality, 
but  may  require  equipment  that  carries  a  big  price  tag  as 
well.     Examples  include  advanced  diagnostic  equipment  and 
radiation  therapy  equipment.     The  steady  stream  of  new 
procedures  and  services  tends  to  add,  year  by  year,  to  health 
care  spending. 


15Nonetheless ,  researchers  are  continuing  to  investigate  sources 
of  health  spending  growth.     For  example,  GAO  is  analyzing  the 
reasons  for  the  increase  in  costs  of  hospital  care,  and  expects  to 
issue  a  report  to  the  Committee  later  this  year. 

16The  typical  household  headed  by  someone  over  65  spent  $2,099  on 
health  care  in  1988,  while  the  typical  household  headed  by  someone 
under  65  spent  half  that  amount  ($1,089). 
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—  Technological  advances  have  sometimes  led  hospitals  to 
participate  in  a  medical  "arms  race,"  as  they  seek  to  keep 
patients  and  doctors  from  shifting  to  rival  hospitals.  A 
recent  example  of  high-tech  escalation  has  been  reported  in 
the  county  containing  Altoona,  Pennsylvania:     a  hospital  and  a 
group  of  radiologists  each  have  acquired  MRI  machines.17 
Another  MRI  also  serving  Altoona  residents  is  nearby  in  the 
next  county.    As  a  result,  a  small  area  has  three 
sophisticated  diagnostic  machines,  each  costing  $1.5  million 
or  more.     With  these  machines,  physicians  apparently  performed 
more  MRI  scans  per  resident  than  were  done  in  Philadelphia  and 
many  other  hospitals  in  the  state. 

These  technological  advances  and  other  cost-increasing 
factors  propel  spending  upward — because  for  each  new  service, 
somebody  pays.     In  recent  years,  that  somebody  is  the  third-party 
payer — business,  government,  and  private  insurers.     Private  and 
public  health  insurance  provide  deep  pockets  that  surely  have 
facilitated  the  escalation  of  health  care  spending  in  the  United 
States. 

PAST  INCREMENTAL  INITIATIVES  HAD  LITTLE  SUCCESS — 
PIECEMEAL  REFORM  IS  UNPROMISING 

The  medical  marketplace  is  unusual  and  complex.     The  many 
facets  of  health  spending  increases,  and  the  chronic  nature  of 
the  problem,  have  led  businesses,  state  governments,  and  the 
federal  government  to  undertake  numerous  initiatives.     Many  of 
these  efforts  have  failed;     some  have  had  success  in  restraining 
spending  growth  for  an  individual  payer — a  business,  a  state 
government,  or  the  federal  government.     No  private  effort,  no 
state  initiative,  no  federal  policy — nor  the  sum  of  all  these 
piecemeal  initiatives — has  slowed  the  growth  of  overall  national 
health  spending  substantially  and  over  the  long  haul. 

Based  on  this  experience,  I  believe  that  further  piecemeal 
reforms  will  also  be  disappointing;  that  is,  they  are  unlikely  to 
reduce  the  growth  of  overall  health  spending  significantly. 
Furthermore,  no  individual  sector  can  solve  its  spending  growth 
problem  on  its  own.     In  particular,  the  federal  government  cannot 
restrain  increases  in  its  own  health  spending  permanently — and 
yet  maintain  benefits  and  access,  if  the  rise  in  health  spending 
by  other  payers  continues  unabated. 

Several  examples  make  the  point: 

—  Businesses  have  reduced  or  eliminated  health  benefits  to 
employees,  thereby  cutting  the  businesses'  own  expenses.  Such 
benefit  reductions  do  not  reduce  overall  health  spending, 
because  they  tend  to  shift  the  burden  to  employees  or  to 
governments,  who  then  must  pay  for  the  uncompensated  care  of 
uninsured  workers  or  extend  coverage  to  them  through  public 
programs . 

—  Since  the  1970s,  businesses  have  sought  to  contain  their 
health  care  outlays  by  turning  to  managed  care  approaches, 
including  health  maintenance  organizations  (HMOs).     In  theory, 
managed  care  reduces  unnecessary  and  uneconomical  services  by 
having  an  organization  "manage,"  or  regulate,  all  the  care  a 
patient  receives — from  specialists  as  well  as  a  family 
physician.     Businesses'   use  of  managed  care  is  unlikely  to 
contain  overall  health  care  spending  in  the  future,  for  three 
reasons:     First,  managed  care  has  sometimes  achieved  one-time 
savings,  but  whether  it  moderates  the  upward  trend  of  spending 


17Tne  Philadelphia  Inquirer,  July  30,  1990,  and  The  Washington 
Post ,  November  16,  1990.     In  conversations  with  state  officials 
and  others,  GAO  has  been  able  to  check  on  key  facts  in  these  news 
reports . 
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is  debatable.18    Second,  managed  care  seems  unlikely  to  cover 
a  large  enough  proportion  of  Americans  during  the  next  decade 
to  moderate  the  upward  trend  of  health  care  spending  overall. 
Currently,  HMOs  cover  only  8  percent  of  Americans. ^  Third, 
managed  care  does  not  seem  to  restrain  those  forces  that 
increase  overall  health  care  spending  but  that  originate 
outside  the  managed  care  population — e.g.,  medical  "arms 
races." 

—  States'  reductions  in  Medicaid  reimbursement  rates  cannot  slow 
the  increase  in  national  health  spending  over  the  long  run.  A 
sustained  policy  of  Medicaid  rate  reductions  would  shift  low- 
income,  acute  care  patients  out  of  Medicaid  and  into  charity 
care  that  other  payers  must  subsidize.20  Consequently, 
Medicaid  rate  reductions  would  not  reduce  overall  health 
spending  commensurately .     Moreover,  this  Medicaid  rate  policy 
would  not  significantly  alter  the  trend  increase  in  overall 
health  spending. 

—  Medicare,  since  soon  after  its  inception,  has  struggled  to 
contain  spending  increases.     Compared  to  federal  cost- 
containment  initiatives  in  the  1970s,  recent  reforms  of 
Medicare  reimbursement  seem  to  have  been  more  successful.  In 
particular,  the  Prospective  Payment  System  (PPS)  for 
hospitals — instituted  in  1983 — revamped  Medicare's  method  of 
setting  reimbursement  rates  and  has  slowed  the  increases  in 
Medicare's  hospital  spending.     PPS  may  have  restrained  overall 
hospital  spending  growth  as  well. 

Even  these  achievements,  though,  have  not  brought  about  a 
major  moderation  in  the  trend  of  national  health  spending.  The 
reasons  are  by  now  familiar:     first,  hospitals  appear  to  have 
shifted  costs  from  Medicare  to  private  payers  willing  to 
reimburse  them  at  higher  rates.     Second,  PPS  seems  to  have 
spurred  the  movement  of  procedures — and  hence  spending — from 
hospitals  (inpatient  care)  to  other  medical  facilities  (e.g., 
outpatient  surgery  centers).     The  impact  of  the  PPS  reform  on  the 
trend  of  overall  hospital  spending  is  almost  inevitably  limited, 
because  of  PPS's  restricted  scope — the  Medicare  system  and 
spending  on  hospital  inpatient  care. 

These  experiences  of  business  and  government  payers 
demonstrate  that  pressing  the  balloon  of  health  care  spending  in 


18William  Custer,  "Health  Care  Costs  and  the  Quality  of  Health 
Care,"  Employee  Benefit  Research  Institute,  Sept.  28,  1989,  p.  13. 
Karen  Davis  and  others,  Health  Care  Cost  Containment  (Baltimore: 
The  Johns  Hopkins  Press,  1990),  p.  223. 

19Karen  Davis  and  others,  p.  222,  estimates  that  an  upper  bound 
for  HMO  enrollment  in  the  population  is  25  percent. 

Managed  care  is  sometimes  defined  more  broadly  to  include  any 
effort  at  providing  oversight  by  third-party  payers  over  the 
delivery  of  medical  services.     For  example,  utilization  review, 
which  involves  insurers  challenging  providers'  decisions  to 
undertake  specific  procedures  (e.g.,  coronary  bypass  surgery),  has 
become  increasingly  prevalent.     The  effectiveness  of  utilization 
review  has  not  been  extensively  researched,  but  the  current 
evidence  is  at  best  mixed.     See  Custer,  pp.  9-10. 

20The  level  of  Medicaid  reimbursement  rates  (relative  to  the 
prevailing  rates  of  Medicare  and  private  insurers)  has  been  low, 
historically.     See  Physician  Payment  Review  Commission,  Annual 
Report  to  Congress,  1991,  April  1,  1991,  for  current  data. 
As  a  result  or  these  low  relative  rates,  provider  participation  in 
Medicaid  has  been  limited.     This  limited  participation  has  reduced 
beneficiaries'  access  to  acute  care — in  settings  other  than 
emergency  rooms  and  clinics. 
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one  spot  results  in  the  balloon  bulging  out  elsewhere.  Spending 
control  initiatives  that  are  limited  to  one  payer  (or  subset  of 
payers)  or  to  one  category  of  services  (e.g.,  inpatient  care) 
will  have  limited  effect  on  overall  spending.     Providers  can 
shift  costs  from  less  generous  payers  to  the  more  generous  ones; 
payers  themselves  can  seek  to  avoid  covering  people  who  are  bad 
health  risks,  thereby  unloading  the  burden  of  uncompensated  care 
onto  the  rest  of  society.     Finally,  piecemeal  initiatives  tend  to 
leave  untouched  the  full  set  of  forces  that  give  health  care 
spending  its  momentum. 

THE  U.S.   HEALTH  CARE  SYSTEM  NEEDS  COMPREHENSIVE  REFORM 

This  record  suggests  to  me  that  if  the  United  States  is  to 
be  successful  in  slowing  the  spending  spiral  in  health  care,  it 
needs  to  develop  a  comprehensive  set  of  reforms  to  its  health 
care  system.    As  part  of  this  effort,  the  United  States  should 
consider  strategies  that  other  industrialized  countries  have 
employed. 

Other  industrialized  countries  differ  in  whether  they  rely 
on  a  single  public  insurer  or  a  mix  of  public  and  private 
insurers,  and  all  have  struggled  to  contain  health  spending.  The 
more  successful  examples  of  cost  containment  appear  to  be  where 
countries  have  employed  a  framework  with  three  common  elements: 

—  First,  all  citizens  are  covered  by  insurance.    No  one  in 
these  countries  lacks  insurance. 

—  Second,  where  more  than  one  insurer  is  involved,  all  payers, 
whether  public  or  private,  play  by  essentially  the  same  rules. 
That  is,  uniform  policies  are  established  for:  who  is  eligible 
for  insurance  coverage;  what  services  are  included  in  the 
benefits  package;  what  rates  of  payment  are  allowed  for 
providers;  and  which  procedures  are  used  to  file  claims. 
Consequently,  from  the  perspective  of  physicians  and 
hospitals,  it  typically  makes  little  difference  which  payer 
covers  a  particular  patient. 

—  Third,  some  of  these  countries  make  explicit  decisions  about 
the  amount  they  will  spend  in  major  health  care  sectors.  That 
is,  these  countries  often  set  a  target  for  all  spending  on  a 
specific  category  of  services.     For  example,  in  Canada,  the 
provincial  governments  negotiate  a  fixed  budget  for  each 
hospital.     The  hospital  has  to  determine  how  best  to  provide 
care  while  living  within  this  budget.     As  another  example, 
Germany  has  controlled  expenditures  on  physicians  by 
establishing  a  schedule  of  fees  for  each  type  of  physician 
service,  and  by  setting  a  target  for  overall  spending  on 
physician  care.     If  physicians  increase  the  number  of  services 
they  provide,  and  expenditures  threaten  to  exceed  the  target, 
the  fees  are  reduced  so  that  actual  spending  stays  within  the 
target. 

In  each  case,  the  country  has  been  able  to  offer  a  broad 
range  of  health  care  services  to  all  of  its  citizens  while 
spending  substantially  less  per  capita  than  the  United  States. 

I  believe  that  if  the  United  States  is  going  to  be  serious 
about  broadening  access  and  containing  health  care  spending,  we 
must  adopt  a  framework  that  allows  us  to  pursue  strategies  like 
those  now  in  place  in  these  other  countries.    The  particular 
approach    best  suited  to  achieving  these  goals  in  our  country 
will  be  developed  through  debate  and  must  be  consistent  with 
American  culture,  political  traditions  and  institutions. 
Nonetheless,  in  designing  our  reform,  we  should  consider  the 
three  elements  just  discussed: 

—  insure  everyone; 
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—  establish  policies  and  procedures  for  provider  reimbursement 
so  that  all  payers — public  and  private — follow  uniform  rules; 
and 

—  cap  total  expenditures  for  major  categories  of  providers  and 
services  (including  physicians,  hospitals,  and  new 
technology) . 

In  the  United  States,  such  an  approach  could  help  restrain 
the  escalation  in  health  care  spending  and  free  resources  for 
other  important  uses.     If  this  approach  slowed  the  annual  growth 
rate  of  federal  health  care  spending  by  one-third,  we  have 
estimated  that  more  than  $125  billion  would  be  saved  over  the 
next  5  years  for  the  federal  government  alone.21 

GAO  has  underway  several  studies  on  spending  control 
strategies  that  the  Congress  will  be  able  to  use  as  it  considers 
proposals  to  reform  our  health  care  system.     Two  reports  will 
focus  on  foreign  countries  that  employ  frameworks  similar  to  the 
one  I  described  earlier.     One  report  will  examine  health  care  in 
Canada,  which  provides  universal  insurance  through  a  system 
managed  by  the  provincial  governments.     A  second  report  will 
analyze  the  recent  spending  control  efforts  in  the  German  and 
French  systems.     In  addition,  we  will  be  reporting  on  U.S. 
experiments  at  the  state  level  with  policies  (for  expanding 
access  and  restraining  hospital  rates)  that  resemble  some  of  the 
foreign  approaches. 

I  believe  that  health  care  is  at  the  forefront  of  the 
domestic  agenda.     I  look  forward  to  working  with  the  Congress  to 
address  these  important  challenges  successfully. 


Mr.  Chairman,  this  concludes  my  statement.  I  would  be  happy 
to  answer  any  questions. 


21This  calculation  of  cumulative  savings  assumed  that,  without 
effective  restraint,   federal  spending  on  health  care  would  continue 
to  grow  at  its  average  rate  between  1980  and  1990 — that  is,  at  10.5 
percent  per  year. 
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Chairman  Rostenkowski.  Thank  you,  Mr.  Bowsher.  Mr.  Archer. 

Mr.  Archer.  General  Bowsher,  thank  you  for  your  presentation. 
I  want  to  also  thank  you  for  the  study  that  you  are  conducting  at 
my  request  and  that  of  Nancy  Johnson  of  Connecticut  to  attempt 
to  quantify  the  cost  drivers  that  are  forcing  overall  medical  fees 
and  costs  up  for  this  country. 

I  think  we  need  again  to  talk  about  terminology.  You  mentioned 
fees  in  one  context,  and  you  mentioned  costs  in  another  context. 
People  have  confused  ideas  about  this.  To  many  people,  the  cost  of 
medical  care  is  what  the  Federal  Government  has  to  pay.  I  think 
that  is  an  inappropriate  use  of  the  term  cost,  because  you  accurate- 
ly pointed  to  the  fact  that  it  is  not  just  what  we  spend  on  Medicare, 
but  what  we  spend  as  a  society  on  medical  care.  I  think  that  is 
what  we  have  to  focus  on. 

Let  me  ask  you  a  couple  of  questions  about  this.  You  said  that 
other  countries  have  been  able  to  reduce  fees,  I  believe,  if  I  under- 
stood your  statement. 

Mr.  Bowsher.  Well— — 

Mr.  Archer.  You  used  the  word  fee  when  you  were  talking  at 
one  point  about  what  other  countries  have  been  able  to  do.  But 
what  about  the  costs?  If  you  simply  reduce  the  fees  that  providers 
can  charge  to  the  system,  what  do  you  do  about  the  costs? 

Mr.  Bowsher.  Well  

Mr.  Archer.  Let  me  just  follow  up  a  bit,  and  then  I  will  be 
pleased  to  get  your  answer. 

We  have  a  shortage  of  nurses  in  this  country.  The  salaries  of 
nurses  are  going  up,  as  you  are  well  aware,  at  much  in  excess  of 
the  rate  of  national  inflation  or  the  percentage  of  growth  in  nation- 
al income.  Now  I  am  not  saying  nurses  are  not  entitled  to  more, 
but  that  is  a  cost  driver  that  has  to  be  passed  on  to  someone. 

To  simply  say  that  the  fees  of  hospitals  are  going  to  be  capped 
and  not  do  something  about  those  cost  drivers,  it  seems  to  me,  is 
going  to  have  to  destroy  accessibility  or  quality  of  care. 

What  should  we  do  about  the  cost  drivers,  rather  than  just  talk 
about  how  governments  can  limit  the  fees  that  hospitals  can 
charge? 

Mr.  Bowsher.  You  are  absolutely  right,  Congressman,  that  it  is 
the  costs  that  are  the  key  issue  here.  What  I  am  talking  about  is 
you  have  to  get  a  system  where  the  costs  are  managed  in  a  manner 
that  doesn't  keep  costs  going  up  as  rapidly  as  they  have. 

I  think  what  we  are  seeing  in  these  other  countries  is  that  they 
have  overall  caps  that  they  have  put  into  the  system,  where  they 
then  literally  get  the  leadership  of  the  medical  world  making  the 
decisions  as  how  to  curtail  the  costs  more  efficiently  than  what  we 
have  been  able  to  achieve. 

In  other  words,  when  you  have  the  costs  occurring  here,  it 
doesn't  matter  who  is  paying;  somebody  is  paying. 

Mr.  Archer.  That  is  correct. 

Mr.  Bowsher.  Lots  of  times  too,  we  are  forcing  people  into  the 
hospitals  that  can't  pay  anything.  Somebody  is  paying  for  that  cost, 
though.  That  cost  has  to  be  picked  up  by  somebody. 

Sometimes  it  is  picked  up  by  charges  to  other  payers.  Sometimes 
it  is  picked  up  by  the  Government.  Sometimes  some  of  the  hospi- 
tals have  eaten  up  their  endowments  to  try  to  survive  here. 
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But  what  you  have  to  get  is  a  system  that  puts  a  cap  on  the  over- 
all cost  growth  of  the  system,  and  that  has  got  to  be  something 
that  forces  the  medical  decisionmakers  into  working  on  those  prob- 
lems, not  just  a  policy  that  the  Government  alone  might  work  out. 

Mr.  Archer.  But  General  Bowsher,  that  is  what  has  failed  in 
this  country.  That  is  precisely  what  has  failed.  Under  the  prospec- 
tive payment  or  the  DRGs,  we  have  done  precisely  what  you  are 
talking  about,  and  it  has  failed. 

In  my  city  of  Houston,  Texas,  for  example,  there  is  one  hospital 
left  in  downtown  Houston,  in  the  inner  city,  and  that  is  St.  Jo- 
seph's Hospital  where  I  was  born.  It  is  run  by  the  nuns,  nonprofit, 
not  ripping  anybody  off.  It  has  the  best  hospital  management  avail- 
able and  is  trying  to  keep  costs  down.  But  they  are  going  to  go  out 
of  business  because  we  are  limiting  them  from  the  Federal  level 
and  saying  it  is  up  to  you  to  figure  out  a  way  to  get  the  costs  down. 
They  will  not  be  able  to  keep  their  doors  open. 

Mr.  Bowsher.  See,  what  we  are  also  doing  is  we  are  attacking 
this  piecemeal — the  Government,  the  big  employers,  the  small  busi- 
ness, the  States — and  so  when  you  look  at  the  total  revenue  stream 
that  is  coming  into  that  hospital  or  any  other  hospital,  it  is  a  mix 
of  those  payers  that  is  affecting  the  hospitals  ability  to  survive. 

Mr.  Archer.  Their  stream  of  revenue  is  mixed,  but  their  costs  of 
operation  are  not  affected  by  your  proposal.  Your  proposal  is 
saying,  unify  the  stream  of  revenue  and  give  them  a  cap  as  to  what 
they  can  spend  in  a  year. 

But,  you  have  not,  to  my  knowledge,  addressed  what  they  are 
going  to  do  about  the  fact  that  they  are  going  to  have  to  pay  nurses 
30  percent  more  in  salary  over  the  next  3  years  to  be  able  to  even 
have  a  chance  to  attract  adequate  nursing  staff,  and  they  are  still 
going  to  fall  short.  Are  they  going  to  have  to  absorb  that,  or  are 
they  going  to  go  out  of  business? 

You  have  a  national  standard  of  caps  that  you  want  to  put  on 
these  hospitals  and  give  them  one  stream  of  income.  What  are  you 
going  to  do  about  malpractice?  Part  of  the  problem  in  the  other 
countries  is  they  don't  have  the  incidence  

Mr.  Bowsher.  That  is  right. 

Mr.  Archer  [continuing].  Of  a  litigious  society  that  we  do.  You 
say,  well  the  medical  profession  will  handle  that.  We  will  just  give 
them  less  money.  They  will  figure  out  a  way  to  handle  it. 

Mr.  Bowsher.  No,  I  am  not  saying  

Mr.  Archer.  You  have  not  given  us  any  recommendations  to  get 
at  the  cost  drivers.  All  you  are  saying  is  cap  off  the  hospitals,  as  I 
understand  your  response  to  my  question.  Now  if  it  is  different,  we 
would  love  to  have  input  as  to  the  specifics  that  you  recommend  to 
get  at  the  cost  drivers. 

Mr.  Bowsher.  Yes.  We  will  be  working  on  some  of  these  areas  to 
come  up  with  recommendations  on  what  you  call  the  cost  drivers, 
like  medical  malpractice.  I  think  you  have  to  deal  with  that. 

I  don't  think  that  our  system  today  would  work  if  you  were  to  go 
for  a  comprehensive  plan  hoping  to  bring  down  costs  and  to  use 
caps  if  you  were  to  allow  the  medical  malpractice  system  that  we 
have  today  to  continue  unattended.  So  those  are  some  of  the  areas 
you  have  got  to  address. 
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Mr.  Archer.  But  when  you  responded  to  me,  you  responded  on 
the  basis  of  we  are  just  going  to  limit  the  amount  of  money  going 
to  the  hospitals,  and  the  medical  profession  will  figure  out  a  way  to 
handle  this. 

Mr.  Bowsher.  No,  maybe  I  am  not  saying  it  right.  What  we  are 
saying  here  is  that  looking  at  some  of  these  other  countries,  we  are 
seeing  three  common  elements  that  seem  to  allow  them  to  have  a 
better  track  record  in  curtailing  their  costs  and  still  give  good 
access  to  their  medical  system. 

We  are  throwing  those  three  out  as  saying,  those  are  among  the 
elements  that  have  to  be  considered.  And  there  is  no  question  you 
have  other  parts  of  our  system  that  you  would  have  to  address. 
You  call  them  cost  drivers.  But  you  would  have  to  start  looking  at 
some  of  those  areas. 

Mr.  Archer.  OK.  Well,  I  hope  you  will  focus  more  on  that.  I 
have  used  up  my  time,  but  I  would  like  to  come  back,  because  this 
is  a  very  complex  issue,  after  my  colleagues  have  had  their  time 
and  pursue  this  a  little  further  with  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Guarini. 

Mr.  Pease. 

Mr.  Pease.  Mr.  Chairman,  thank  you  very  much. 

We  are  delighted  to  have  you,  Mr.  Bowsher.  Recently,  you  re- 
ceived some  good  press,  and  I  think  it  was  well  deserved.  We  count 
on  the  GAO  a  great  deal,  and  rely  on  and  value  the  reputation  for 
integrity  that  your  agency  has  and  that  you  have  in  particular. 

I  want  to  follow  up  a  little  bit  with  what  my  colleague  from 
Texas  was  saying.  Near  the  end  of  your  statement  you  said  that  if 
the  United  States  is  going  to  be  serious  about  broadening  access 
and  containing  health  care  spending,  we  must — I  underline  must — 
adopt  a  framework  that  allows  us  to  pursue  strategies  like  those 
now  in  place  in  these  other  countries. 

Would  it  be  incorrect  to  say  that  seems  to  be  an  endorsement  of 
a  national  health  plan? 

Mr.  Bowsher.  It  is  more  an  endorsement  of  going  after  a  compre- 
hensive approach  to  looking  at  health  care.  In  other  words,  the 
main  message  we  are  trying  to  get  across  here  today  is  that  indi- 
vidual efforts,  whether  they  be  by  the  Government  or  the  State  or 
another  payer,  by  themselves  can't  quite  get  the  job  done.  We  have 
tried  to  do  it  for  a  good  long  while  in  the  United  States,  but  we 
can't  get  our  arms  around  overall  health  spending. 

So  what  we  are  saying  is  that  you  have  to  get  some  comprehen- 
sive features  into  the  system.  Whether  you  would  call  that  a  na- 
tional health  plan  or  not,  I  am  not  quite  sure.  But,  you  have  to 
have  some  national  features  to  it,  comprehensive  features,  or  I 
don't  think  you  are  going  to  get  on  top  of  the  cost  growth. 

Mr.  Pease.  I  agree  with  you  entirely.  Do  you  think  there  is  really 
any  way  to  interpret  the  results  of  your  study  so  far  than  to  say 
that  you  are  recommending  we  go  in  the  direction  of  a  national 
health  plan?  I  mean,  is  there  any  way  to  achieve  what  you  suggest 
without  a  national  health  plan? 

Mr.  Bowsher.  I  think  that  you  have  to  get  some  national  health 
planning  here.  I  don't  want  to  put  a  title  on  it  here  today,  because 
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what  we  are  trying  to  do  is  identify  features  that  we  think  people 
ought  to  be  considering  as  they  look  at  whatever  they  want  to  do. 

Mr.  Pease.  Fine.  I  agree  with  you  on  those  features  too,  by  the 
way. 

You  touched  on  a  couple  of  things  as  reasons  for  increases  in 
health  care  in  the  United  States,  one  of  which  was  malpractice  in- 
surance, one  of  which  was  competition  among  hospitals  to  retain 
doctors  by  getting  them  all  the  latest  medical  equipment. 

In  your  study  so  far,  or  in  the  study  that  you  are  yet  to  conduct, 
do  you  have  any  feeling  that  you  will  be  able  to  quantify  the  vari- 
ous elements  that  lead  to  the  escalating  costs  of  health  care? 

Mr.  Bowsher.  We  think  we  will,  but  let  me  have  Janet  explain 
this. 

Ms.  Shikles.  We  are  doing  a  study  on  that  issue,  specifically  fo- 
cusing on  hospital  costs,  and  we  hope  to  have  a  briefing  for  the 
Subcommittee  on  Health  this  summer.  We  hope  to  quantify  some 
of  those  issues. 

Mr.  Pease.  OK.  I  think  that  would  be  very  helpful.  We  talk 
about  escalating  costs,  because  every  hospital  has  to  have  a  CAT 
scanner,  and  now  it  is  going  to  go  to  the  next  level  of  sophistica- 
tion. Whenever  we  do,  the  hospitals  and  the  doctors  say  the  real 
problem  is  malpractice,  all  the  money  we  have  to  pay  for  insur- 
ance. I  think  that  those  are  reasonably  quantifiable,  and  it  would 
certainly  be  helpful  for  us  to  have  those  facts  at  our  command. 

Presumably,  there  will  be  other  factors  that  would  enter  into  a 
decision  as  well,  such  as  the  attitude  of  Americans  toward  "social- 
ism" in  the  medical  field,  the  attitude  of  Americans  toward  ration- 
ing, or  possible  rationing  of  procedures. 

I  don't  think  you  can  address  the  first,  the  socialism  business, 
but  in  terms  of  rationing  procedures,  when  you  look  at  the  Canadi- 
an experience,  will  you  be  able  to  give  us  some  bedrock  facts  about 
how  procedures  are  rationed,  if  at  all? 

I  see  somebody  nodding  yes. 

Mr.  Bowsher.  Yes.  We  think  we  will  be  able  to  give  some  infor- 
mation about  rationing,  and  some  idea  of  how  bad  it  is  and  how  it 
is  handled. 

Mr.  Pease.  Good.  Thank  you  very  much. 

Chairman  Rostenkowski.  Mr.  Coyne  will  inquire. 

Mr.  Coyne.  Thank  you,  Mr.  Chairman. 

Mr.  Bowsher,  Canada  is  often  cited  as  the  example  of  a  very  effi- 
cient health  care  system  for  us  and  other  nations  to  try  to  emulate, 
and  yet  their  per  individual  cost  for  health  care  is  only  approxi- 
mately $660  less  than  what  we  pay.  As  you  commented,  the  United 
States  pays  $2,600  per  individual  for  health  care. 

If  we  were  to  reduce  health  care  costs  to  their  level,  could  we  de- 
clare victory  and  not  do  anything  else? 

Mr.  Bowsher.  No,  I  don't  think  that  is,  because  I  think  there  are 
some  parts  of  the  Canadian  plan  that  are  driving  their  costs.  One 
of  the  things  that  I  think  they  are  having  a  hard  time  coping  with 
is  how  to  close  obsolete  hospitals.  It  has  become  quite  a  political 
situation,  with  each  member  of  their  parliament  saying,  "don't 
close  our  hospital,"  or  "go  get  us  some  money  for  building  a  new 
one  or  expanding,"  and  things  like  that. 
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There  are  some  problems  in  their  system  that  I  think,  hopefully, 
when  we  redesigned  ours,  we  would  overcome.  Also,  I  would  hope 
that  we  could  keep  more  modernization  in  our  system  than  maybe 
what  they  are  achieving,  as  far  as  equipment  and  technique  and 
things  like  that. 

But,  I  do  believe  that  the  thing  that  is  impressive  is  that  our  cost 
trend  lines,  Canada  and  the  United  States,  were  practically  the 
same  for  so  many  years,  and  then  when  they  changed  and  went  to 
their  plan,  their  trend  line  went  down  compared  to  ours.  It  is  prob- 
ably going  to  widen  if  we  don't  do  something. 

Mr.  Coyne.  You  suggest  that  a  comprehensive  approach  to 
change  is  more  desirable  for  the  United  States.  Our  industries  pay 
a  lot  of  costs  today  associated  with  health  care  coverage.  What 
would  you  envision  their  role  to  be  in  a  comprehensive  approach? 

Mr.  Bowsher.  You  mean  the  employer? 

Mr.  Coyne.  Yes. 

Mr.  Bowsher.  We  see  the  employer  as  being  one  of  the  key  parts 
of  the  plan  as  they  are  today  in  the  American  system.  In  other 
words,  we  are  not  recommending  a  one-payer  system  here,  which  is 
what  the  Canadian  system  has. 

What  we  are  saying  is  that  in  the  other  countries,  where  you 
have  multiple  payers,  you  have  one  payment  system  that  every- 
body is  working  off  of.  You  don't  have  everybody  competing  to  offer 
different  services,  whether  you  have  dental  care  or  eye  care  or 
things  like  that,  and  therefore  you  don't  have  the  need  for  every 
doctor  to  have  a  billing  clerk  that  can  sort  out  all  the  different  sys- 
tems that  he  has  to  bill. 

These  other  countries  seem  to  have  achieved  many  of  the  effi- 
ciencies that  the  Canadian  system  has,  but  they  have  multiple 
payers  basically  offering  the  same  service  in  the  same  forms.  So, 
you  can  cut  down  a  lot  of  the  administrative  costs  too. 

One  of  the  things  that,  I  think,  is  killing  our  hospitals  and  our 
doctors  here  is  the  tremendous  administrative  burden  that  our  cur- 
rent system  has  put  on  them.  So  working  under  the  three  princi- 
ples I  described,  one  of  the  results  would  be,  from  what  we  can  see 
in  other  countries,  a  substantial  reduction  in  the  administrative 
burden. 

Mr.  Coyne.  Thank  you  very  much. 
Chairman  Rostenkowski.  Mr.  Sundquist. 
Mr.  Sundquist.  Thank  you,  Mr.  Chairman. 

General,  you  mentioned  to  my  colleague  Mr.  Pease  the  Canadian 
plan  in  terms  of  its  decreased  costs  relative  to  our  system.  Was 
that  the  implication? 

Mr.  Bowsher.  Yes.  The  percentage  of  their  overall  economy  or 
national  income  that  Canada  is  spending  on  health  care  has  trend- 
ed down  since  they  made  the  changes  in  their  payment  system,  so 
that  their  percentage  is  somewhat  less  than  the  United  States. 

Mr.  Sundquist.  My  understanding  is  that  their  increase  in  the 
cost  of  health  spending  is  greater.  As  a  percentage  of  GNP,  it  may 
be  going  down,  but  the  costs  themselves  are  increasing  greater 
than  our  costs. 

Mr.  McGrath.  Will  the  gentleman  yield  on  that? 

Mr.  Sundquist.  I  will. 
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Mr.  McGrath.  Yesterday's  testimony  from  George  Schieber, 
international  health  spending  issues  and  trends.  On  an  exhibit  we 
have  here,  the  relative  growth  index  in  a  nominal  per  capita 
health  expenditure  has  Canada's  increase  on  a  yearly  basis  to  be 
higher  than  the  United  States. 

Mr.  Bowsher.  OK.  I  brought  my  chief  economist  here  with  me 
today.  I  will  let  him  answer  this. 

Mr.  Thompson.  If  you  look  at  per  capita  spending,  it  depends  on 
which  period  you  look  at,  you  can  find  some  periods  in  which  the 
Canadian  health  costs  grew  more  rapidly  than  the  United  States. 

It  does  make  a  difference  which  period  you  look  at. 

Mr.  McGrath.  The  last  year  was  1989, 1  believe. 

Mr.  Thompson.  Yes.  It  was  1980  through  1989,  I  think.  You  will 
see  that  result  for  some  years  in  that  area. 

It  is  also  the  case  that  in  most  countries,  as  the  countries  get 
richer,  they  spend  more  on  health  care.  Their  percentage  of  GNP 
tends  to  drift  up.  If  you  look  around  the  world  across  the  developed 
countries,  you  will  see  a  very  clear  relationship  between  income 
and  spending  on  health  care. 

Mr.  Sundquist.  If  I  could  reclaim  my  time.  First  of  all,  this  chart 
was  from  1970  to  1989.  The  question  really  is,  if  we  replicate  their 
system,  won't  we  have  the  same  increases  that  they  are  encounter- 
ing? 

Mr.  Thompson.  I  don't  have  the  chart  in  front  of  me.  I  would  say 
that  first  there  is  a  

Mr.  Sundquist.  If  that  chart  is  correct,  then  you  are  wrong. 

Mr.  Thompson.  I  haven't  answered  the  question  yet. 

Mr.  Sundquist.  Well,  your  conclusions  in  the  testimony  are 
wrong. 

Mr.  Thompson.  This  chart  shows  nominal  per  capita  health  ex- 
penditures? I  mean,  this  is  unadjusted  for  general  inflation?  Is  that 
what  this  chart  is? 

Mr.  Sundquist.  Yes,  it  is  nominal  increases. 

Mr.  Thompson.  Well,  this  is  all  going  to  be  affected  by  what  is 
the  general  rate  of  inflation  in  the  different  countries,  and  general 
inflation.  Is  that  what  this  chart  is? 

Mr.  Kahn.  This  is  the  per  capita  increases. 

Mr.  Thompson.  This  is  nominal  per  capita  health  expenditures. 
If  this  chart  does  not  take  away  the  general  inflation  rate  for  the 
different  countries,  then  I  don't  think  the  chart  has  any  meaning,  I 
have  to  say. 

Mr.  Kahn.  The  per  capita  increases  for  the  last  10  years  have 
been  the  same  for  the  countries. 

Mr.  Bowsher.  Well,  why  don't  we  do  this.  Why  don't  we  take  a 
look  at  it  and  

Mr.  Sundquist.  Why  don't  you  respond  for  the  record? 

Mr.  Bowsher.  Yes,  we  would  be  happy  to  respond  for  the  record. 

Mr.  Sundquist.  Based  on  that  chart,  and  we  will  give  you  a  copy. 

Mr.  Bowsher.  If  I  could  just  answer  one  other  part  of  your  ques- 
tion, Congressman,  we  are  not  saying  to  replicate  the  Canadian 
system  per  se  here.  What  we  are  really  saying  is  that  there  are 
some  features  in  these  other  systems  that  we  think  the  United 
States  ought  to  be  looking  at,  and  we  do  believe  that  you  need  a 
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comprehensive  approach  rather  than  each  component  trying  to 
deal  with  it. 

Mr.  Sundquist.  My  problem  with  that,  General,  is  that  the  com- 
prehensive approach  that  you  are  recommending  or  that  you  have 
structured  here  does  not  include  the  kinds  of  things  that  my  col- 
league Mr.  Archer  talked  about — other  cost  factors. 

Could  you  list  those  for  me,  like  litigation,  overtesting,  could  you 
list  some  of  those  others  for  me? 

Mr.  Bowsher.  The  overutilization  of  technology,  in  other  words, 
if  you  buy  too  much  high-tech  equipment,  that  drives  the  costs  up. 
I  think  in  our  country  where  we  have  a  lot  of  people  buying  equip- 
ment, overutilization  

Mr.  Sundquist.  Just  list  them  for  me,  if  you  would.  I  don't  have 
much  time  left. 

Mr.  Bowsher.  overutilization  of  the  services,  and  administrative 
costs — that  is  a  major  one  in  our  system. 
Mr.  Sundquist.  The  cost  of  regulation? 
Mr.  Bowsher.  The  cost  of  regulation? 
Mr.  Sundquist.  Yes. 

Mr.  Bowsher.  One  thing  we  find  in  some  of  these  other  coun- 
tries, is  that  you  have  a  lot  less  regulation  than  what  we  have 
poured  into  our  approach,  and  yet  they  have  a  better  track  record 
of  keeping  the  costs  down. 

Mr.  Sundquist.  Well,  if  we  replicate  other  countries'  systems, 
wouldn't  we  still  have  some  of  these  same  problems?  That's  the 
concern  I  have. 

Mr.  Bowsher.  You  are  always  going  to  have  these  kind  of  cost 
components  that  you  are  going  to  have  to  deal  with,  no  question 
about  it. 

Mr.  Sundquist.  So  why  don't  we  deal  with  those  first  and  see  if 
our  system  doesn't  work  rather  than  change  systems? 

Mr.  Bowsher.  I  am  saying  that  is  what  we  have  been  trying  to 
do  here  for  a  good  number  of  years.  I  have  met  with  the  corporate 
leaders,  I  have  met  with  a  lot  of  the  health  leaders  and  others  and 
there  is  a  genuine  frustration  in  our  country.  By  dealing  with  the 
cost  components  individually  we  are  not  getting  on  top  of  the  prob- 
lems that  we  have  built  into  our  system. 

Mr.  Sundquist.  My  concern,  General,  is  that  you  don't  list  the 
problems  that  we  need  to  solve  regardless  of  the  system.  You  don't 
list  those  and  you  don't  really  answer  those  questions. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Ms.  Kennelly. 

Ms.  Kennelly.  Thank  you,  Mr.  Chairman.  Thank  you  very 
much,  Mr.  Bowsher. 

You  mentioned  these  three  studies  that  you  are  going  to  do,  I  be- 
lieve, Canada,  Germany,  and  France.  What  is  the  time  frame  on 
that?  When  do  you  think  they  will  be  finished? 

Mr.  Bowsher.  The  Canadian  one  will  be  out  around  June,  and  I 
think  we  will  have  most  of  these  done  by  the  summer. 

Ms.  Kennelly.  The  reason  I  ask  you  that  question,  is  that  it  is 
the  number  one  issue  in  the  United  States  of  America,  but  it  prob- 
ably won't  be  on  the  table  for  resolution  until  after  the  next  elec- 
tion, which  is  19  months  away. 
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What  do  you  think  are  the  possibilities  of  us  putting  together  a 
comprehensive  health  care  plan,  time-wise?  Could  we  do  it,  say,  in 
1993  or  1994?  Is  that  possible? 

Mr.  Bowsher.  Well,  I  think  it  will  take  some  time.  In  other 
words,  I  think  that  if  you  look  at  the  experience  of  these  other 
countries,  you  put  in  parts  of  it,  you  phase  it  in.  Some  have  done  it 
more  abruptly  than  others,  but  you  would  need  some  overall  plan. 
It  would  take  some  period  of  time.  I  don't  think  you  would  achieve 
it  all  in,  say,  a  1-  or  2-year  period. 

Ms.  Kennelly.  Mr.  Bowsher,  we  have  talked  about  these  other 
plans,  these  other  countries.  In  your  testimony,  you  suggest  other 
industrial  countries  differ  in  whether  they  rely  on  a  single  public 
insurer  or  a  mix  or  public-private  insurers. 

Could  you  describe  or  name  to  me  what  one  of  these  mixes  is,  or 
could  you  elaborate  more  on  a  mix-system? 

Mr.  Bowsher.  Yes.  Generally  the  employer  has  some  kind  of  a 
plan  that  the  workers  are  reimbursed  by.  You  generally  have  a 
Government  plan  for  the  retired  people.  You  generally  have  some 
kind  of  a  Government  plan  for  the  unemployed.  But,  all  of  them 
are  offering  the  same  services  and  all  of  them  are  sending  the 
same  form  to  the  physicians  and  the  hospitals  to  get  the  reimburse- 
ment. 

In  other  words,  that  is  the  part  that  has  been  standardized,  so 
that  if  a  person,  is  working  for  a  small  business,  a  big  business,  a 
State  government,  or  is  retired,  they  are  still  entitled  to  literally 
the  same  health  care  plan.  The  administrative  process  that  re- 
volves around  it  is  pretty  standardized. 

Ms.  Kennelly.  So,  would  that  mean  the  large  employer  has  a 
health  care  plan  similar  to  what  we  have  today,  a  private  insurer 
providing  that  health  care  plan? 

Mr.  Bowsher.  It  would,  but  what  it  could  mean  is  that  the  big 
employer  might  not  go  out  shopping  to  different  insurers  to  find 
out  which  is  the  best  health  care  plan,  or  like  in  the  Federal  Gov- 
ernment now,  as  you  are  aware,  we  get  offered  a  variety  of  plans 
here  that  we  can  choose  from.  One  of  us  will  pick  low  Blue  Cross, 
the  other  will  pick  high  Blue  Cross,  somebody  will  pick  Metropoli- 
tan, and  then  you  set  into  place,  literally,  a  system  of  complexity 
that  everybody  in  the  system  has  to  cope  with. 

Most  of  these  other  countries  have  taken  away  much  of  this 
great  variety  of  plans  that  are  available  to  people  at  different 
stages  in  their  life. 

Ms.  Kennelly.  You  are  going  to  give  us  a  study  of  the  Canadian 
plan,  the  German  plan,  the  French  plan.  Does  GAO  plan  down  the 
line  to  give  us  this  type  of  option?  Are  you  going  to  get  into  that? 

Mr.  Bowsher.  I  think  what  we  will  be  giving  you  is  different  re- 
ports that  would  address  some  of  these  various  issues  that  we  hope 
would  help  the  Congress  in  writing  any  kind  of  a  major,  compre- 
hensive plan. 

Ms.  Kennelly.  Well,  I  guess  why  I  am  asking  you  this,  is  I  see 
you  coming  out  quickly  with  the  Canadian  plan,  and  then  going  on 
to  the  German  and  the  French  plan.  Then,  as  Mr.  Pease  says,  you 
are  very  close  here  to  saying  you  want  comprehensive  health  care. 

Do  we  get  an  opportunity  to  get  from  GAO  that  option  for  this 
other  type  of  shared  approach? 
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Mr.  Bowsher.  Yes.  I  think  at  some  point  in  time,  we  will  come 
out  with  an  overall  plan  with  different  features  that  we  would 
make  some  suggestion  to  the  Congress  on.  We  won't  be  doing  that 
by  this  summer,  but  I  think  as  we  work  on  these  different  reports, 
we  would  be  coming  out  with  one  at  some  time. 

Ms.  Kennelly.  So  then  if  I  want  to  request  that  kind  of  plan, 
that  could  be  put  on  the  list? 

Mr.  Bowsher.  Yes. 

Ms.  Shikles.  Yes. 

Ms.  Kennelly.  Thank  you,  Ms.  Shikles,  you  can  do  the  work. 
Thank  you,  Mr.  Bowsher,  very  much. 
Chairman  Rostenkowski.  Mr.  Gibbons  will  inquire. 
Mr.  Gibbons.  Thank  you,  Mr.  Chairman. 

Yesterday,  I  introduced  House  Bill  1777.  It  is  a  rather  simple  bill, 
but  it  is  very  far  reaching.  It  just  provides  that  we  will  take  the 
age  limit  out  of  Medicare.  Now  I  don't  expect  you  to  endorse  that. 

Mr.  Bowsher.  I  am  getting  close. 

Mr.  Gibbons.  I  know  you  are  getting  close.  That  is  why  I  was 
going  to  say  that  you  were  getting  close. 

Since  you  are  independent  of  the  Executive  Branch,  I  would  hope 
that  you  would  look  at  that.  I  don't  see  any  reason  for  us  inventing 
a  new  system.  We  have  had  a  system  in  existence  for  26  years  that 
covers  more  Americans  than  any  other  single  program  we  have.  It 
is  not  perfect.  There  never  will  be  a  perfect  solution  to  this  prob- 
lem. But,  at  least  it  offers  universal  coverage,  and  we  have  a  set  of 
national  rules  that  we  must  follow. 

I  think  that  is  exactly  what  you  were  talking  about  when  you 
were  describing  what  your  research  had  produced  for  you.  I  would 
like  to  have  your  comments  on  that. 

Mr.  Bowsher.  Well,  the  one  thing  that  would  worry  me  about 
that  is  that  if  you  don't  have  a  plan  also  to  try  to  get  at  some  over- 
all cost  caps  here,  it  would  seem  to  me  that  costs  to  the  taxpayer 
could  start  to  skyrocket,  if  we  extended  Medicare  out  to  everyone. 

So,  it  seems  to  me  that  if  you  are  going  to  that  type  of  a  plan, 
one  of  the  things  you  want  to  do  is  to  make  sure  you  have  gone 
after  the  cost  side  of  medical  practice,  including  unnecessary  proce- 
dures and  excessive  tests.  I  just  don't  know  how  you  would  quite  do 
that  at  this  point. 

Mr.  Gibbons.  Well,  we  have  instituted  considerable  cost  savings 
in  Medicare.  If  the  response  of  some  of  my  providers  is  to  be  taken 
sincerely,  and  I  do  take  it  sincerely,  they  have  been  very  limited  in 
their  cost  increases,  and  have  been  doing  excellent  jobs  in  bringing 
their  costs  down. 

We  are  tackling  a  very  complex  subject. 

Mr.  Bowsher.  That  is  right. 

Mr.  Gibbons.  I  think  the  first  thing  we  must  decide  is  that  we 
are  not  suddenly  going  to  have  a  perfect  health  care  system  in  the 
United  States,  but  we  have  been  working  on  Medicare  for  26  years. 
It  is  a  vastly  improved  program  over  the  one  we  instituted  in  the 
beginning.  I  think  that  the  kind  of  incremental  improvements  that 
we  have  made  in  Medicare  are  the  kind  that  we  can  continue,  and 
I  think  that  there  is  a  substantial  cost  savings  program  now  in  ex- 
istence in  Medicare. 
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Mr.  Bowsher.  Let  us  look  at  the  bill  that  you  have  introduced 
and  maybe  get  back  to  you,  Congressman  Gibbons. 

Mr.  Gibbons.  I  don't  expect  you  to  endorse  it,  but  I  would  like  to 
have  you  study  it.  America  is  unique.  We  adopted  Medicare  as  a 
compromise.  We  have  experimented  with  it  for  26  years  now.  The 
people  who  participate  in  the  Medicare  program — I  participate  in 
it,  I  am  71  years  old — like  it. 

The  doctors  know  how  to  use  it,  the  hospitals  know  how  to  use  it, 
the  providers  know  how  to  use  it.  I  don't  see  any  necessity  for  in- 
venting something  brand  new  and  going  through  the  years  and 
years  and  years  of  trial  and  error  to  perfect  that  plan  when  we 
have  a  plan  that  has  been  working  for  26  years. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Schulze  will  inquire. 
Mr.  McGrath  will  inquire. 

Mr.  McGrath.  Thank  you,  Mr.  Chairman.  Welcome. 

You  seem  to  have  an  affinity  for  the  approach  that  the  Canadi- 
ans take  in  limiting  health  care  costs.  Yesterday,  as  was  pointed 
out  by  my  colleague,  we  have  some  other  numbers  regarding  the 
costs  that  generally  coincide  with  the  rising  costs  here  in  the 
United  States. 

I  am  just  wondering  whether  or  not  you  think  that  the  Canadian 
model  would  be  any  more  effective  than  the  model  that  we  have 
presently  in  the  United  States,  in  terms  of  not  only  cost  contain- 
ment, but  quality  of  care? 

Mr.  Bowsher.  I  think  the  Canadian  model  gives  you  several 
things.  One,  it  gives  you  universal  access — everybody  gets  access  to 
the  health  care  system.  Two,  it  gives  you  a  much  less  complicated 
regulatory,  administrative  process. 

We  had  the  head  of  Toronto  General  come  down  to  GAO.  He  is 
an  American.  He  was  trained  in  this  country.  He  headed  up  large 
hospitals  in  this  country,  and  he  now  heads  up  one  of  the  largest 
hospitals  under  the  Canadian  system. 

He  showed  us  how  many  fewer  staff  they  have  at  Toronto  Gener- 
al, compared  to  a  similar  hospital  that  he  managed  in  Boston, 
simply  because  of  their  one-payer  system.  In  other  words,  under 
the  Canadian  system,  you  have  a  choice  of  doctor  and  a  choice  of 
hospital,  but  there  is  only  one  payer  in  the  system  that  they  have 
gone  to. 

Now,  it  seems  to  me  that  one  of  the  disadvantages  of  the  Canadi- 
an system  is  that  there  obviously  is  not  as  much  modernization 
g(  ng  on  as  in  our  system.  So,  there  are  some  new  procedures,  such 
as  surgical  procedures,  that  they  are  not  getting  into  as  fast  as  we 
a  .  They  have  the  advantage,  of  course,  that  they  can  even  send 
some  of  their  people  to  some  of  our  hospitals. 

Another  drawback,  as  I  said  earlier,  is  that  it  seems  to  me  they 
are  having  a  very  tough  time  closing  what  probably  would  be  per- 
ceived as  obsolete  facilities,  because  it  has  become  a  political  issue. 
Don't  close  our  hospital  in  town  x.  Under  our  market  system,  we 
are  closing  more  of  the  obsolete  facilities.  I  think  that  is  an  impor- 
tant thing — to  keep  modernizing  your  health  care  system  like  that. 

So,  I  see  in  the  Canadian  system  some  features  that  appear  to 
have  some  positive  results.  I  see  some  problems.  And  in  our  report 
we  will  try  to  point  out  to  the  Congress  both  sides  of  the  issue. 


Mr.  McGrath.  Assuming  that  we  would  embrace  at  least  the 
structure,  hopefully  standard  of  care  would  be  substantially  better, 
how  would  you  replicate  that  kind  of  system  that  exists  for  10  prov- 
inces and  25  million  people  into  a  system  that  encompasses  50 
States  and  250  million  people? 

Mr.  Bowsher.  You  would  have  to  do  it,  I  think.  That  is  one  of 
the  reasons  why  we  have  included  in  our  recommendations  here 
that  you  would  only  have  one  payer.  We  think  that  you  can  have 
multiple  payers,  but  also  introduce  a  more  standardized  approach 
to  payment. 

So  I  think  what  you  have  to  do  in  a  country  as  large  and  diverse 
as  ours  is  to  have  more  diversity  built  into  the  system.  I  don't 
think  you  would  want  to  force  California's  approach  that  uses 
HMOs  a  lot  onto  say,  New  York,  which  has  not  gone  that  way. 

So  I  think  you  would  want  to  build  in  some  more  choice  and 
more  diversity.  But  at  the  same  time,  I  don't  think  that  we  ought 
to  dismiss  the  administrative  and  the  regulatory  standardization  of 
the  Canadian  one-payer  system. 

I  go  to  conferences  from  time  to  time  which  have  business  lead- 
ers there — CEOs  of  major  corporations  and  banks.  I  am  always  im- 
pressed that  health  care  comes  up  as  a  problem  for  the  United 
States.  The  CEOs  of  our  corporations  today  are  saying  this  is  one  of 
our  countrys  big  problems. 

Lots  of  times,  there  are  Canadians, at  the  conference.  At  one  I 
just  attended,  there  were  three  Canadians.  They  were  from  the  pri- 
vate sector,  and  they  say,  "Well  we  hate  to  bring  this  up,  but  our 
system  works  quite  well  in  Canada."  I  get  a  sense  that  there  are  a 
lot  of  Canadian  business  leaders  and  private  sector  people  who  un- 
derstand some  of  the  problems,  but  they  also  see  some  of  the  ad- 
vantages that  they  have  achieved,  and  it  is  not  just  the  lower  cost. 
It  is  more  that  the  system  is,  less  regulatory. 

Mr.  McGrath.  I  will  agree  with  you  that  the  dynamics  in  this 
country  have  changed  substantially  over  the  years  with  the  em- 
ployees and  corporate  America  being  allied  on  this  particular  issue. 

Thank  you,  sir. 

Chairman  Rostenkowski.  Mr.  Andrews  will  inquire. 

Mr.  Andrews.  I  would  like  to  ask  you  to  go  back  and  expand  a 
little  bit  on  your  comments  in  response  to  Mr.  Archer's  question. 
The  issue  of  inner-city  hospitals  troubles  me.  The  Texas  Medical 
Center  is  in  my  District,  and  like  Bill  Archer,  I  was  born  in  St.  Jo- 
seph's Hospital,  which  is  the  only  inner-city  hospital  in  a  city  the 
size  of  Houston. 

I  wonder  if  you  would  tell  us  how  we  deal  with  that  problem? 

Mr.  Bowsher.  It  seems  to  me  that  you  have  a  very  unique  prob- 
lem in  the  inner  cities  of  our  country,  because  under  our  system 
they  are  having  to  serve  a  fairly  large  population  that  is  uninsured 
under  our  system. 

If  you  look  at  the  30-some  million  people  in  America  who  don't 
have  insurance,  a  fair  number  of  them  live  in  these  inner  cities. 
The  older  hospitals  that  are  in  these  inner  cities  are  just  being 
killed  because  I  think  our  system  doesn't  adequately  compensate 
the  providers  for  that  uninsured  part  of  our  population.  The  system 
also  probably  doesn't  give  proper  care  to  that  part  of  the  popula- 
tion. 
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So,  I  think  that  is  one  of  the  main  problems  here.  If  you  went  to 
a  comprehensive  system,  one  of  the  things  you  have  to  figure  out  is 
how  these  people  could  get  access  to  the  system  and  the  providers 
be  adequately  reimbursed. 

Mr.  Andrews.  Well,  and  let  me  mention  another  problem  that  is 
a  difficult  one.  Along  the  border  of  Texas,  in  a  city  like  El  Paso, 
where  a  hospital  gives  charity  care,  a  woman  comes  from  across 
the  border,  has  a  baby  delivered,  the  cost  runs  to  a  quarter-of-a-mil- 
lion  dollars  in  a  special  case,  and  then  she  goes  back  to  Mexico  and 
leaves  the  hospital  with  the  bill. 

The  people  at  the  hospital  are  certainly  there  to  provide  her  with 
that  care.  They  would  not  turn  her  away,  but  how  do  we  deal  with 
that  problem? 

Mr.  Bowsher.  I  served  on  the  commission  for  infant  mortality 
that  Senator  Chiles  chaired  some  time  back,  and  that  is  one  of  the 
big  problems  that  we  found  as  we  went  around  the  country.  This  is 
a  country  today  that  can  deliver  a  low-birthweight  baby  from  a 
mother  who  has  had  no  medical  attention  at  all,  that  just  shows  up 
all  of  a  sudden  and  has  that  baby  in  a  hospital.  Lots  of  times,  it  is 
in  a  case  like  you  say,  in  a  border  area.  It  could  be  in  a  rural  area, 
it  could  be  in  an  inner  city. 

If  the  mother  and  child  gets  to  a  hospital  that  has  the  technical 
capability  today,  we  can  save  that  child,  but  we  might  spend 
$200,000.  Chances  are,  that  hospital  and  the  doctors  there  will  only 
get  reimbursed  a  fraction  of  the  costs — if  they  do  get  reimbursed. 

We  have  the  same  thing  in  inner  cities  with  gunshot  wounds.  We 
patch  up  people  for  $200,000  who  come  back  6  months  later  in  the 
same  condition.  The  hospitals  that  are  providing  that  care  are  not 
getting  reimbursed,  so  that  is  a  huge  drain  to  them  and  it  lends  to 
cost  shifting  that  is  driving  the  current  system. 

When  you  go  to  a  more  comprehensive  approach,  you  have  to 
figure  out  how  to  provide  reimbursement  to  the  hospitals  and  the 
doctors  who  are  handling  those  cases. 

Mr.  McGrath.  Especially  with  infants,  isn't  it  even  more  compli- 
cated, because  generally  in  those  kinds  of  areas  there  tends  to  be 
very  little  prenatal  care  and  that  just  complicates  the  problem? 

Mr.  Bowsher.  That  is  right.  One  thing  we  found  in  our  commis- 
sion, which  I  thought  was  very  influential,  was  that  we  saw  many 
countries  that  do  much  better  in  the  statistics  of  their  children 
than  we  do  and  yet  spend  a  lot  less  than  us. 

We  even  saw  some  poor  countries,  like  Costa  Rica,  who  actually 
have  a  better  record  than  the  United  States  on  infant  mortality 
simply  because  they  have  universal  access  to  the  system  and  much 
more  emphasis  on  preventive  care. 

The  United  States,  more  and  more,  has  tried  to  solve  the  prob- 
lem with  high-tech.  That  is  very  costly,  and  where  our  high-tech  is 
often  located  in  areas  where  the  people  that  are  providing  it  aren't 
getting  reimbursed. 

Mr.  McGrath.  Thank  you  very  much. 

Chairman  Rostenkowski.  Mr.  Russo  will  inquire. 

Mr.  Russo.  Mr.  Bowsher,  thank  you  very  much. 

Believe  me,  as  someone  who  is  sitting  up  here  supporting  a  com- 
prehensive reform  program,  I  can't  agree  with  you  more.  It  seems 
to  me  that  basically  where  we  are  at  is  money  versus  access.  Our 
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system  spends  more  money  than  anybody  else,  but  doesn't  give  the 
access. 

Other  countries,  as  you  have  just  said,  like  Costa  Rica  that  don't 
spend  as  much  money  but  guarantee  access  have  better  health  sta- 
tistics than  the  United  States  of  America  even  though  we  spend  so 
much  more.  And  let  us  get  to  the  question  of  money,  because  I 
know  my  good  friends  from  Houston  are  concerned  about  that. 

There  is  no  question  that  if  we  continue  the  piecemeal  approach, 
it  is  going  to  continue  to  cost  us  more  and  more,  and  we  are  not 
going  to  be  able  to  give  the  kind  of  care  that  the  gentleman  from 
Houston  wants.  That  is,  they  don't  want  their  hospitals  closing. 

The  reason  their  hospitals  are  closing  is  because  there  is  so  much 
uncompensated  care  to  absorb  that  they  can't  stay  open.  Now,  this 
is  a  system  that  spends  $620  billion  a  year,  yet  you  still  have  a  lot 
of  uncompensated  care. 

There  is  a  way  to  solve  the  health  care  crisis,  as  Dr.  Roper  testi- 
fied the  other  day  when  he  was  asked  by  Mr.  Stark  whether,  for 
the  same  amount  of  dollars  we  spend  today,  we  could  give  univer- 
sal access  if  we  contained  costs?  And  the  answer  was  "Yes,  we 
could." 

Let  me  ask  you,  do  you  think  that  if  we  make  the  changes  that 
you  are  talking  about  that  we  can  provide  the  kind  of  quality 
health  care  that  is  needed  in  this  country? 

Mr.  Bowsher.  Yes,  I  would  think  we  could,  because  the  other 
countries  are.  If  you  are  looking  at  our  major  competitors,  such  as 
Germany,  Canada,  and  Japan,  they  are  able  to  give  quality  health 
care  to  their  populations,  and  they  don't  spend  as  much  money  as 
we  do. 

Competitiveness  is  also  a  big  issue.  I  don't  think  we  can  continue 
to  have  this  health  cost  trend  going  up,  and  have  this  access  prob- 
lem continue  to  grow,  because  we  are  also  not  developing  skilled 
workers. 

Education  is  important,  but  also  health  care  is  a  big  factor  in 
whether  we  have  a  productive  work  force  in  this  country.  If  we 
have  30  million  people  that  don't  have  access,  chances  are  that  a 
fair  number  of  those  people  are  not  productive  workers. 

So,  it  seems  to  me  that  the  cost  trend  and  the  access  problem 
lead  us — both  because  of  the  competitiveness  and  the  cost  issues — 
to  try  to  organize  health  care  somewhat  differently  than  we  have 
in  the  last  10  or  20  years. 

Mr.  Russo.  I  think  what  you  are  advocating  in  a  way  by  going  to 
a  comprehensive  system  is  restructuring  the  incentives  in  our  soci- 
ety and  how  we  deal  with  health  care.  That  is  one  of  the  ways  that 
you  are  going  to  be  able  to  deal  with  cost,  through  global  budgeting 
and  expenditure  targets.  Mr.  Archer  is  concerned  about  caps,  but 
we  have  caps  today. 

We  have  caps  in  a  system  that  has  1,500  insurance  plans,  differ- 
ent eligibility  requirements,  different  deductibles,  different  copays, 
recertification,  all  the  things  that  I  view  as  caps  to  access,  and  still 
we  have  not  figured  out  a  way  of  restraining  cost.  In  my  thinking, 
the  best  way  to  do  it  would  be  go  through  a  single-payer  system. 

Now  let  me  ask  you  this.  I  don't  know  what  you  answer  is  going 
to  be,  but  do  you  support  a  single-payer  system? 
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Mr.  Bowsher.  We  think  you  should  have  a  standard-payer 
system.  I  think  in  this  country,  you  might  want  to  go  to  a  multiple- 
payer  system,  but  standardize  what  they  pay. 

Mr.  Russo.  How  do  you  save  in  the  administrative  costs,  Mr. 
Bowsher?  The  most  expensive  part  of  our  health  care  system  today, 
is  the  enormous  administrative  burden  born  by  the  providers,  by 
the  doctors,  by  the  insurance  companies,  by  the  patients.  Every- 
body has  to  go  through  this  incomprehensible  myriad  of  forms. 
That  is  $80  billion  a  year  that  can  be  redirected. 

Mr.  Bowsher.  What  we  are  saying  is  that  we  think  if  you  kept 
multiple  payers,  but  if  you  said  we  have  to  have  one  basic  system, 
and  whether  you  are  retired  or  whether  you  work,  or  whether  you 
are  working  for  the  State  government  or  small  business,  you  basi- 
cally would  be  offered  the  same  health  package  and  providers 
would  get  the  same  reimbursement  rates. 

So,  whether  you  got  reimbursed  by  an  insurance  company  or  if 
you  got  reimbursed  by  the  Government,  the  process  would  be  the 
same.  We  can  then  get  our  administrative  costs  down  dramatically. 

Mr.  Russo.  Whether  or  not  the  insurance  companies  would  be 
willing  to  live  with  a  uniform  system  is  another  question.  I  would 
hope  they  could  do  it. 

I  have  come  down  on  the  side  of  single  payer  because  it  is  the 
only  way  I  can  get  a  comprehensive,  uniform  program  that  saves 
money.  I  am  not  trying  to  get  us  below  the  $600  billion  or  the  12 
percent  of  GNP  which  we  now  spend.  If  we  could  stay  at  12  per- 
cent, improve  the  quality  of  care  and  give  access,  we  will  have  ac- 
complished a  hell  of  a  lot  as  a  country. 

In  talking  to  Canadians,  they  tell  me  that  even  at  8.9  percent  of 
GNP,  they  don't  know  that  they  are  getting  enough  for  their  dollar 
in  improvement  in  health  by  being  2  percentages  higher  than  the 
Japanese  or  the  West  Germans.  They  have  to  compete  with  them, 
but  their  statistics  do  not  prove,  as  our  statistics  do  not  prove,  that 
having  more  money  in  a  health  care  system  gives  you  better  health 
for  your  society. 

It  seems  to  me  that  if  you  are  concerned  about  access  and  health 
for  the  country  as  a  whole,  access  ought  to  be  your  number  one 
concern.  Then  build  your  system  around  the  universality  of  the 
program.  I  think  you  are  right  on  target.  I  would  just  argue  for 
single  payer,  that  is  all. 

Mr.  Bowsher.  If  I  could  just  add  one  thing,  and  that  is  Janet  re- 
minded me  this  morning  as  we  were  coming  over  here,  that  the 
German  people,  actually  access  their  system  more  than  we  do,  but 
with  cost  caps.  Forcing  everybody  to  be  cost  conscious  in  their 
system,  making  sure  that  the  expensive  procedures  are  not  done 
unless  they  are  needed,  and  emphasizing  preventive  medicine,  they 
really  get  more  access  to  the  system  than  what  our  system  is  pro- 
viding. 

Mr.  Russo.  A  major  part  of  my  legislation  is  to  promote  preven- 
tive medicine. 
Chairman  Rostenkowski.  Mr.  Pickle  will  inquire. 
Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

Mr.  Bowsher,  of  all  the  agencies  who  have  testified  and  will  testi- 
fy before  us,  you  probably  are  as  open  to  making  an  objective  anal- 
ysis as  anyone.  I  appreciate  your  testimony,  because  I  think  you 
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have  looked  at  it  professionally  and  objectively,  and  it  is  interest- 
ing testimony. 

I  think  back  on  where  we  are  going,  and  I  just  make  some  gener- 
al observations.  The  health  care  delivery  cost  in  this  country  in  the 
next  20  years  is  going  to  be  so  high  that  it  is  going  to  outspend 
both  defense  and  Social  Security.  Now,  that  is  a  staggering  thought 
for  us  to  accept. 

The  costs  are  growing,  and  getting  bigger  and  bigger.  We  are 
driven  now  to  try  to  determine  how  do  we  control  it.  But,  at  the 
same  time,  we  haven't  been  able  to  control  what  we  are  actually 
collecting  and  spending. 

A  year  ago,  2  years  ago,  we  had  a  very  drastic  experience.  We 
passed  catastrophic  health  coverage.  Perhaps  in  retrospective  we 
could  have  had  a  better  plan,  but  we  offered  several  approaches 
during  that  consideration  and  we  ended  up  with  our  program.  It 
was  repealed. 

We  passed  a  catastrophic  health  bill.  It  was  not  fully  implement- 
ed. It  was  repealed  within  18  months'  time.  Now,  that  indicates  to 
me  that  the  American  people  are  not  willing  to  pay  for  what  they 
get.  Each  of  us  may  differ  a  little  bit  on  how  we  go  about  it,  but  we 
weren't  really  willing  to  do  it. 

Now  we  are  faced  with  the  big  changes,  and  it  seems  like  we  are 
driven  now  by  the  fact  that  we  are  going  to  have  some  kind  of  long- 
term  health  care,  home  care,  national  health  insurance,  in  some 
form  or  another.  We  have  put  it  off  for  25  years,  and  many  of  us  on 
this  committee  have  been  here  this  long  and  just  said,  well  we 
can't  afford  it.  And  each  year,  that  has  been  true.  It  is  true  this 
year. 

But,  whatever  system  we  use  now,  in  whatever  form,  the  fact  of 
the  matter  is  you  have  to  come  back  to  the  basics  of  who  is  going  to 
pay  for  this  system?  Do  we  set  up  a  new  system  entirely,  cut  out 
Medicare,  and  set  up  a  new  health  program?  And  if  we  do,  who  is 
going  to  pay  for  it? 

I  personally  think  the  people  are  going  to  demand  that  we  make 
these  changes,  and  I  for  one  have  decided  that  we  ought  to  try  to 
make  these  changes,  but  I  don't  know  whether  people  are  willing 
to  pay  for  it. 

If  we  were  to  set  up  a  separate  unit,  do  you  think  the  American 
people  would  be  willing  to  pay  for  it? 

Mr.  Bowsher.  I  think  the  American  people  would  be  willing  to 
pay  for  it  if  they  see  a  system  that  makes  sense  to  them.  If  they  see 
some  leveling  off  of  this  cost,  and  if  they  see  better  access  to  the 
system,  I  would  think  they  would. 

Regarding  the  catastrophic  act,  that  was  another  example  of 
where  you  were  trying  to  solve  one  piece  of  the  problem  and  you 
ran  into  other  pieces  of  the  problem. 

I  always  remember  going  to  one  of  my  retired  partners'  meet- 
ings, and  they  presented  this  issue,  because  the  catastrophic  act 
was  brand  new  at  the  time.  Well,  in  the  firm  that  I  had  been  a 
member  of  in  the  private  sector,  we  have  a  very  good  health  care 
plan,  and  we  have  it  for  our  retired  partners.  They  saw  themselves 
as  just  having  to  spend  more  money  and  get  taxed  for  something 
that  they  weren't  going  to  get  any  benefit  out  of.  So  they  became,  I 
think,  great  members  of  the  army  that  went  out  to  defeat  cata- 
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strophic.  In  other  words,  the  well-to-do  Americans  that  had  good 
coverage  weren't  about  to  think  about  it. 

I  think  that  is  what  kills  all  these  piecemeal  approaches.  There 
is  always  somebody  that  doesn't  feel  they  need  

Mr.  Pickle.  They  were  a  minority  group,  but  their  influence  was 
so  strong  that  Congress  tucked  tail  and  ran  the  other  way. 

Mr.  Bowsher.  Yes. 

Mr.  Pickle.  Now,  I  don't  know  who  is  at  fault  on  it,  but  that  did 
happen.  The  question  is,  how  can  we  set  up  a  system  now  that  they 
would  be  willing  to  accept?  We  are  going  to  make  some  changes, 
and  this  discussion  at  this  time  and  place  is  extremely  important. 

We  haven't  yet  come  to  grips  with  how  we  are  going  to  pay  for 
this  baby,  and  I  don't  think  the  people  are  willing  to  do  it  yet. 

Mr.  Bowsher.  Yes.  That  would  have  to  be  thought  through  very 
carefully.  The  States  can't  easily  pick  up  the  tab,  since  right  now 
the  Medicaid  part  is  bankrupting  them.  How  the  payment  part  of 
the  system  would  be  put  together  would  have  to  be  thought 
through  very  carefully. 

Of  course,  you  would  want  to  think  through  whether  you  would 
want  to  go  to  the  one-payer  system  that  Congressman  Russo  is  ad- 
vocating or  whether  you  would  want  to  go  to  the  multipayer 
system  with  the  standardized  approach. 

Mr.  Pickle.  I  don't  know  that  there  is  a  particular  approach,  but 
I  do  say  that  the  sentiment  is  probably  out  there  for  us  to  do  some- 
thing, and  I  hope  the  people  would  agree. 

I  think  business  for  the  first  time  might  be  willing  to  be  a  part- 
ner to  it,  because  the  costs  have  been  so  high  now  that  they  are 
looking  for  help  themselves. 

Mr.  Bowsher.  That  is  one  thing  that  impresses  me. 

Mr.  Pickle.  The  physicians  don't  oppose  it,  or  think  it  is  a  vi- 
cious snake,  like  they  did  25  years  ago.  The  people  want  it.  Now, 
are  we  able  to  come  together  with  a  system  to  pay  for  it,  and  I 
don't  know  that. 

Mr.  Bowsher.  I  think  what  impresses  me  now  is  how  many  of 
the  groups  that  have  always  resisted  moving  to  major  change 
really  seem  to  be  ready  for  change.  The  business  leaders  of  this 
country  appear  more  and  more  to  want  to  have  a  changed  system 
so  that  they  don't  have  ever-expanding  costs. 

We  have  to  reduce  the  health  cost  growth  for  the  Federal  budget. 
There  is  nothing  driving  our  Federal  deficit  more,  as  I  said  in  my 
statement,  than  the  interest  costs.  The  number  two  item,  then,  is 
the  health  care  outlays  that  are  flowing  from  the  Federal  Govern- 
ment. 

I  think  the  doctors  and  the  hospitals  are  so  fed  up  with  all  the 
red  tape  and  the  regulation  and  the  administrative  costs  that  we 
have  foisted  on  them  that  they  are  ready  for  some  changes. 

So,  I  see  hope  here  as  people  want  to  come  together,  and  want  to 
work  out  something.  What  we  are  really  saying  today  is  that  we 
think  it  has  to  be  done  in  a  fairly  comprehensive  manner  if  it  is 
going  to  be  successful. 

Mr.  Gibbons  [presiding].  All  right.  Mr.  Levin,  then  Mr.  Stark, 
then  Mr.  Sundquist,  then  Mr.  Archer. 

Mr.  Levin. 

Mr.  Levin.  Thank  you. 
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If  you  would,  you  talk  about  avoidance  of  a  piecemeal  approach. 
What  would  you  consider  piecemeal? 

Mr.  Bowsher.  Piecemeal  is  when  a  corporation,  like  Chrysler, 
wants  to  lower  their  costs  and  they  figure  out  that  they  have  to  get 
a  new  deal  with  the  unions  for  their  workers  and  with  their  retired 
workers,  and  they  work  out  a  deal  that  will  hopefully  lower  their 
costs.  And  that  is  what  they  literally  did  here  in  the  last  10  years. 
Then  they  find  to  their  surprise  that  the  overall  cost  10  years  later 
hasn't  come  down  all  that  much. 

The  same  is  true  with  the  States.  The  States  are  constantly 
trying  to  figure  out  how  they  don't  have  to  spend  as  much  on  Med- 
icaid. At  the  Federal  level  we  are  trying  to  figure  out  how  to  spend 
less,  so  we  have  had  our  reforms. 

What  I  am  saying  is  that  all  these  piecemeal  reforms  by  the 
major  players  haven't  added  up  to  a  cost  trend  line  that  has  start- 
ed to  flatten  out,  compared  to  other  major  countries. 

Mr.  Levin.  For  example,  if  a  reform  doesn't  institute  uniform 
payment,  is  that  piecemeal  reform? 

Mr.  Bowsher.  No,  I  wouldn't  say  that  your  comprehensive 
system  has  to  go  to  one  payer. 

Mr.  Levin.  No,  but  you  talk  here  about  instituting— 

Mr.  Bowsher.  Oh,  uniform  payment.  I  misunderstood  you.  We 
think  that  a  uniform  payment  approach  with  standardization 
would  be  one  of  the  features  that  you  would  want  to  consider. 

Mr.  Levin.  So  you  would  call  anything  piecemeal  that  did  not 
have  all  the  three  elements  that  you  described  in  your  document? 

Mr.  Bowsher.  We  have  examined  other  countries,  and  we  have 
examined  this  whole  area.  What  we  are  saying  today  is  that  a  com- 
prehensive reform  ought  to  consider  these  three  elements,  because 
they  seem  to  be  the  ones  that  are  working  better  in  some  of  the 
countries  that  have  achieved  some  success  in  this  area.  That  is 
what  we  are  really  trying  to  say  today. 

Mr.  Levin.  What  is  the  argument  for  having  a  uniform  payment 
set  of  rules  and  a  multipayer  system? 

Mr.  Bowsher.  It  cuts  down  the  administrative  costs  from — - 

Mr.  Levin.  I  understand  that,  but  if  you  are  going  to  have  a  uni- 
form payment  structure,  why  have  multiple  units  administering  it? 

Mr.  Bowsher.  Oh,  only  because  of  what  Congressman  McGrath 
asked  me  earlier.  We  are  just  such  a  large  country  and  a  diverse 
country,  we  are  not  sure  you  have  to  go  to  one  payer.  Canada  did 
it,  although  they  administer  it  through  the  provinces,  but  it  is  a 
much  smaller  country.  I  am  not  saying  it  could  not  be  done  in  this 
country  and  it  may  have  some  features  to  it  that  should  be  looked 
at  very  carefully. 

But  I  think  that  in  some  of  the  other  countries  we  have  been  im- 
pressed that  they  seem  to  get  most  of  the  benefits  of  the  one-payer 
approach  by  having  multipayers,  but  having  a  standardized  ap- 
proach. So  that  is  one  of  the  things  that  we  see  in  these  other  coun- 
tries besides  Canada. 

Mr.  Levin.  Of  course,  it  depends  on  your  definition  of  a  payer. 
Medicare  is  administered  by  a  number  of  units. 

Mr.  Bowsher.  Yes. 

Mr.  Levin.  Thank  you,  very  much. 
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Mr.  Gibbons.  We  do  have  a  private  health  insurance  in  Medicare 

and  they  pay  a  lot  of  the  bills,  so  my  proposal  

Mr.  Levin.  In  addition,  you  have  a  number  of  administrators. 
Mr.  Gibbons.  Yes,  that  is  correct. 

Mr.  Levin.  I  was  trying  to  clarify  what  is  meant  by  a  single- 
payer  system. 
Mr.  Gibbons.  All  right. 
Mr.  Levin.  Well,  thank  you,  very  much. 
Mr.  Gibbons.  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman,  and  thank  you,  Mr. 
Bowsher.  Your  testimony,  I  think,  is  outstanding.  But  I  noticed 
that  many  professional  institutions,  the  AMA  among  them,  and 
even  some  of  my  colleagues,  become  rather  xenophobic  when  we 
start  comparing  our  country's  medical  system  to  that  of  other 
countries.  I  ask  you,  had  you  not  visited  or  studied  France,  or  Ger- 
many, or  Canada,  or  any  other  country,  would  you  still  come  pretty 
much  to  the  same  conclusions  about  our  health  system  that  you 
have  here? 

Mr.  Bowsher.  Probably  not.  More  and  more  now,  as  we  do  our 
work  on  many  different  issues  at  GAO,  we  are  looking  outside  of 
our  country  to  see  how  some  of  the  other  countries  have  addressed 
the  issue — especially  the  countries  we  are  in  major  competition  in 
the  next  10  or  20  years  in  the  private  sector.  Like  education,  I 
think  we  can't  assume  any  more  that  we  have  all  the  answers  in 
health  care,  in  this  country.  I  think  that  a  lot  of  the  other  coun- 
tries have  made  great  progress  by  studying  us,  and  so  we  are  tend- 
ing more  and  more  now  to  study  other  countries  on  some  of  these 
issues. 

So  we  have  been  looking  very  carefully  at  these  countries'  health 
care  systems  and  I  think  we  have  picked  up  some  ideas,  and  we 
discussed  them  with  some  American  leaders  to  see  how  they 
thought  it  would  work  here.  So  I  think  it  is  a  very  good  approach, 
myself,  as  you're  addressing  these  issues. 

Mr.  Stark.  Would  it  necessarily  follow  then  that  if  there  are 
flaws  in  the  Canadian  system  that  your  suggestions  could  not 
work? 

Mr.  Bowsher.  Couldn't? 

Mr.  Stark.  Well,  let's  suppose  that  the  committee  concludes  that 
the  Canadian  system  is  just  awful. 
Mr.  Bowsher.  Yes. 

Mr.  Stark.  And  we  ought  to  avoid  it  at  all  costs.  Would  that 
mean  that  your  suggestions  would  not  work  in  our  country? 

Mr.  Bowsher.  No,  no.  I  think  that  we  have  tried  to  think 
through  whether  what  we've  seen  in  other  countries  make  sense 
for  America.  We  believe  that  what  we  are  advising  here  would 
make  sense  for  this  country.  Again,  as  I  said  earlier,  there  are 
some  features  of  their  systems  that  we  probably  could  do  better. 

Mr.  Stark.  Your  recommendation  is  for  comprehensive  reform.  I 
would  presume  that  one  of  the  more  efficient  ways  to  achieve  this 
comprehensive  reform  would  be  through  legislation? 

Mr.  Bowsher.  Yes.  I  think  you  would  need  some  legislation. 

Mr.  Stark.  And  what  you  are  suggesting  is  that  there  are  three 
principal  elements  to  that — universal  coverage  is  one,  is  it  not? 

Mr.  Bowsher.  Yes. 
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Mr.  Stark.  If  you  covered  everybody,  would  that  not  mean  that 
you  would  have  to  do  something  beyond  work-related  coverage  for 
those  who  don't  work? 

Mr.  Bowsher.  Yes. 

Mr.  Stark.  So  we  just  have  to  say  "universal  access."  Second, 
and  I  will  come  back  to  this  all-payer,  single-payer  issue  in  just  a 
moment — you  are  saying  that  we  basically  ought  to  have  a  system 
in  which  there  are  uniform  or  standard  benefit  rates  paid  to  the 
providers.  In  a  sense,  to  put  it  in  the  vernacular,  all  the  forms 
ought  to  look  alike? 

Mr.  Bowsher.  Yes. 

Mr.  Stark.  And  they  

Mr.  Bowsher.  Basically  that  is  what  we  are  saying. 

Mr.  Stark.  So  that  you  could  not  tell  as  a  provider  whether  you 
had  a  single-payer  or  a  multipayer.  You  would  not  have  a  multi- 
plicity of  forms  or  rate.  It  would  be  one  rate,  one  form. 

Mr.  Bowsher.  Yes. 

Mr.  Stark.  OK,  third,  that  we  must  have,  in  effect,  some  caps,  a 
budget.  The  Defense  Department  operates  on  a  budget,  does  it  not? 

Mr.  Bowsher.  That's  a  very  good  illustration. 

Mr.  Stark.  Wait  a  minute,  does  the  Defense  Department  operate 
on  a  budget? 

Mr.  Bowsher.  Yes,  it  does. 

Mr.  Stark.  Do  you  operate  on  a  budget? 

Mr.  Bowsher.  Yes. 

Mr.  Stark.  Does  your  wife  operate  on  a  budget. 
Mr.  Bowsher.  Not  always.  [Laughter.] 

Mr.  Stark.  Now,  let  me  come  back  to  this  single/multiple  payer 
and  see  if  I  can  understand  it  properly.  If  we  have  decided  that  we 
are  going  to  pay  the  same  rate  and  use  the  same  format,  we  have  a 
couple  of  options. 

In  a  single-payer  system,  I  think  that  you  and  I  assume  that  it 
would,  in  fact,  be  the  Government  that  pays  or  the  Government 
might  contract  say,  with  Blue  Cross  to  do  it  for  the  whole  country. 
The  money  then  would  have  to  come  from  the  taxpayers  in  almost 
a  completely  new  system. 

Whereas,  under  multiple-payer  system,  we  could  still  pay  the 
bills  in  the  same  way,  but  we  would  have  General  Motors,  the 
unions,  Blue  Cross,  and  Government  employees  contributing  into 
the  system  much  the  same  way  they  do  now,  so  that  there  would 
be  less  difference  in  the  way  that  various  groups  pay  for  their  in- 
surance, but,  in  fact,  we  would  still  be  paying  the  bills  the  same 
way. 

Is  that  a  fair  distinction  between  

Mr.  Bowsher.  Yes,  that  is  a  fair  description. 

Mr.  Stark.  Between  multiple-payer  and  single-payer? 

Mr.  Bowsher.  Yes. 

Mr.  Stark.  In  my  bill  for  instance,  I  am  letting  General  Motors 
off  the  hook,  but  I  hope  that  I  am  raising  their  taxes  at  about  the 
same  amount. 

You  are  saying  that  in  a  multiple-payer  system,  I  continue  to  pay 
my  $60  to  the  Government  health  insurance  plan,  and  somebody 
else  would  contribute  nothing  if  they  belonged  to  the  UAW,  and 
Chrysler  pays  a  lot,  McDonalds  pays  nothing.  They  would  continue 


196 


in  that  format  with  the  Government  making  up  for  those  who 
don't  have  access  now  because  they  can't  afford  it. 

I  just  think  that  great  minds  run  in  the  same  direction  and  that 
your  testimony  is  right  on  target.  Did  you  happen  to  see  in  Roll 
Call  or  the  National  Enquirer  the  graph  that  I  put  out  yesterday 
on  the  real  growth  in  health  care  expenditures,  comparing  non- 
Medicare  with  Medicare  expenditures  in  a  variety  of  time  periods; 
1970  to  1980,  1980  to  1985,  and  1985  to  1988,  based  on  data  from 
HCFA. 

What  I  purported  to  demonstrate  in  this  is  that  Medicare  annual 

growth  rate  is  coming  down  

Mr.  Bowsher.  Right. 

Mr.  Stark  [continuing].  And  the  non-Medicare,  which  would  be 
expenditures  of  all  other  payers,  is  flat  to  going  up.  Is  this  a  fairly 
valid  representation  of  the  facts,  as  they  exist,  in  your  opinion? 

Mr.  Bowsher.  Yes.  This  comports  with  our  understanding  of  the 
recent  trends. 

Mr.  Stark.  I  guess  what  I'm  trying  to  say  is  that  there  is  some 
evidence  that  Medicare  has,  in  fact,  flattened  or  lowered  the  rate  of 
increase,  and  I  would  also  say  done  a  better  job  than  the  private 
payment  plans. 

Is  that  a  fair  assumption? 

Mr.  Bowsher.  Yes,  I  think  that's  true,  especially  on  the  hospital 
side. 

Mr.  Stark.  I  would  like  to  talk  about  one  other  issue  and  I'll  be 
done.  I  want  to  talk  about  inelasticity,  but  I'm  not  sure  I  know 
enough  about  it  to  make  a  statement  that  Dr.  Thompson  could 
accept. 

I  think  the  price  is  inelastic  because  providing  health  care  is 
either  a  yes,  or  no  decision.  It  is  not  a  "some  of,"  unless  you  are 
very  rich  and  you  buy  your  own.  A  company  either  provides  health 
insurance  programs  to  its  employees  or  it  doesn't.  If  it  does,  it  is 
hooked  to  keep  providing  that  whether  the  costs  go  up  or  not.  Com- 
panies may  make  the  employee  share  more  of  it,  but  they  don't 
have  the  ability  to  provide  half  a  plan  if  they  are  going  to  provide 
some  basic  hospital  and  surgical  plans. 

One  of  the  ideas  I  am  getting  at  is  that  nobody  is  controlling 
costs,  because  basically  hospitals,  doctors,  pharmaceutical  manufac- 
turers collect  whatever  they  collect,  and  we  keep  paying  it,  wheth- 
er it  is  we  the  insurance  companies,  we  the  Government,  or  we  the 
Medicare  program.  If  Medicare  doesn't  have  enough  money,  provid- 
ers drop  out  of  it.  But  there  is  no  function,  save  perhaps  Medicare, 
that  can  contain  that. 

Mr.  Bowsher.  Yes.  I  think  a  lot  of  people  get  very  nervous  when 
they  hear  the  word,  caps.  But  it  reminds  me,  and  you  raised  it  ear- 
lier, about  the  Defense  Department.  When  I  served  at  the  Defense 
Department  in  the  late  1960s  or  early  1970s,  I  served  under  one 
Secretary  of  Defense,  Mr.  McNamara,  who  said  we  could  afford 
whatever  we  needed  for  defense.  And  by  the  time  he  left,  the  gen- 
erals and  the  admirals  had  conjured  up  enough  requests  that  you 
could  not  handle  it.  He  had  the  smartest  people  in  the  world  work- 
ing for  him,  but  the  pressure  was  building  tremendously. 

Then  Mel  Laird  came  in  with  the  next  administration  and  he  put 
in  fiscal  guidance;  he  put  caps  into  his  system.  Then  he  got  the 
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generals  and  the  admirals  figuring  out  what  were  the  most  impor- 
tant weapons;  where  should  we  be  spending  money,  on  force  levels 
or  on  readiness,  logistics  or  on  training? 

And  I  think  that  that's  what  the  United  States  has  been  missing 
in  health  care  and  what  seems  to  exist  in  some  of  the  other  coun- 
tries. For  example,  Germany  gets  the  medical  providers  much  more 
involved  as  to  how  to  deliver  the  medical  care,  but  also  how  to  keep 
the  cost  down  so  that  people  can  afford  it. 

Mr.  Stark.  That  is  what  our  administration  is  doing  now,  when 
they  limit  capital.  What  they're  really  saying  to  the  hospital  ad- 
ministrators is,  you  professional  hospital  administrators  decide  how 
best  to  cap  these  costs. 

Mr.  Bowsher.  That's  right. 

Mr.  Stark.  And  do  you  want  one  MRI  or  three  x  ray  machines, 
or  do  you  want  six  more  nurses  or  one  electronic  monitor  machine? 
Administrators  are  the  people  who  should  make  the  decisions,  and 
if  they  don't  have  a  cap,  why  would  they  try  to  contain  costs  if  we 
pay  them  every  dollar  they  ask  for? 

Mr.  Bowsher.  Yes.  And  I  might  point  out,  regarding  Congress- 
man Archer's  point  that  when  we  made  the  switch  to  caps  at  the 
Defense  Department  we  had  cost  drivers  that  were  so  strong  that 
we  couldn't  get  control  of  costs  in  the  first  year.  But  it  was  amaz- 
ing to  me  how  Laird  got  control  of  that  defense  budget  by  the 
fourth  year.  If  you  go  back  and  look  at  the  history  of  defense  and 
you  look  at  the  4-year  period  that  Mel  Laird  was  the  Secretary  of 
Defense,  using  fiscal  guidance,  that's  the  time  that  you  had  your 
best  costs,  and  I  think  your  best  weapons  systems  developed;  many 
of  them  were  used  in  this  recent  war. 

Mr.  Stark.  Thank  you,  very  much. 

Chairman  Rostenkowski.  Mr.  Archer. 

Mr.  Archer.  General  Bowsher,  there  are  so  many  loose  ends  to 
try  and  follow  through  on  in  this  area.  Sam  Gibbons,  my  friend, 
has  made  the  best  statement  of  the  day  which  is  there  is  not  ever 
going  to  be  a  perfect  answer  to  this  problem. 

But  I  worry  a  little  bit  about  the  analogy  or  the  comparison  of 
the  defense  budget  and  health  care.  This  country  has  always  taken 
the  position  that  you  can't  put  a  price  on  health  care.  You  can't 
have  a  cost-benefit  judgment  on  health  care.  You  can't  make  the 
decision  of  who  is  going  to  live  and  who  is  going  to  die.  You  can't 
say  to  some  person,  you  are  not  entitled  to  the  very  best,  high-tech- 
nology diagnosis  or  treatment. 

I  worry  a  little  bit  about  that,  because  I  don't  think  this  country 
is  going  to  accept  it.  You  said  in  your  testimony  that  any  approach 
to  health  reform  must  be  consistent  with  American  culture,  politi- 
cal traditions,  and  institutions.  You  also  say,  interestingly  enough, 
and  this  hasn't  been  accented  today,  that  Americans  typically  ex- 
press satisfaction  with  the  care  that  they  receive  in  the  United 
States. 

I  just  wonder  whether  this  is  an  area  that  we  can  compare  to  de- 
fense, or  whether  we  can  also — and  let  me  add  this — it  is  very  dan- 
gerous to  compare  us  to  other  countries.  Because  the  question  is 
whether  Americans,  who  have  been  given  the  highest  technology, 
will  accept  the  situation — let's  say,  anecdotally  for  example,  that  in 
Canada,  in  Nova  Scotia  there  is  one  CAT  scanner,  one,  in  all  of 
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Nova  Scotia.  Those  people  have  a  control  and  a  cap  on  technology 
so  that  it  is  not  available  to  everybody. 
My  friend  Marty  Russo  talks  about  access. 

Mr.  Bowsher.  But  see  Nova  Scotia  is  the  poorest  part  of  Canada. 
In  other  words,  if  you  go  to  Toronto,  Canada,  they  have  limited  the 
number  of  MRIs,  but  they  service  the  people  in  Toronto,  Canada. 
They  have  far  less  than  what  we  have  in  our  major  cities,  but  they 
don't  start  off  the  day  saying,  we  are  only  going  to  service  80  per- 
cent of  the  people.  They  have  as  much  of  a  desire,  under  their 
system,  to  give  competent  care.  I  think  that  when  we  look  at  these 
other  countries  today,  like  Germany,  and  Japan,  that  they  want 
first-class  care  for  their  people. 

Now,  I'm  not  saying  that  I  think  that  they  all  have  as  good  care 
as  America  has  had,  because  we  didn't  have  the  interruption  of 
World  War  II  and  we  have  had  a  very  well  developed  medical  care 
system  over  the  years.  But  I  think  if  you  look  at  a  lot  of  the  statis- 
tics now,  these  countries  are  coming  up  very  fast  in  their  capability 
to  provide  first-class  medical  care. 

And  what  we  are  spending  a  lot  of  money  on  is  a  lot  of  services 
for  the  people  who  are  insured.  Maybe  we  are  overserving  them  be- 
cause of  medical  malpractice  threats,  because  of  the  other  incen- 
tives in  our  system.  Maybe  some  of  the  people  who  do  have  insur- 
ance are  getting  more  medical  service  than  they  need.  That  is  a 
debate  that  goes  on  in  this  country,  as  to  whether  we  are  overserv- 
ing some  of  our  people. 

Mr.  Archer.  That  gets  back  to  the  question  of,  how  can  you  de- 
termine how  much  medical  care  somebody  needs? 

Mr.  Bowsher.  I  want  the  doctors  to  do  it. 

Mr.  Archer.  How  can  you  apprise  a  cost  benefit  ~ 

Mr.  Bowsher.  See,  right  now,  we  are  forcing  the  doctors  to  con- 
sider a  lot  of  things  other  than  just  what  that  patient  needs  imme- 
diately. They  allege  that  a  lot  of  defensive  medicine  is  being  done. 
We  don't  see  as  much  of  that  in  these  other  systems. 

So  I  think  if  you  didn't  have  all  of  that  unnecessary  care,  you 
would  still  have  a  system  where  you  have  the  most  advanced  medi- 
cal attention  in  the  world. 

Mr.  Russo.  Will  the  gentleman  yield? 

Mr.  Archer.  I'll  be  happy  to  yield  if  I  end  up  with  enough  time, 
Marty.  I  have  got  a  whole  bunch  of  stuff  I  would  really  like  to  get 
some  input  on,  and  I  don't  want  to  belabor  the  General.  But  you 
talk  about  defensive  medicine,  and  I  have  asked  you  if  you  would 
quantify  the  impact  of  that  on  medical  costs  in  this  country?  I  am 
wondering  whether  you  believe  that  you  are  going  to  be  able  to  do 
that  or  not? 

I  have  asked  you  this  in  my  request  for  the  GAO  study. 

Mr.  Bowsher.  Yes,  we're  working  on  it.  It's  not  easy. 

Mr.  Archer.  I  know  it.  It's  very  difficult  and  I'm  just  wondering, 
do  you  think  you  will  be  able  to  do  that? 

Mr.  Bowsher.  My  teammates  here  are  saying,  don't  make  any 
promises  until  we  get  the  job  done — but  I  can  assure  you  we're 
trying  very  hard. 

Mr.  Archer.  But  you  believe  there  is  a  possibility  that  you  can 
do  that? 
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Mr.  Bowsher.  Yes,  I  think  there's  a  possibility  but  not  a  sure 
possibility.  [Laughter.] 

Mr.  Archer.  OK,  in  your  recommendation  for  a  uniform  pay- 
ment, would  you  continue  to  provide  the  ability  legally  of  a  doctor 
to  recover  additional  fees  from  the  patient,  over  and  above,  the 
amount  of  the  uniform  payment? 

Mr.  Bowsher.  Well,  I  think  you  don't  see  that  feature  in  most  of 
these  other  systems.  In  other  words,  if  you're  going  to  control  the 
cost  growth,  you  pretty  much  come  out  with  a  payment  system 
that  the  people  agree  on  and  then  you  don't  allow  additional  fees. 

Mr.  Archer.  You  see,  there  are  some  real  tradeoffs  in  all  of  this. 

Mr.  Bowsher.  Sure. 

Mr.  Archer.  It's  easy  to  say  that  we  can  have  a  uniform  system 
and  that  we  can  regulate  and  we  can  do  all  of  these  things,  but  we 
find  that  it  isn't  so  easy  in  Medicare.  We  have  a  uniform  system 
relative  to  the  Medicare  patients  who  are  covered  by  that  system. 
Yes,  we  elected  to  use  intermediaries  and  sometimes  that  creates 
differences  between  regions  and  States.  But  we  elected,  on  our  own, 
as  a  democratic  society  that  that  was  the  best  way  to  administer 
that  program. 

Is  there  a  better  way  to  administer  Medicare?  Can  you  give  us  a 
recommendation  how  we  can  make  it  more  uniform?  How  we  can 
overcome  the  debilities  that  we  already  see  in  the  system  where,  as 
you  say,  we  are  going  to  reduce  administrative  redtape.  The  admin- 
istrative redtape,  from  what  feedback  I  get  in  Medicare,  is  enor- 
mous. I  even  have  doctors  come  to  me  and  say,  I  can't  perform  a 
surgical  procedure  until  I  have  called  Medicare  to  find  out  if  it  is 
authorized  or  not. 

Now,  how  are  we  going  to  eliminate  that,  simply  by  going  to 
your  recommendation? 

Mr.  Bowsher.  Yes,  see,  GAO  issues  lots  of  reports  on  Medicare, 
and  we  have  for  the  last  10  years.  We  will  issue  another  pile  of  re- 
ports on  Medicare  in  the  next  10  years  if  our  system  stays  the 
same.  We  are  always  trying  to  give  you  recommendations  on  how 
to  make  the  system  more  efficient. 

All  we  are  saying  is  that  if  you  looked  at  the  administrative 
burden  on  the  private  side,  you  would  see  it  every  bit  as  bad  as 
what  you  see  on  the  Government  side.  Because  it  is  basically  our 
system  that  creates  the  administrative  burden,  because  of  all  the 
different  features  that  we  have  built  into  it.  So  I  am  sure  that  if  we 
continued  to  have  Medicare,  as  we  have  it  today,  GAO  will  give 
you  reports  in  the  future  trying  to  make  it  more  efficient. 

But  I  am  just  warning  today  that  I  am  not  sure  that  these 
changes  will  lower  overall  costs,  and  give  us  the  equality  and  the 
access  that  the  entire  system  really  should  have. 

Mr.  Archer.  Well  if,  in  effect,  though  Government  can  reduce 
regulation  and  costs,  as  you  say  has  been  done  in  other  countries, 
why  have  we  not  received  constructive  recommendations  as  to  how 
to  do  that  within  the  structure  of  the  one  massive  uniform  Govern- 
ment program?  Why  have  we  not  been  able  to  do  it? 

You  can  go  on  anecdotally  forever  on  these  things.  There  are 
providers  who.  are  entitled  to  money  who  have  been  overpaid  by 
the  Government  and  we  have  got  a  Government  program  that  sup- 
posedly is  working  marvelously.  I  have  heard  people  on  this  panel 
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say,  boy,  Medicare  is  great;  it's  a  fabulous  program;  it's  working 
marvelously  and  efficiently.  But  it  takes  2  years  for  the  provider  to 
be  able  to  get  through  the  redtape  to  be  able  to  return  the  money 
to  the  Federal  Government.  Now,  how  in  the  world  is  it  going  to 
get  simpler,  through  your  recommendation? 

If  it  can  be  made  simpler,  why  don't  we  have  those  proposals 
today  to  change  Medicare? 

Mr.  Bowsher.  Well,  because  when  you  think  about  it,  a  Medicare 
payment  in  a  hospital  only  provides  for  a  certain  number  of  pa- 
tients. Then  you  have  got  to  worry  about  allocating  all  the  costs  for 
everything  else  in  that  hospital.  So  right  away,  you  are  into  a 
much  more  complicated  setting  than  when  you  are  in  these  other 
countries'  systems. 

Mr.  Archer.  Well,  this  happened  to  be  a  nursing  home  which 
doesn't  have  the  complications  you're  talking  about. 

Mr.  Bowsher.  Well,  then  you  have  got  some  basic  efficiency 
problems  that  ought  to  be  looked  at. 

Mr.  Archer.  Well,  but  why  don't  we  start  looking  at  some  of 
that? 

Mr.  Bowsher.  But  we  have.  In  other  words,  it  isn't  that  we 
haven't  been  looking  at  these  issues. 

Mr.  Archer.  What  recommendations  do  you  have  to  improve  the 
current  system  to  reduce  costs  and  to  reduce  regulation  at  the 
same  time? 

Mr.  Bowsher.  We'll  be  happy  to  work  on  those  problems.  But  I 
think  you  will  find  that,  in  the  long  run,  they  will  just  be  working 
at  the  margin  of  reducing  costs. 

Mr.  Archer.  Yes,  everything  we  save  helps  us,  though  doesn't  it? 

Mr.  Bowsher.  Yes. 

Mr.  Archer.  Let  me  ask  you  this,  also.  In  comparing  country  to 
country,  don't  we  also  run  into  the  very  serious  difficulties  of  tre- 
mendous differences  in  society?  You  mentioned  gunshot  wounds. 
How  does  our  incidence  of  violence  and  physical  maiming  in  this 
country  compare  to  the  other  countries  that  you  compare  it  to? 

Mr.  Bowsher.  It  is  a  big  cost  driver. 

Mr.  Archer.  OK. 

Mr.  Bowsher.  We  have  so  much  more  compared  to  the  other 
countries — we  were  in  Toronto,  and  they  said,  when  they  get  a  gun- 
shot wound  in  the  emergency  room,  all  the  interns  and  the  resi- 
dents come  down  to  watch  because  they  only  get  one  or  two  a 
month. 

In  our  major  cities,  as  you  know,  Congressman,  we  have  gunshot 
wounds  every  night  in  the  emergency  room. 

Mr.  Archer.  How  will  a  uniform  system  reduce  that? 

Mr.  Bowsher.  That's  the  kind  of  thing  that  the  uniform  system 
would  not  change  very  much. 

Chairman  Rostenkowski.  Mr.  Sundquist  will  inquire. 

Mr.  Sundquist.  Thank  you,  Mr.  Chairman,  I  will  try  to  make 
this  quick. 

I  want  to  get  back,  Dr.  Thompson,  to  the  comments  on  numbers, 
and  I  agree  that  we  have  to  talk  in  numbers  that  are  comparable. 
Your  premise  is  that  the  United  States  and  Canada  are  spending 
the  same  percentage  of  their  money,  on  a  relative  scale,  and  we  are 
spending  more.  That's  the  premise,  I  think,  that  you  stated.  Have 
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you  taken  into  consideration  though,  the  differences  in  demograph- 
ics? For  instance,  we  have  a  greater  percentage  of  elderly  in  our 
population.  At  least  one  study  furnished  to  me  by  the  Heritage 
Foundation  indicates  that  the  Canadian  health  care  spending 
would  be  5.3  percent  higher  if  we  took  that  into  account.  Or  the 
fact  that  we  have  R&D  in  our  numbers  and  we  spend  a  greater  per- 
centage on  R&D  than  the  Canadians  do.  If  we  took  that  into  ac- 
count, it  would  increase  the  spending  on  the  Canadian  side  by  2.4 
percent.  We  also  have  larger  inner  city  problems,  as  was  just  stated 
by  Mr.  Archer — teenage  pregnancies,  drug  abuse  problems. 

In  your  numbers,  have  you  taken  into  account  these  things  in 
terms  of  how  we  spend  money  and  the  Canadians  spend  money? 

Mr.  Thompson.  Congressman,  really  our  point  was  to — — 

Mr.  Sundquist.  Yes,  or  no.  I  am  running  out  of  time,  and  I  just 
need  to  get  whether  you  did  or  you  didn't. 

Mr.  Thompson.  We  are  not  here  to  tell  you  that  you  should  drop 
everything  and  adopt  the  Canadian  system.  If  we  left  that  impres- 
sion, I  am  sorry. 

Mr.  Sundquist.  No,  but  the  implication  is  that  the  Canadian 
system  spends  less  and  gets  better  medical  care  and  that  is  not 
true,  because  you  have  apples  and  oranges.  If  you  carry  it  to  the 
nth  degree  then,  where  they  do  have  universal  health  care,  they 
are  providing  less  health  access  because  the  number  of  patients  in 
waiting  is  much  greater  than  in  this  country. 

If  you  care  to  respond — I  am  running  out  of  time — if  you  care  to 
respond  in  writing,  I  would  appreciate  it. 

Thank  you. 

Mr.  Bowsher.  Yes,  in  writing. 

Chairman  Rostenkowski.  If  you  would  like  to  respond,  please  re- 
spond for  the  record. 

Mr.  Thompson.  First  of  all,  we  got  into  this  because  we  pointed 
out  in  our  testimony  that  the  Canadians  have  a  cap  on  hospital 
costs.  I  don't  think  we  have  said  anything  at  all  about  the  way  they 
compensate  physicians.  That  cap  has  been  successful,  in  our  opin- 
ion, in  holding  down  hospital  expenditures,  not  without  some  down- 
side in  terms  of  the  modernization  and  so  forth. 

We  mentioned  the  Canadian  hospital  caps  as  an  illustration;  we 
are  not  here  to  tell  you  that  the  Canadian  system  is  the  way  to  go 
nor  to  get  into  a  long  discussion  about  all  of  the  differences  be- 
tween the  United  States  and  Canada.  We  are  doing  a  study  on  the 
Canadian  system  and  we  will  be  able  to  speak  to  that  a  little  bit 
more  completely  in  about  2  months,  I  guess. 

[The  following  was  subsequently  received:] 
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Additional  material  for  the  record  requested  during  the  testimony 
of  Charles  A.   Bowsher,   Comptroller  General  of  the  United  States, 
before  the  House  Committee  on  Ways  and  Means,   April   17,  1991 


Representative  Sundquist  raised  several   issues  on  April  17, 
1991,    and  asked  GAO  to  provide  additional   responses   for  the 
record.      First,   he  questioned  whether  American  health  care 
spending  has  grown  more  rapidly  than  Canadian  health  spending 
since   1970  because  nominal  per  capita  health  expenditures  grew 
faster  in  Canada  than   in  the  United  States.      Second,   he  suggested 
that  a  comparison  of  Canadian  and  U.S.   health  care  costs  should 
not  be  based  on  comparisons  of  shares  of  national   income  devoted 
to  health  care.      Third,   he  suggested  that  Canada's  health 
spending  may  be   lower  than  U.S.   health  spending  because  Canada 
spends   less  on  health  research  and  has  a  smaller  elderly 
population  than  the  United  States .      Finally,   he  questioned  the 
merit  of  the  Comptroller  General's  recommendations   if,    in  fact, 
Canada's  spending  on  health  care  is   rising  faster  than  that  of 
the  United  States. 

1.        Based  on  Dr.   George  Schieber's  analysis  of  nominal  per 
capita  health  expenditures  between   1970  and  1989,    one  might 
conclude  that  Canada's  health  costs   increased  more  rapidly  than 
those  of  the  United  States.      This  conclusion,   however,    is  based 
on  an  indicator  of   "cost"   that  --  viewed  alone  --  has  limited 
meaning  when  comparing  two  countries.        Increases   in  nominal  per 
capita  health  expenditures  do  not  adjust  for  general   inflation  so 
they  cannot  measure  increases   in  the  quantity  of  resources 
devoted  to  health  care.      A  comparison  of  Canadian  and  U.S.  real 
(inflation  adjusted)   per  capita  health  expenditures  shows  that, 
for  the  period  1971   to   1989,   U.S.    real  health  spending  grew 
faster.      That   is,    the  average  annual   rate  of   increase  exceeded 
the  general   inflation  rate  by  4.5  percent  in  the  United  States, 
but  by  only  3.7  percent   in  Canada.      (See  Table  I. ) 

Table  I 

Average  annual   rates  of  growth  Canada  U.S. 

Nominal  health  expenditures  per  capita  12.2%  11.7% 

1970-  1989 

Nominal  health  expenditures  per  capita  12.1%  11.7% 

1971-  1989 

Real  health  expenditures  per  capita  3.7%  4.5% 

1971-19891 


1  Source:   George  J.    Schieber  and  Jean-Pierre  Poullier, 
"International  Health  Spending:    Issues  and  Trends"   Health  Affairs, 
Spring   1991,   pp.    106-116;   U.S.    General  Accounting  Office,  "Canadian 
Health   Insurance:   Lessons   for  the  U.S.,"   forthcoming,    p.  13. 
Dr.    Schieber  does  not  provide  data  for  annual   real  health 
expenditures  for   1970  to   1989.      He  states,    however,    that  "after 
adjusting  for  health  care   inflation,   Canada  had  the   lowest  growth 
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2.  Comparisons  of  health  care's  share  of  Gross  National  Product 
(GNP)    in  Canada  and  the  United  States  could  be  seen  as  disguising 
higher  health  care  cost  increases  in  Canada.     Although  the 
Canadian  share  is  smaller  than  the  U.S.    share,   some  have  argued 
that  this  difference  in  shares  is  an  artifact  of  Canada's  more 
rapid  growth  in  GNP.     The  United  States  would  have  had  a  smaller 
ratio  of  health  spending  to  GNP  --  this  argument  claims  --  if 
U.S.   GNP  had  grown  as  rapidly  as  Canada's.     As  a  matter  of 
arithmetic,    this  is  true  --   if  growth  in  U.S.   health  spending 
remained  unchanged.     But  this  arithmetical  argument   ignores  the 
stimulus  that  increases  in  GNP  give  to  health  care  spending. 
Health  care  spending  is  positively  related  to  national  income, 
and  in  some  countries,    including  the  United  States,   an  increase 
in  national   income  leads  to  a  more  than  proportional   increase  in 
health  care  spending.      If  the  United  States  had  experienced 
economic  growth  as  fast  as  Canada's  during  this  period,   then  the 
difference  between  the  two  countries   in  per  capita  health 
spending  and  in  health's  share  of  GNP  might  have  been  even 
greater. 

3.  Compared  to  the  United  States,   Canada  does  have  a  smaller 
elderly  population  and  spends  less  for  research.     Both  facts 
imply  adjustments  that  would  shrink  the  gap  between  Canada  and 
the  United  States  to  some  extent,   but  would  not  alter  the 
qualitative  conclusion  that  Canada  devotes  a  smaller  share  of  its 
national   income  to  health  than  does  the  United  States.  The 
difference  in  spending  on  research  and  the  smaller  proportion  of 
elderly  in  Canada  account  for  a  small  fraction  of  the  total 
difference  in  per  capita  health  expenditures  between  the  two 
countries . 

4.  In  the  Comptroller  General's  testimony,    he  referred  to  the 
Canadian  and  other  foreign  health  care  systems  when  giving 
examples  of  a  type  of  policy;   these  allusions  did  not  constitute 
recommendations  of  an  entire  foreign  health  care  system  as  a 
model   for  the  United  States.      In  developing  an  American  framework 
for  controlling  health  care  spending,   the  United  States  can  learn 
from  other  countries'   experience  --   including  that  of  Germany  and 
France  as  well  as  Canada.     These  countries  offer  evidence  of 
policies  to  contain  spending  that  seem  to  have  been  ineffective 
as  well  as  some  that  have  worked. 


in  real  per  capita  health  spending,  slightly  below  the  United 
States."     Health  Affairs,   p.  111. 
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Chairman  Rostenkowski.  General  Bowsher,  Pete  Stark  is  going 
to  return  in  a  few  minutes.  And  he  would  like  to  wrap  up  this  ses- 
sion. The  following  panel  will  be  chaired  by  Mr.  Stark.  We  expect 
to  work  through  lunch  and  if  we  can,  adjourn  until  2  o'clock  for 
the  2  o'clock  panel.  The  panel  that  we  will  hear  following  this  testi- 
mony will  work  until  it  is  concluded. 

So  if  you  will,  General,  stay  here  for  a  few  minutes  and  let  Pete 
Stark  conclude  this? 

Mr.  Bowsher.  Sure. 

Chairman  Rostenkowski.  The  committee  will  stand  in  recess  for 
4  minutes. 
[Recess.] 

Mr.  Stark  [presiding].  Back  on  the  record. 

I  would  like  to  thank  you.  Your  testimony  and  the  work  that  you 
have  done  in  this  field  is  most  helpful.  The  reputation  that  you  and 
your  Department  have  for  independence  and  rigorous  and  objective 
work  is  a  great  help  to  this  committee  in  its  deliberation. 

There  are  a  lot  of  concerns  that  are  being  challenged.  There  are 
a  lot  of  traditions  in  this  country  which  don't  fit  with  the  model 
that  I  suspect  that  you  have  laid  out  for  us  here  today.  But  I  think 
that  your  most  objective  approach  to  this  will  be  helpful  to  the 
committee  in  getting  to  a  conclusion  and  getting  to  the  universal 
access  and  cost  containment  that  we  all  want. 

Thank  you,  very  much. 

Mr.  Bowsher.  Thank  you. 

Mr.  Stark.  Our  next  panel  includes  experts  on  various  aspects  of 
the  U.S.  health  care  system.  We  are  pleased  to  welcome  Dr.  J.B. 
Silvers  of  the  Prospective  Payment  Assessment  Commission,  more 
affectionately  known  as  ProPAC;  Dr.  Paul  Ginsburg,  a  frequent  vis- 
itor to  the  committee  who  is  the  Executive  Director  of  the  Physi- 
cian Payment  Review  Commission,  also  affectionately  known  as 
PhysPRC;  Dr.  James  Kimmey,  from  the  University  of  St.  Louis,  an 
institution  whose  nickname,  at  the  moment  escapes  me;  Dr.  Robert 
Brook,  the  Director  of  the  Health  Sciences  program  at  the  Rand 
Corp.;  and  Dr.  Jack  Meyer,  the  President  of  New  Directions  for 
Policy. 

Your  prepared  statements  will  all  be  included  in  the  record.  Gen- 
tlemen, please  proceed  to  expand  on  your  testimony  or  elaborate 
on  it  in  any  way  that  you  are  comfortable.  Please  do  so  in  the 
order  in  which  you  were  introduced. 

Dr.  Silvers,  would  you  lead  off? 

STATEMENT  OF  J.B.  SILVERS,  PH.D.,  MEMBER,  PROSPECTIVE 
PAYMENT  ASSESSMENT  COMMISSION,  ACCOMPANIED  BY 
DONALD  A.  YOUNG,  M.D.,  EXECUTIVE  DIRECTOR 

Mr.  Silvers.  Good  morning.  I  am  J.B.  Silvers,  a  professor  at  Case 
Western  Reserve  University  and  a  member  of  ProPAC. 

Mr.  Stark.  Excuse  me,  would  you  speak  directly  into  the  micro- 
phone. The  only  way  for  the  court  reporter  and  our  guests  to  hear 
you  as  well  as  the  members  is  if  you  practically  swallow  those 
microphones.  Thank  you. 

Mr.  Silvers.  Thank  you. 
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I  am  pleased  to  discuss  rising  health  care  costs  in  the  United 
States  particularly  focusing  on  the  hospital  sector.  There  are  three 
questions  I  think  I  can  address.  First,  what  are  we  buying? 

We  are  now  paying  about  $2  billion  a  day  for  health  care  in  the 
United  States  and  about  half  of  that  goes  to  hospitals.  This  has 
almost  tripled  in  the  last  decade.  On  the  other  hand,  the  hospital 
portion  has  grown  from  only  $l-per-citizen-per-day  to  about  $2.40 — 
a  significant  number  but  not  overwhelming. 

But  while  costs  are  rising,  the  number  of  inpatient  admissions 
and  the  average  length  of  stay  declined  in  spite  of  a  continuing  in- 
crease in  population  and  average  age.  Furthermore,  the  hospital  in- 
dustry's reaction  time  in  cutting  beds,  although  substantial,  was 
too  slow  to  avoid  a  drop  in  occupancy. 

However,  the  outpatient  business  was  booming,  as  you  know,  em- 
phasizing the  fact  that  hospitals  are  not  only  places  to  receive  hori- 
zontal care  in  a  bed,  in  fact,  in  the  past  decade  hospitals  have  gone 
from  spending  $1  in  every  $8  on  outpatient  care,  to  $1  in  every  $4. 
Medicare's  prospective  payment  system  clearly  helped  push  serv- 
ices to  the  outpatient  setting. 

However,  it  is  not  clear  how  much  of  this  was  a  normal  response 
to  technology,  market  and  regulatory  forces  or  just  defensive  pro- 
tection of  revenue,  or  reflective  of  the  first  step  in  a  series  of  re- 
sponses. 

The  second  question  I  would  address  to  you  is  why  is  it  costing  so 
much?  I  think  here  the  ProPAC  data  can  respond  to  the  previous 
question.  Forty  percent  of  the  growth  in  cost  per  admission — and  I 
would  like  to  emphasize  cost  per  admission — is  from  general  infla- 
tion. However,  almost  one-fifth  more  came  from  excess  hospital- 
specific  price  increases  ranging  from  surgical  gloves  to  registered 
nurses.  Now,  what  this  means  in  common  dollar  terms  is  that 
when  labor  and  material  cost  for  an  average  company  go  up  by  $1, 
the  input  cost  for  a  hospital  would  go  up  by  $1.40. 

In  addition,  decisions  of  physicians  regarding  who  to  admit  and 
what  to  order,  resulted  in  shifts  in  volume  to  more  expensive  DRGs 
and  increased  number  of  services  provided  in  each  case,  in  each 
given  DRG.  Each  of  these  explain  about  one-fifth  of  the  increase  in 
cost  that  we  have  experienced  in  the  last  decade. 

Another  factor  and  I  would  refer  you  to  figure  one  in  the  testi- 
mony, is  the  efficiency  with  which  a  hospital  organizes  and  man- 
ages its  inputs.  Here  the  use  of  more  costly  substitute  pharmaceuti- 
cals, better  equipment,  other  changes  in  composition  of  the  nonla- 
bor  input  contributed  a  significant,  but  surprisingly  low  8  percent 
of  the  total  increase  relevant  to  previous  comments. 

Offsetting  this,  almost  exactly,  has  been  a  small  but  steady  in- 
crease in  productivity  each  year,  averaging  a  little  more  than  one- 
half  of  1  percent  per  year.  This  small  number  is  puzzling  to  me  in 
that  strong  incentives  clearly  exist  under  Medicare's  flat  payment 
per  case.  Furthermore,  although  capital  payment,  which  is  the  pri- 
mary engine  driving  productivity  in  a  general  business,  was  rela- 
tively unconstrained  in  this  period;  hospitals  apparently  did  little 
here  to  enhance  their  output  per  employee. 

The  third  question  I  would  like  to  address  is  what  can  we  do 
about  all  of  this?  I  think  that  this  is  perhaps  the  most  relevant  to 
the  panel.  If  two-fifths  of  the  problem  comes  from  uncontrollable 
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general  inflation,  and  one-fifth  comes  from  the  hospital-specific 
market-basket  increases,  and  a  final  one-fifth  is  dictated  by  increas- 
ing complexity  of  the  cases,  then  the  remaining  amount  which  is 
one-fifth,  which  is  the  number  of  services  per  case,  is  the  only  place 
for  relief,  hopefully  in  unneeded  tasks  or  inappropriate  services. 
Now,  that  is  a  somewhat  negative  conclusion  in  terms  of  the  possi- 
bilities of  saving  costs. 

However  it  seems  to  me  that  hospitals — and  this  is  somewhat  an- 
ecdotal— but  hospitals  do  appear  to  be  bargaining  better  in  terms 
of  input  prices,  and  improving  their  management  of  input  re- 
sources. Furthermore,  if  physician  payment,  and  physician  incen- 
tives were  made  consistent  with  hospital  incentives,  then  even  the 
two-fifths  that  have  to  do  with  patient  care  expenses  dictated  by 
physician  decisions  could  be  more  effectively  addressed. 

The  conclusion  is  that  the  primary  lever  in  all  of  this  is  the  pay- 
ment system  and  I  think  that  is  why  we  are  here.  However,  to  co- 
ordinate a  complex  set  of  financial  incentives  to  achieve  some  sort 
of  a  global  goal  will  require  a  great  skill,  which  we  have  not  par- 
ticularly shown  yet.  Furthermore,  no  one  player,  even  the  Govern- 
ment, can  ensure  change  within  the  current  fractured  system. 

Whether  the  tradeoff  in  terms  of  economic  freedom  and  innova- 
tion gained  through  the  current  system  is  enough  to  warrant  the 
continued  escalation  will  be  a  critical  policy  issue  for  the  future. 
But  I  think  that's  the  choice  that  we  have. 

Thank  you,  very  much,  and  I  would  be  happy  to  answer  your 
questions  later. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  J.B.  SILVERS 
PROSPECTIVE  PAYMENT  ASSESSMENT  COMMISSION 

Good  morning,  Mr.  Chairman.  I  am  J.B.  Silvers,  a  member  of  the  Prospective  Payment 
Assessment  Commission,  and  I  am  accompanied  by  Donald  Young,  M.D.  the  Commission's 
Executive  Director. 

I  am  pleased  to  appear  before  the  Committee  this  morning  to  discuss  the  important  subject 
of  rising  health  care  costs.  From  1980  to  1989  national  health  care  expenditures  increased 
almost  two  and  a  half  times  to  $604  billion.  Health  care  spending  is  frequently  compared 
with  the  gross  national  product  (GNP)  as  a  measure  of  the  portion  of  total  national  resources 
consumed  by  health  services.  Between  1980  and  1989,  health  expenditures  as  a  share  of  the 
GNP  rose  from  9.1  percent  to  11.6  percent.  Each  year,  this  nation  is  spending  a  larger  and 
larger  share  of  our  resources  on  health  care. 

As  I  will  explain  in  a  few  moments,  Mr.  Chairman,  unless  major  changes  are  made  in  how 
this  nation  finances  and  delivers  health  care  services,  we  can  expect  to  see  health  care 
spending  continue  to  consume  an  increasing  share  of  our  GNP. 

There  are  four  major  factors  responsible  for  the  increase  in  spending  for  personal  health  care 
goods  and  services. 

Population  Growth 

As  you  see  in  Table  1,  the  U.S.  population  has  been  increasing  about  1  percent  a  year.  In 
addition,  the  population  is  aging,  with  the  Medicare  population  growing  almost  2  percent  per 
year.  This  increased  population  together  with  the  aging,  especially  of  the  Medicare 
population,  can  be  expected  to  result  in  a  continued  1  to  2  percent  annual  increase  in  health 
care  costs. 

Price  Inflation  in  the  General  Economy 

The  second  factor  is  economy-wide  price  inflation.  This  general  inflation  is  directly  related  to 
the  price  of  labor,  goods,  and  services  purchased  by  hospitals  and  other  providers.  Most  of 
the  annual  variation  in  health  care  costs  in  the  past  decade  is  due  to  inflation  in  the  general 
economy.  As  you  can  see  in  Figure  1 ,  in  the  past  ten  years  economy-wide  inflation  added 
between  2.8  and  9.7  percent  to  the  annual  growth  in  health  care  spending. 

Medical  Price  Inflation 

The  third  factor  is  additional  increases  in  the  price  of  goods  and  services  specific  to  the 
health  care  sector.  For  example,  nursing  wages  have  recently  increased  at  a  faster  rate  than 
labor  costs  in  the  general  economy.  The  prices  of  other  items  such  as  drugs  have  also 
increased  faster  than  other  consumer  goods. 

Intensity  of  Services 

The  fourth  factor  responsible  for  growth  in  spending  is  the  amount  and  quality  of  the  services 
furnished.  This  factor  is  referred  to  as  intensity  and  includes  more  surgery,  diagnostic  tests, 
physician  visits,  and  other  services.* 

Control  of  Spending 

In  the  past  ten  years,  Mr.  Chairman,  health  care  spending  has  increased  about  5  percent 
each  year  above  the  increases  to  be  expected  from  population  growth  and  price  inflation  in 
the  general  economy.  To  control  the  increase  in  health  spending,  we  must  control  the  price 
we  pay  for  the  labor  and  supplies  used  to  furnish  care,  and  we  must  control  the  mix  and 
amount  of  labor  and  goods  used  to  produce  an  increasing  amount  of  services. 

Our  cost  containment  initiatives  to  date  have  not  done  this.  The  American  health  care 
delivery  system  is  pluralistic  and  predominately  private,  with  financing  mechanisms  shared  by 
the  government  and  the  private  sector.  As  a  result,  no  single  payer  has  been  able  to  control 
health  care  expenses.  Further,  in  response  to  available  financing,  the  delivery  system  quickly 
develops  additional  capacity  to  furnish  services.  The  pluralistic  financing  and  delivery  system 
also  results  in  inefficiencies  related  to  poor  use  of  service  capacity  and  to  added 
administrative  costs. 
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Declining  Hospital  Days  of  Care 

Although  overall  spending  continues  to  grow  rapidly,  in  the  past  ten  years  there  have  been 
significant  changes  in  the  types  of  care  being  furnished.  Hospital  services  have  always 
accounted  for  the  largest  component  of  personal  health  care  expenditures.  From  1980  to 
1990,  total  hospital  expenses  increased  from  $79  billion  to  $217  billion  (see  Table  2). 
Nevertheless,  the  total  share  of  spending  for  all  inpatient  and  outpatient  hospital  services 
declined  from  48  percent  in  1982  to  44  percent  in  1990. 

The  growth  in  spending  for  inpatient  hospital  care  declined  even  more  rapidly.  In  1984, 
inpatient  care  accounted  for  81  percent  of  hospital  revenues.  By  1990,  the  share  was  only 
72.5  percent  (see  Table  3). 

Thus,  Mr.  Chairman,  we  have  seen  a  remarkable  change  in  the  use  of  inpatient  hospital 
services.  Despite  a  1  percent  increase  in  the  population  each  year,  in  1989  there  were  4 
million  fewer  hospital  admissions  than  in  1980,  a  decrease  of  11.3  percent.  This  decline, 
however,  was  not  spread  evenly  across  hospitals.  Rural  hospital  admissions  decreased  35 
percent  during  this  period,  while  the  decrease  for  urban  hospitals  was  only  3.6  percent. 

In  addition,  we  have  seen  a  significant  decline  in  the  average  length  of  stay  for  a  hospital 
admission.  In  the  past  10  years,  average  length  of  stay  has  decreased  from  7.1  days  to  6.6 
days.  This  finding  is  even  more  remarkable  when  you  consider  the  aging  of  the  population 
and  the  increasing  complexity  of  the  cases  admitted  to  the  hospital. 

Hospitals  have  responded  to  declining  hospital  admissions  and  length  of  stay.  By  1990, 
hospital  bed  supply  had  decreased  8.2  percent  from  its  peak  in  1983  (see  Table  4).  Since 
bed  supply  did  not  decrease  as  fast  as  admissions  and  length  of  stay,  average  hospital 
occupancy  declined  from  76  percent  in  1980  to  65  percent  in  1990.  There  are,  however, 
significant  differences  in  occupancy  rates  across  hospital  groups  and  especially  between 
urban  and  rural  hospitals. 

In  addition,  Mr.  Chairman,  hospital  admissions  are  declining  much  more  rapidly  for  the  under 
age  65  population  than  for  the  population  age  65  and  older  (see  Table  5).  As  a  result, 
hospital  inpatient  care  is  shifting  to  older  patients.  Patients  65  and  older  accounted  for  28 
percent  of  hospital  admissions  in  1980  and  34  percent  in  1989. 

The  declines  in  hospital  admissions  and  occupancy  and  the  shift  to  older  patients  has 
complex  effects  on  overall  health  care  spending  as  well  as  per-case  hospital  costs,  which  I 
will  discuss  in  a  few  minutes.  But  first,  I  would  like  to  briefly  describe  spending  trends  for 
ambulatory  services. 

Spending  for  Ambulatory  Care  Services 

Spending  for  hospital  outpatient,  physician,  and  other  ambulatory  care  services  has  grown 
rapidly.  Between  1984  and  1990,  the  share  of  hospital  revenue  from  outpatient  services 
increased  from  14  to  22.5  percent  (see  Table  3).  In  the  past  10  years,  hospital  outpatient 
surgery  and  visits  have  increased  44  percent  and  the  proportion  of  hospitals  with  an 
organized  outpatient  department  has  increased  from  41  percent  to  81  percent.  Ambulatory 
surgery  services  are  now  available  in  95  percent  of  all  community  hospitals. 

Spending  for  physician  services  increased  from  19  percent  of  total  expenditures  in  1980  to  22 
percent  in  1989.  There  have  also  been  dramatic  increases  in  the  number  of  physicians  and 
free  standing  surgery,  diagnostic  imaging,  and  other  ambulatory  care  centers.  This 
significant  increase  in  the  capacity  to  furnish  ambulatory  services  has  been  accompanied  by 
rapid  growth  in  spending  for  these  services. 

Effects  of  the  Shift  from  Inpatient  to  Ambulatory  Care 

The  decreasing  use  of  inpatient  hospital  services,  together  with  the  extraordinary  growth  of 
ambulatory  services,  has  both  positive  and  negative  effects  on  the  costs  of  care.  Shifting 
patients  from  inpatient  to  outpatient  settings  resulted  in  substantial  savings  in  the  costs  of 
services  furnished  to  many  individuals.  At  the  same  time,  however,  the  greatly  expanded 
outpatient  service  capacity,  together  with  medical  advances,  resulted  in  many  additional 
patients  receiving  services,  thereby  increasing  overall  spending. 
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The  decline  in  hospital  admissions  also  tends,  at  least  in  the  short-run,  to  increase  the  costs 
of  care  for  patients  still  treated  as  inpatients.  Volume  declines  tend  to  increase  cost  per  case 
because  a  significant  proportion  of  hospital  costs  is  fixed,  particularly  in  the  short-run.  That 
is,  hospitals  can  not  quickly  reduce  capital  expenses  related  to  their  physical  plant  and  much 
of  its  equipment.  Recently,  however,  we  have  seen  some  leveling  off  in  the  growth  of  capital 
spending,  with  capital  costs  now  growing  at  about  the  same  rate  as  operating  costs.  There 
are  also  operating  costs  that  are  relatively  fixed.  As  a  result,  as  admissions  decline,  these 
fixed  operating  and  capital  expenses  are  spread  over  a  smaller  number  of  patients,  and  the 
average  cost  of  each  case  increases. 

Impact  of  Medicare  PPS 

The  Medicare  prospective  payment  system  (PPS)  has  helped  to  control  Medicare  program 
spending  for  inpatient  hospital  services.  At  the  same  time,  however,  Medicare  spending  for 
hospital  outpatient  and  other  ambulatory  services  has  grown  rapidly.  Thus,  Medicare  savings 
on  the  inpatient  side  are  offset,  at  least  partially,  by  the  growth  in  spending  for  ambulatory 
services. 

Further,  while  Medicare  PPS  increased  the  pressure  for  hospitals  to  control  expenses,  the 
effects  were  lessened  as  hospitals  were  able  to  generate  additional  revenues  from  other 
payers.  As  a  result,  even  a  major  payer,  such  as  Medicare,  has  not  been  able  to  control  the 
overall  annual  increase  in  hospital  expenses. 

The  Medicare  PPS  experience  has  clearly  demonstrated  that  a  cost  containment  initiative 
implemented  by  one  payer  and  directed  to  one  type  of  provider  can  work.  Its  effects, 
however,  are  severely  limited  because  providers  are  able  to  offset  shortfalls  by  increasing 
revenues  for  other  services  and  from  other  payers. 

Increases  in  Hospital  Per  Case  Operating  Expenses 

I  would  now  like  to  focus  on  spending  for  inpatient  hospital  services.  As  you  know,  total 
hospital  profit  margins  have  been  declining.  Although  there  are  differences  among  hospitals, 
for  the  most  part,  declining  margins  are  related  to  declines  in  growth  of  revenue  by  Medicare 
and  Medicaid  and  to  a  much  lesser  extent  by  private  payers.  These  growth  rates  in  revenue 
have  been  lower  than  the  growth  in  expenses.  From  1985  to  1989,  hospital  operating 
expense  per  admission  increased  an  average  of  8.9  percent  each  year.  This  increase  in 
expenses  is  more  than  twice  the  rate  of  growth  in  the  price  of  hospital  labor  and  supplies  as 
measured  by  the  hospital  market  basket. 

The  reasons  for  the  growth  in  operating  expenses  fall  into  three  broad  categories:  inflation  in 
the  price  per  unit  of  labor,  supplies,  and  services;  increases  in  the  amount  of  patient  care 
services;  and  changes  in  the  hospital  inputs  used  to  furnish  each  service. 

I  would  like  to  briefly  describe  each  of  the  factors  that  contributed  to  the  average  8.9  percent 
annual  growth  in  per-case  hospital  costs  between  1985  and  1989.  (see  Table  6  and  Figure  2) 


INFLATION 

The  largest  single  contribution  to  the  cost  of  hospital  care  was  inflation  in  the  general 
economy,  as  measured  by  the  Consumer  Price  Index.  Economy-wide  inflation  accounted  for 
3.5  percentage  points  per  year  or  about  40  percent  of  the  average  total  cost  increase  from 
1985  to  1989.  Because  hospitals  compete  with  other  purchasers  for  labor  and  services,  they 
have  little  control  over  economy-wide  increases  in  the  price  of  labor  and  other  goods.  As  I 
will  describe,  however,  they  do  have  control  over  their  mix  of  inputs  and  can  respond  to 
inflation  by  choosing  a  less  costly  mix  of  labor  and  services. 

Price  inflation  specific  to  the  hospital  industry  accounted  for  an  additional  1 .5  percentage 
points  per  year  or  about  17  percent  of  the  annual  increase  in  hospital  expenses.  Hospital 
specific  inflation  includes  increases  in  hospital  worker  wages,  which  are  rising  faster  than 
wage  rates  in  the  general  economy.  The  increase  in  the  price  of  hospital  labor  was  in  part  a 
response  to  the  shortage  of  RNs  and  other  personnel  during  that  time.  However,  wage  rates 
also  grew  substantially  for  some  non-patient  personnel,  such  as  hospital  administrative  staff. 
Some  non-labor  price  increases  are  also  specific  to  the  health  industry,  such  as  liability 
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insurance  premiums  and  pharmaceuticals.  For  example,  annual  price  increases  for  drugs 
have  been  2  to  3  times  higher  than  the  CPI. 

Hospitals  have  some  control  over  these  price  increases.  The  ability  of  manufacturers  and 
suppliers  of  medical  services,  products,  and  drugs  to  pass  higher  prices  on  to  the  medical 
sector  is  in  part  related  to  the  ability  of  hospitals  and  providers  to  absorb  these  increases  by 
passing  them  on  to  the  payers  of  health  care.  There  is  also  the  question  of  whether  workers 
in  the  health  care  sector  should  receive  wage  increases  or  average  compensation  levels 
significantly  higher  than  workers  in  other  sectors  of  the  economy. 

PATIENT  CARE 

Hospital  expenses  increase  as  the  complexity  of  patients  treated  increases.  In  each  of  the 
past  several  years,  the  complexity  of  patients  treated  in  hospitals  has  increased  significantly. 
In  part,  this  is  because  less  complex  cases  are  now  receiving  surgical  and  other  services  in 
outpatient  settings.  As  hospital  admissions  decrease,  the  average  case  complexity  of  the 
remaining  cases  increases.  In  addition,  medical  advances  such  as  transplantation  and 
cancer  therapy  increase  the  number  of  complex  patients  treated. 

ProPAC  does  not  have  a  good  measure  of  changes  in  case  mix  and  patient  complexity  for 
the  non-Medicare  population.  Based  on  our  Medicare  estimates,  however,  increases  in  real 
case  mix  and  patient  complexity  accounted  for  1 .9  percentage  points  per  year,  or  about  21 
percent  of  the  annual  increase  in  costs  per  admission. 

The  cost  increase  related  to  changes  in  case  complexity,  such  as  those  due  to  shift  of 
services  to  ambulatory  settings,  new  approaches  to  diagnosis  and  treatment,  and  specific 
diseases  such  as  AIDS  are  generally  beyond  the  control  of  hospitals.  In  the  future,  there  may 
be  a  modest  reduction  in  this  component  of  the  cost  increase,  since  opportunities  to  shift 
from  inpatient  to  outpatient  care  appear  to  be  decreasing.  The  aging  of  the  population, 
however,  is  likely  to  continue  increasing  case  complexity. 

There  is  another  patient  care  factor  that  is  also  contributing  to  the  increase  in  costs  per  case. 
Hospitals  are  increasing  the  types  and  amounts  of  services  furnished  to  all  patients 
regardless  of  whether  they  are  more  complex  or  severely  ill.  We  refer  to  this  factor  as 
"intensity"  of  services. 

Changes  in  the  intensity  of  patient  care  account  for  1 .8  percentage  points  per  year,  or  20 
percent  of  the  annual  increase  in  hospital  costs  per  case.  This  intensity  increase  includes 
two  components:  increase  due  to  technologic  advancements  and  increase  due  to  the 
expanded  use  of  existing  technologies  and  services.  We  estimate  that  about  one-third  of  the 
annual  cost  increases  from  intensity  is  due  to  major  new  advances  and  two-thirds  is  due  to 
increased  use  of  established  tests  and  procedures. 

It  is  in  this  area  of  service  intensity  that  major  reductions  in  the  cost  of  hospital  care  may  be 
found.  We  simply  don't  know  how  much  service  intensity  adds  to  the  quality  of  patient  care 
and  improves  outcomes.  There  is  a  growing  body  of  evidence  indicating  that  many  tests  and 
procedures  are  not  necessary  or  at  most  of  very  limited  value. 

Reducing  service  intensity  also  requires  collaboration  among  hospital  management  and 
physicians.  While  hospitals  have  incentives  to  reduce  service  intensity,  physicians  frequently 
do  not.  It  is  necessary,  therefore,  to  better  align  hospital  and  physician  incentives. 


HOSPITAL  INPUTS 

Hospital  expenses  are  also  related  to  the  mix  of  labor  and  other  goods  used  to  furnish  care. 
Hospitals  have  significant  flexibility  in  determining  the  amount  and  mix  of  inputs,  labor  and 
non-labor,  used  to  furnish  services.  In  the  early  years  of  PPS,  hospitals  increased  their  labor 
skill  mix,  employing  relatively  more  RNs  and  LPNs.  A  similar  pattern  was  seen  in  other 
occupational  categories.  As  a  result,  a  shortage  of  RNs  and  other  skilled  workers  developed. 
The  decision  at  the  time  to  employ  more  RNs  may  have  been  sound  since  the  price  of  RN 
services  was  relatively  low  compared  to  other  personnel  and  there  appeared  to  be  quality  of 
care  advantages  to  such  substitution.  The  longer  term  effect,  however,  is  a  much  tighter 
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labor  market  for  such  employees  and  an  escalation  in  the  price  of  labor  that  I  previously 
described. 

In  addition  to  changes  in  the  mix  of  employees,  hospitals  may  also  change  the  quantity  and 
quality  of  other  inputs.  For  example,  they  may  purchase  more  sophisticated  equipment  or 
switch  to  better  surgical  or  x-ray  supplies. 

Improvements  in  the  quantity  and  quality  of  labor  and  non-labor  inputs  contributed  0.8 
percentage  points  per  year,  or  about  9  percent  to  the  increase  in  hospital  costs  between 
1985  and  1989. 

These  increases  in  hospital  expenses,  however,  were  partially  offset  by  labor  productivity 
improvements.  In  recent  years,  hospitals  have  produced  individual  services  more  efficiently, 
using  fewer  employees  to  produce  the  same  set  of  services.  This  improvement  in  labor 
productivity  reduced  per-case  costs  an  average  0.6  percentage  points  a  year.  The  upgrading 
of  employee  skill  mix  or  non-labor  inputs  may  have  contributed  to  this  efficiency 
improvement.  The  net  effect  of  the  increases  in  quantity  and  quality  of  labor  and  non-labor 
inputs  and  the  improved  labor  productivity,  however,  was  still  an  increase  in  costs  of  0.2 
percentage  points  per  year  and  accounted  for  about  2.0  percent  of  the  annual  hospital  cost 
increase. 

In  addition,  the  improved  productivity  in  furnishing  individual  services  has  been  overwhelmed 
by  the  large  increase  in  the  number  of  services  furnished  that  I  described  earlier. 

Administrative  posts  and  Requirements 

Hospital  administrative  costs,  including  those  associated  with  meeting  regulatory 
requirements,  have  also  increased.  According  to  data  from  the  American  Hospital 
Association,  administrative  costs  per  discharge  were  $166  in  1980,  representing  5  percent  of 
total  costs.  By  1988,  administrative  costs  had  increased  to  $410  per  discharge,  representing 
5.5  percent  of  total  costs. 

Increased  administrative  costs  are  included  in  the  average  8.9  percent  annual  growth  in 
hospital  expenses.  Unfortunately,  we  do  not  have  good  information  concerning  specific 
components  of  this  increase.  Further,  it  is  difficult  to  clearly  separate  administrative  from 
patient  care  costs.  For  example,  good  medical  record  keeping  is  essential  to  patient  care,  an 
important  component  of  a  quality  assurance  program,  and  necessary  for  third-party  billing 
and  payment.  We  do  have  some  information,  however,  that  I  would  like  to  summarize. 

Health.  Safety,  and  Waste  Disposal:  Health  and  safety  regulations  include  structural 
requirements  funded  from  the  capital  budget  to  meet  building  and  fire  codes  and  maintain 
access  for  the  handicapped.  There  are  also  regulatory  effects  on  operating  costs  such  as 
staffing  requirements  and  maintenance  of  library  and  social  work  services.  In  addition,  AIDS 
and  other  communicable  diseases  require  hospitals  to  establish  infection  control  procedures. 
For  example,  OSHA  estimates  that  hospitals  will  have  to  spend  $194  million  annually  to  meet 
new  infection  control  requirements.  The  EPA  estimates  that  new  waste  disposal  requirements 
will  cost  $2093  for  each  hospital  currently  participating  in  a  demonstration  project. 

Billing  and  Reporting:  We  do  not  have  reliable  estimates  of  costs  related  to  maintaining 
patient  records,  cost  reports,  and  administrative  systems  for  billing  patients  and  third  party 
payers.  These  costs,  however,  are  substantial,  and  are  a  consequence  of  the  multiple  payor 
system  of  financing  health  services  in  the  United  States. 

Quality  Assurance  and  Utilization  Review:  Most  third  parties  require  hospitals  to  have 
quality  assurance  and  utilization  review  procedures.  Again,  there  is  little  information 
regarding  the  costs  of  these  programs.  One  survey  indicated  the  costs  to  each  hospital  of 
the  Medicare  Professional  Review  Organization  (PRO)  program  ranged  from  $69,000  to 
$250,000. 

Effects  of  Declining  Occupancy 

As  I  mentioned  earlier,  Mr.  Chairman,  declining  hospital  admissions  and  length  of  stay, 
especially  in  low  occupancy  hospitals-also  increase  average  per-case  costs.  The  effects  of 
the  allocation  of  fixed  operating  costs  are  also  included  in  the  average  annual  per  admission 
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increase  of  8.9  percent  that  I  have  described.  We  do  not  have  a  good  measure  of  the 
contribution  of  declining  patient  days  to  cost  per-case  increases.  For  most  hospitals,  the 
effects  will  be  small.  For  low  occupancy  hospitals,  however,  declining  patient  days  may  be  a 
significant  factor  in  explaining  increasing  costs  per  case. 

On  average,  fixed  costs  represent  42  percent  of  total  costs  for  rural  hospitals  but  only  27 
percent  of  costs  for  urban  hospitals.  In  addition,  a  hospital's  occupancy  rate  also  effects 
fixed  costs.  Fixed  costs  represent  as  much  as  65  percent  of  total  costs  for  rural  hospitals 
with  occupancy  levels  below  40  percent.  Fixed  costs,  however,  are  only  34  percent  of  total 
costs  in  rural  hospitals  with  an  occupancy  rate  of  60  percent  or  more. 

Thus,  a  decline  in  admissions  may  result  in  a  larger  increase  in  cost  per  case  in  a  low 
occupancy  hospital  than  in  a  hospital  operating  at  a  high  occupancy  rate.  Since  the  large 
percentage  declines  in  admissions  occurred  in  small  or  rural  hospitals  that  were  already 
operating  at  relatively  low  occupancy  levels,  cost  per  case  has  generally  increased  more 
rapidly  in  rural  than  in  urban  hospitals.  In  addition,  a  high  percentage  of  fixed  costs  greatly 
reduces  that  savings  that  result  from  declines  in  length  of  stay. 

The  Medicare  program,  and  some  other  groups,  pay  hospitals  on  an  average  per  case  basis. 
This  payment  method  penalizes  hospitals  with  low  or  declining  occupancy.  In  the  past 
several  years  many  low  occupancy  rural  and  small  urban  hospital  have  closed  while  others 
are  experiencing  severe  financial  stress.  The  current  proposal  for  a  Medicare  prospective 
per-case  payment  system  for  capital  costs  will  place  further  financial  pressure  on  low 
occupancy  hospitals. 

While  closure  of  many  of  these  hospitals  is  appropriate,  we  must  also  be  concerned  about 
maintaining  access  to  care,  especially  in  isolated  rural  areas.  There  are  likely  to  be  situations 
in  which  increases  in  average  per-case  payments  may  be  necessary  to  maintain  access  as 
admissions  decline. 

In  addition,  many  of  these  small,  low  occupancy  hospitals  are  generally  low  cost  hospitals. 
As  the  patients  that  were  previously  treated  in  these  hospitals  shift  to  other,  more  expensive 
hospitals,  overall  costs  per  case  could  increase  rather  than  decrease. 

Outlook  for  the  Future 

Mr.  Chairman,  I  have  described  the  factors  accounting  for  continued  increases  in  health  care 
spending  for  the  nation  generally  and  for  hospitals  specifically.  I  would  now  like  to  turn  to  the 
future. 

We  can  expect  that  if  there  are  no  fundamental  changes  in  the  structure  and  financing  of  our 
health  care  system,  an  expanding  and  aging  population  will  increase  costs  one  to  two 
percent  a  year.  Inflation  in  the  general  economy  plus  inflation  specific  to  the  health  care 
sector  will  increase  the  price  of  labor  and  services  purchased  by  hospitals  and  other 
providers.  If  no  reductions  are  made  in  the  amount  of  labor  and  other  inputs  to  patient  care, 
we  can  expect  inflation  to  add  an  additional  5  percent  or  more  to  costs  each  year. 

To  control  the  rate  of  spending  growth  we  must,  therefore,  control  the  price  or  the  amount  of 
labor  and  goods  used  to  produce  health  care  services.  Annual  cost  reductions  of  one  or  two 
percent  are  likely  from  continued  improvements  in  provider  productivity  and  efficiency  in  the 
use  of  capital  and  operating  resources.  To  date,  however,  these  efficiencies  have  been 
overwhelmed  by  the  continued  increases  in  the  number  of  services  furnished  each  patient. 

We  could  also  reduce  administrative  costs  and  overhead,  the  costs  associated  with  excess 
capacity,  or  the  cost  of  patient  services  that  are  of  little  value.  As  I  noted,  hospital 
administrative  costs  account  for  about  5.5  percent  of  total  hospital  spending,  although  it  is 
likely  these  costs  are  higher  for  ambulatory  care  providers.  These  costs  have  increased  and 
some  reductions  are  possible,  but  without  major  structural  changes  in  how  we  finance  care 
and  manage  our  health  care  institutions,  we  can  not  expect  substantial  reductions  unless  we 
also  reduce  overall  staffing  levels  and  services. 

Hospitals  have  made  substantial  progress  in  reducing  excess  capacity,  and  further  efforts  are 
necessary.  At  the  same  time,  reducing  excess  beds  in  the  short-term  is  not  likely  to  result  in 
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significant  savings.  In  addition  reducing  excess  hospital  capacity  is  difficult,  since  much  of 
this  capacity  is  in  rural  areas  where  we  also  wish  to  maintain  access  to  care. 

Thus,  the  only  way  to  substantially  reduce  the  rate  of  growth  in  health  care  spending  is  to 
reduce  the  amount  of  labor,  supplies,  and  services  used  to  produce  care.  And  that  means 
we  must  produce  fewer  services.  We  can  do  so  by  reducing  hospital  and  nursing  home 
admissions,  home  care  visits  and  services,  and  physician  visits.  We  can  also  reduce  the 
number  of  services  furnished  during  an  admission  or  encounter  with  a  physician  and  in  some 
cases  substitute  less  expensive  drugs,  procedures,  and  services. 

Our  cost  containment  efforts  to  date  have  not  done  this.  Our  pluralistic  financing  system 
continues  to  pay  for  the  increasing  number  of  services  furnished  by  physicians  and  providers. 
For  example,  while  the  Medicare  program  has  been  able  to  control  the  revenues  it  provides 
to  hospitals,  growth  in  expenses  has  slowed  only  slightly  as  hospitals  have  been  able  to 
generate  revenues  from  other  sources.  No  single  payer,  including  Medicare  and  Medicaid, 
has  had  sufficient  market  power  to  force  substantial  reductions  in  the  expense  side  of  the 
ledger. 

In  addition,  physicians,  providers,  and  other  suppliers  eagerly  furnish  services,  and  when 
financing  is  available,  service  capacity  is  rapidly  expanded  as  I  have  described. 

Further,  our  delivery  system  is  highly  decentralized  with  many  hundreds  of  thousands  of 
individual  physicians,  providers,  and  suppliers  furnishing  services.  No  single  payer,  provider, 
or  physician  can  control  the  total  services  furnished  to  an  individual  nor  have  we  wanted  such 
control  vested  in  a  single  source. 

In  addition,  our  financial  incentives  frequently  work  at  cross  purposes.  While  hospitals  face 
financial  incentives  to  decrease  the  number  of  individual  services  furnished  during  an 
admission,  physicians  generally  have  incentives  to  increase  individual  services.  Physicians 
also  have  a  long  and  appropriate  tradition  of  considering  the  best  interests  of  the  individual 
patient.  If  a  service  is  very  costly  but  in  the  judgment  of  the  physician  may  be  of  value,  even 
if  small,  the  physician  will  try  to  provide  it. 

In  part,  our  inability  to  control  the  use  of  services  that  are  unnecessary  or  of  limited  value 
relates  to  lack  of  necessary  information  on  what  works  for  the  individual  patient.  Our 
knowledge  base  is  growing  and  the  research  related  to  practice  patterns  and  guidelines  will 
help.  But  translating  the  findings  to  the  care  of  an  individual  patient  will  be  difficult. 

Finally,  the  American  public  wants  access  to  the  newest  and  most  advanced  procedures, 
drugs,  and  services,  as  well  as  emergency  service,  and  routine  hospitalizations  and  physician 
visits.  Our  insurance  system,  for  those  who  are  covered,  has  accomplished  its  goal  of 
protecting  individuals  from  the  high  cost  of  illness.  It  has  also  insulated  individuals  and 
providers  from  most  of  the  financial  implications  of  their  decisions.  Many  individuals  believe 
that  health  care  costs  are  consuming  too  much  of  their  resources.  When  they  or  their 
families  require  services,  however,  they  want  the  most  and  best  available,  and  they  are 
generally  protected  from  much  of  the  costs. 

I  would  like  to  leave  you,  Mr.  Chairman,  with  a  specific  solution  for  the  problem  of  rising 
health  care  costs,  but  I  am  unable  to.  I  believe  that  we  should  continue  to  put  pressure  on 
physicians,  providers,  and  suppliers  to  control  spending.  We  can  do  this  by  constraining 
their  revenue,  as  the  Medicare  program  has  done  in  recent  years.  We  should  also  better 
align  the  financial  incentives  for  hospitals,  physicians,  and  others.  At  the  same  time, 
however,  we  need  to  turn  our  attention  to  more  fundamental  structural  changes  in  our 
financing  and  delivery  system. 

I  would  be  pleased  to  answer  any  questions. 
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Mr.  Stark.  Thank  you  very  much,  Dr.  Silvers. 
Paul,  you  are  next. 

STATEMENT  OF  PAUL  B.  GINSBURG,  PH.D.,  EXECUTIVE 
DIRECTOR,  PHYSICIAN  PAYMENT  REVIEW  COMMISSION 

Mr.  Ginsburg.  Thank  you. 

On  behalf  of  the  Physician  Payment  Review  Commission,  I  am 
pleased  to  present  a  statement  on  rising  physician  expenditures. 
Physician  expenditures  have  been  a  growing  portion  of  national 
health  expenditures.  They  increased  from  $42  billion  in  1980  to 
$118  billion  in  1989,  an  increase  of  12  percent  a  year. 

To  look  at  what  is  behind  it,  it  is  best  to  think  of  expenditures  as 
price  times  quantity.  Now,  concerning  price,  physician  fees  have 
been  growing  much  more  rapidly  than  general  inflation.  As  meas- 
ured by  the  consumer  price  index,  the  increase  over  this  period  has 
been  32  percent  relative  to  inflation.  Now,  this  is  probably  overstat- 
ed for  some  technical  reasons,  but  it  is  still  a  major  factor. 

This  price  growth  has  surprised  economists  in  light  of  the  grow- 
ing supply  of  physicians  that  occurred  during  this  period.  They 
have  taken  it  as  additional  evidence  that  typical  market  forces  are 
not  operating.  Some  of  the  price  increase  is  due  to  rising  practice 
costs  with  malpractice  premiums  the  most  rapidly  growing  compo- 
nent. They  have  been  growing  at  20  percent  per  year. 

Turning  to  quantity,  demographics,  which  is  the  increase  in  the 
population  and  its  aging,  play  a  role  but  changing  medical  practice 
is  much  more  important  as  an  explanation  of  rising  quantity.  The 
national  health  expenditures  data  shows  volume  increasing  at  3.4 
percent  a  year,  but  this  is  probably  substantially  underestimated 
because  of  the  problems  with  the  CPI  physician  fee  index. 

In  preparation  for  this  hearing,  the  Commission  staff  used  Medi- 
care data  covering  1986  to  1989  to  examine  changes  in  medical 
practice.  And  the  results  show  how  rapidly  medical  practice  is 
changing.  Over  this  3-year  period  medical  procedures  and  lab  tests 
have  been  increasing  at  a  rate  in  excess  of  13  percent  a  year.  Imag- 
ing and  endoscopies  have  been  increasing  at  a  rate  in  excess  of  9 
percent  a  year.  Visits  and  surgeries  have  been  increasing  less  than 
average  but  still  by  substantial  amounts,  of  5  and  6.3  percents. 

When  we  turn  to  individual  procedures,  we  find  a  63  percent 
annual  increase  in  MRIs,  a  26  percent  increase  in  angioplasties, 
but  a  leveling  off  of  cataract  surgery.  Concerning  the  factors  affect- 
ing volume,  basically  patients  are  not  sensitive  to  price  because  of 
the  extensive  insurance  and  this  has  led  to  volume  growth  being 
driven  by  factors  such  as  physician  supply,  new  technology,  and 
perhaps  defensive  medicine. 

More  physicians  lead  to  more  in  the  way  of  volume  of  services, 
whether  it  is  a  matter  of  meeting  additional  patient  needs  or  induc- 
ing demand  for  services.  And  increased  specialization  also  appears 
to  have  increased  service  volume.  We  have  attempted  to  measure 
the  role  of  new  technology;  and  by  identifying  a  series  of  proce- 
dures, that  specialty  societies  have  labeled  either  as  brandnew 
technology  or  just  coming  into  general  use,  we  have  calculated  that 
these  account  for  about  25  percent  of  the  increase  in  volume.  In  the 
United  States,  access  by  patients  to  new  technology  is  outstanding, 
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but  we  pay  a  price  for  this  open  access  in  the  delivery  of  inappro- 
priate services. 

Defensive  medicine  is  likely  to  be  an  important  factor  in  rising 
volume,  though  good  estimates,  as  you  heard  from  the  last  witness, 
are  very  difficult  to  come  by.  Physicians  clearly  are  at  higher  risk 
of  suits  and  it  is  likely  that  they  practice  differently  as  a  result. 

The  statement  concludes  by  discussing  policy  directions,  and  it 
says  we  will  need  policies  to  address  both  the  price  and  volume  as- 
pects of  physician  expenditure  increases.  The  need  to  contain  costs 
has  been  a  priority  for  over  20  years.  Many  steps  have  been  taken 
but  the  success  has  been  modest,  at  best.  We  have  learned  from  ex- 
perience that  there  is  not  a  single  magic  bullet  and  that  policies 
must  be  pursued  vigorously  if  they  are  to  succeed.  Success  will  not 
come  easily,  but  the  price  of  failure  will  be  an  awesome  one. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  PAUL  B.  GINSBURG,  PH.D. 
PHYSICIAN  PAYMENT  REVIEW  COMMISSION 

Mr.  Chairman,  I  am  pleased  to  testify  today  on  behalf  of  the  Physician  Payment  Review 
Commission  about  growth  in  expenditures  for  physician  services.  My  statement  is  divided  into 
three  sections:  a  brief  overview  of  trends  in  expenditures  and  its  components,  a  review  of  the 
factors  responsible  for  this  growth,  and  a  discussion  of  the  range  of  policy  directions  that  may 
be  pursued  to  hold  down  future  growth  in  spending. 

EXPENDITURE  TRENDS 

As  you  are  aware,  expenditures  for  health  care  account  for  a  substantial  and  increasing  share 
of  the  gross  national  product  (GNP).  In  1980,  national  health  expenditures  accounted  for  9.1 
percent  of  GNP;  by  1989,  the  share  had  increased  to  11.6.  The  portion  of  health  expenditures 
devoted  to  physician  services  grew  throughout  this  period,  from  16.8  percent  in  1980  to  19.5  in 
1989.  Over  this  period,  spending  on  physician  services  increased  at  a  rate  of  12  percent  per 
year,  from  $42  billion  to  $1 18  billion. 

What  is  behind  the  high  rate  of  growth  in  expenditures  for  physician  services?  Because 
expenditures  equal  the  product  of  prices  and  quantities,  most  analysts  separate  growth  in 
expenditures  into  these  two  components.  In  other  words,  growth  in  spending  results  from 
increases  in  fees  (dollars  paid  per  service),  and  increases  in  the  number  of  services  or  changes 
in  the  mix  of  services  provided.  Policy  analysts  in  turn  separate  increases  in  services  into  those 
due  to  growth  and  aging  of  the  population  and  those  due  to  changes  in  the  practice  of  medicine. 

Price.  During  the  1980-1989  period,  the  consumer  price  index  (CPI)  component  for  physician 
fees  increased  an  average  of  7.8  percent  per  year.  This  is  a  higher  rate  of  growth  than  that  of 
the  overall  CPI,  which  increased  at  an  average  rate  of  4.7  percent  per  year.  This  difference 
suggests  that  over  the  course  of  the  decade,  physician  fees  increased  32  percent  beyond 
general  inflation.  The  physician  fee  component  of  the  CPI  may  overstate  price  growth,  however, 
because  it  reflects  usual  charges  fees  rather  than  the  discounted  fees  actually  received  by 
physicians.  Discounting  practices  became  more  widespread  during  the  1980s.  The  CPI  is  being 
revised  to  capture  the  actual  fees  paid,  but  earlier  data  have  not  been  adjusted. 

This  increase  in  prices  during  a  period  when  physician  supply  was  also  increasing  has  surprised 
many  economists.  They  have  taken  it  as  still  another  indication  that  the  market  for  physician 
services  is  not  price  driven.  That  is,  physicians  appear  to  compete  on  other  factors,  such  as 
quality  and  amenities. 

The  growth  in  prices  may  be  due  in  part  to  increases  in  physician  practice  expenses,  such  as 
nonphysician  staff  payroll,  rent,  medical  equipment  and  supplies,  and  malpractice  insurance 
premiums.  Practice  expenses  grew  as  a  percentage  of  gross  receipts  over  the  decade. 
According  to  the  American  Medical  Association,  in  1982  these  expenses  accounted  for  less  than 
45  percent  of  total  physician  revenue;  by  1988  this  share  had  increased  to  over  49  percent. 
Malpractice  insurance  premiums  were  the  fastest  growing  element  of  physicians'  practice 
expenses  during  this  period,  increasing,  on  average,  over  20  percent  annually  between  1982  and 
1988. 

Changes  in  billing  practices,  such  as  unbundling  and  upcoding,  may  also  be  contributing  to  the 
growth  in  the  price  component  of  expenditures.  Unbundling  raises  the  price  if  component 
services  are  separately  billed  when  billing  for  a  global  fee,  with  a  lower  total  payment,  is 
appropriate.  Upcoding  refers  to  the  practice  of  describing  a  particular  service  using  a  code  with 
a  higher  allowed  charge,  such  as  billing  for  an  intermediate,  rather  than  a  limited,  office  visit. 
Some  unbundling  and  upcoding  is  inadvertent,  and  may  reflect  the  ambiguity  of  codes  or  billing 
conventions  in  a  particular  area.  Neither  of  these  billing  practices  is  reflected  in  the  CPI, 
however,  so  this  additional  portion  of  expenditure  growth  due  to  price  is  generally  included  in 
the  estimate  of  volume.  The  magnitude  of  these  practices  and  whether  they  have  been 
increasing  over  time  is  unclear. 

Population  Growth.  Demographic  changes  affect  health  expenditures  in  two  ways.  First,  the 
fact  that  the  U.S.  population  is  growing  at  1  percent  annually  means  that  there  are  increasing 
numbers  of  consumers  of  health  care  services.  Given  a  constant  per  capita  use  of  services,  this 
population  growth  would  contribute  one  percentage  point  to  expenditure  growth  annually. 
Second,  as  the  American  population  ages,  the  overall  propensity  to  use  health  care  services 
increases.  Fuchs  estimated  that  the  quantity  of  health  care  services  provided  will  increase  by 
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0.5  percent  annually  between  1986  and  2006  as  a  result  of  the  changing  age  distribution;  the 
number  of  elderly  is  expected  to  grow  over  35  percent  during  that  period.1 

Volume.  The  component  that  we  call  volume  is  that  portion  of  expenditure  growth  remaining 
after  price  and  population  growth  are  taken  into  account.  Given  the  estimates  of  growth  due  to 
price  and  population  growth,  volume  of  services  appears  to  have  contributed  about  3.4 
percentage  points  per  year  to  total  expenditure  growth  in  the  1980s.  This  estimate  of  volume 
increases  may  understate  actual  growth  if,  as  suggested  above,  the  CPI  overstates  price  growth. 
This  section  presents  data  on  the  services  that  appear  to  account  for  a  substantial  portion  of 
expenditure  growth  and  discusses  some  of  the  factors  changing  the  practice  of  medicine  that 
may  be  driving  this  growth.  Most  of  the  analyses  of  the  composition  of  volume  changes  are 
based  on  data  from  the  Medicare  program  because  sufficiently  detailed  data  from  other  payers 
are  not  available. 

Within  the  Medicare  program,  volume  per  age-adjusted  enrollee  increased  by  24  percent  during 
the  1986-1989  period  -  an  average  of  7.4  percent  per  year.  To  put  this  in  perspective,  these 
figures  mean  that  if  this  rate  of  increase  continued  until  the  year  2000,  the  average  beneficiary 
would  receive  twice  as  much  medical  care  as  was  received  in  1989. 

The  increase  in  volume  was  not  distributed  equally  across  categories  of  services  (Table  1).  For 
example,  laboratory  tests  and  medical  procedures  both  increased  over  13  percent  per  year.2 
Imaging  and  endoscopy  services  were  the  next  fastest  growing  service  groups,  with  annual 
increases  of  over  9  percent.  Below  average  growth  occurred  in  electrocardiograms,  visits,  and 
surgery. 

Within  these  service  Categories,  there  are  some  services  that  experienced  tremendous  volume 
growth  (Table  2).  For  example,  the  volume  of  magnetic  resonance  imaging  (MRI),  a  technology 
that  was  just  becoming  available  in  the  mid-1980s,  increased  over  60  percent  annually  between 
1986  and  1989.  Cardiac  angioplasty  also  had  high  volume  growth,  increasing  over  25  percent 
annually.  Growth  in  lens  replacement  for  cataracts  tapered  off  during  this  period;  volume  grew 
over  14  percent  between  1986  and  1987  but  less  than  1  percent  between  1988  and  1989. 

The  total  contribution  of  each  service  category  to  volume  growth  results  from  both  the  category's 
annual  rate  of  increase  and  its  share  of  total  services.  Therefore,  some  categories,  such  as 
surgery  and  visits,  have  a  large  contribution  to  total  growth  despite  their  relatively  low  growth 
rates.  These  two  categories  accounted  for  nearly  half  of  the  total  volume  growth  between  1986 
and  1989. 

FACTORS  AFFECTING  VOLUME 

Growth  in  volume  appears  to  stem  from  multiple  forces  that  are  changing  the  way  medicine  is 
practiced.  While  elementary  economics  predicts  that  the  quantity  of  services  demanded  will 
decline  when  prices  increase,  the  presence  of  third  party  payment  has  made  many  consumers 
indifferent  to  the  price  paid  for  care.  Patients  who  are  not  price  sensitive,  but  who  are  informed 
by  the  media  about  the  potential  of  new  treatments  and  technologies,  may  make  it  possible  for 
other  factors  to  drive  expenditure  growth.  Two  of  the  most  important  factors  -  growth  in 
physician  supply  and  the  introduction  and  diffusion  of  technology  --  are  discussed  here. 

Physician  Supply.  Some  are  concerned  that  growth  in  the  physician  supply  during  the  1970s 
and  1980s  has  contributed  to  expenditure  growth.  This  could  happen  if  the  additional  physicians 
are  able  to  serve  patients  whose  demand  was  previously  unmet  or  if  physicians  induce  demand 
for  more  services  to  maintain  income  levels  in  the  face  of  an  increased  supply. 

Between  1980  and  1988,  the  number  of  physicians  per  capita  increased  over  17  percent.  Most 
of  the  increase  came  in  the  medical  specialties  (such  as  cardiology  and  gastroenterology),  which 
accounted  for  nearly  one-third  of  all  physicians  in  1988,  compared  to  27  percent  in  1985.  The 
physician-to-population  ratio  is  expected  to  continue  growing  through  the  year  2000.  If 
expenditures  per  physician  and  the  physician-to-population  ratio  both  continue  to  grow  at  current 


1  Fuchs,  Victor  R.,  The  Health  Sector's  Share  of  the  Gross  National  Product,"  Science  247:534-538.  February  2, 
1990. 

2  Medical  procedures  include,  for  example,  diagnostic  ophthalmogical  services,  injections,  pulmonary  evaluations, 
and  electroencephalograms. 
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rates,  total  expenditures  as  a  percent  of  GNP  could  double  between  1966  and  the  end  of  this 
decade.3 

Another  factor  that  may  be  contributing  to  expenditure  growth  is  the  increasing  specialization  of 
physicians.  Specialization  may  push  up  expenditures  for  two  reasons.  First,  specialists  have 
higher  revenues  than  primary  care  physicians,  reflecting  in  part  the  inequities  in  relative  payment 
of  the  current  payment  system.  Second,  many  believe  that  for  a  given  medical  problem,  an  initial 
visit  to  a  specialist  results  in  the  provision  of  more  intensive  services  than  one  to  a  primary  care 
physician. 

Technology.  Americans  have  long  been  fascinated  by  the  power  of  science  and  technology  to 
provide  solutions  to  societal  problems.  This  is  readily  apparent  in  the  health  sector,  where 
lasers,  fiberoptics  and  other  new  technologies  are  increasingly  being  used  for  diagnosis  and 
treatment.  The  introduction  and  diffusion  of  these  new  products  and  processes  may  increase 
expenditures  if  they  substitute  for  less  expensive  services  or  provide  new  opportunities  for 
diagnosis  and  treatment.  This  may  have  a  rippling  effect  on  the  practice  of  medicine  as 
technologies  move  from  hospitals  to  physicians'  offices  and  as  existing  technologies  are  put  to 
new  uses.  Heightened  expectations  and  price  insensitivity  on  the  part  of  consumers  and 
providers  create  an  environment  in  which  new  technologies  are  readily  adopted,  even  when  the 
benefits  are  small. 

Medicine  is  changing  rapidly  and  the  implications  of  its  increasingly  technological  nature  are  not 
well  understood.  While  many  Americans  have  ready  access  to  the  most  advanced 
technologies,  there  is  a  downside  to  this.  Rapid  diffusion  may  result  in  care  that  provides  little 
benefit  or  is  harmful  to  patients.  The  precise  impact  of  this  inappropriate  care  on  expenditures 
is  not  known  and  estimates  of  its  level  and  rate  of  growth  vary  widely,  both  across  geographic 
areas  and  across  procedures. 

Similarly,  some  of  these  uses  may  be  primarily  defensive  --  that  is  they  may  be  ordered  to 
provide  protection  against  charges  of  malpractice  rather  than  to  meet  a  particular  patient's 
clinical  needs.  This  may  be  particularly  true  for  certain  services  such  as  imaging  (CT  scans  and 
MRIs),  diagnostic  tests  such  as  cardiac  stress  tests  and  chest  x-rays,  and  cesarean  sections. 

In  the  Medicare  program,  the  volume  of  services  provided  to  Medicare  beneficiaries  using  new 
technologies  grew  at  twice  the  rate  of  other  services  between  1986  and  1989.  This  definition 
includes  only  those  services  identified  for  the  Commission  by  medical  specialty  societies  as 
brand  new  or  just  coming  into  general  use.  Overall,  increasing  use  of  new  technologies  defined 
in  this  way  accounted  for  about  25  percent  of  growth  in  the  volume  of  Medicare  physician 
services  over  this  period.  Because  this  is  a  rather  restrictive  definition  that  does  not  capture  new 
uses  of  older  procedures,  the  full  impact  of  technology  may  be  much  larger. 


POUCY  DIRECTIONS 

Policies  to  slow  the  growth  in  physician  expenditures  may  focus  on  either  the  price  or  volume 
component  or  both.  Medicare  and  Medicaid  have  taken  substantial  steps  to  limit  the  prices  paid. 
Private  payers  have  done  less,  in  part  because  they  have  less  market  power.  With  the  increasing 
importance  of  health  maintenance  organizations  (HMOs)  and  preferred  provider  organizations 
(PPOs),  however,  private  payers  have  had  some  success  in  affecting  the  prices  that  they  pay. 
Some  contend  that  Medicare  is  reaching  the  point  at  which  further  price  reductions  will  reduce 
the  number  of  physicians  willing  to  treat  Medicare  beneficiaries.  The  effectiveness  of  further  price 
restraint  by  Medicare,  therefore,  may  also  depend  on  policies  that  limit  prices  paid  by  ail  payers. 

Limiting  the  growth  in  volume  of  services  means  changing  the  way  in  which  medicine  is 
practiced.  The  federal  government  has  made  a  good  start  in  supporting  activities  that  will 
provide  information  to  physicians  on  the  effectiveness  of  medical  services.  These  include 
outcomes  research  and  practice  guidelines.  Utilization  and  quality  review  can  complement  the 
development  of  information  on  what  practices  are  appropriate.  Techniques  such  as  profiling  of 
physicians'  practice  patterns  have  the  potential  for  educating  physicians  on  what  is  appropriate 


3  Grumbach,  Kevin,  and  Philip  Lee,  'How  Many  Physicians  Can  We  Afford?,'  Journal  of  the  American  Medical 
Association,  forthcoming. 
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and  disciplining  those  who  continue  to  deviate  from  good  practice  in  a  manner  that  does  not 
"hassle"  most  practitioners. 

Financial  incentives  can  also  change  medical  practices.  These  can  be  applied  to  both 
physicians  (for  example,  capitation)  and  to  patients  (for  example,  deductibles  and  coinsurance). 
Financial  incentives  that  are  too  large,  however,  could  discourage  the  provision  of  care  even 
when  it  is  needed  and  appropriate. 

Mechanisms  that  affect  the  delivery  of  medical  care  can  be  administered  either  by  traditional 
insurers  (public  and  private)  or  by  organized  delivery  systems,  such  as  HMOs  and  PPOs.  The 
latter  are  distinguished  by  the  more  extensive  relationships  between  the  health  plan  payer  and 
physicians.  Organized  delivery  systems  have  grown  rapidly  in  the  private  sector,  but  have  been 
less  important  in  public  programs,  especially  Medicare. 

Limiting  physician  supply  has  the  potential  to  make  a  substantial  contribution  to  controlling  costs 
over  the  long  term.  Policy  should  focus  on  both  the  number  of  students  training  to  be 
physicians  and  their  subsequent  specialty  choice. 

To  close,  the  need  to  contain  costs  is  not  new;  it  has  been  a  priority  at  least  since  the  late  1960s. 
While  many  steps  have  been  taken,  success  has  been  modest.  The  experience  has  taught  us 
that  there  is  not  a  single  "magic  bullet"  to  contain  costs  and  that  approaches  must  be  pursued 
vigorously  if  they  are  to  succeed.  Success  will  not  come  easily,  but  the  price  of  failure  will  surely 
be  an  awesome  one. 


Table  1.       Components  of  Medicare  Volume  Increases,  1986-1989 


AVERAGE  ANNUAL 

PERCENT  OF 

CATEGORY 

RATE  OF  CHANGE 

VOLUME  INCREASE 

Visits 

5.0 

20.6 

Lab  Tests 

13.5 

12.4 

Imaging 

9.3 

16.6 

Electrocardiograms 

4.7 

2.0 

Medical  Procedures* 

13.3 

12.5 

Endoscopy 

9.3 

5.4 

Surgery 

6.3 

26.8 

Other 

8.3 

3.8 

TOTAL 

7.4 

100.0 

Table  2.       Medicare  Volume  Increases  for  Selected  Services,  1986-1989 

AVERAGE  ANNUAL 

PERCENT  OF 

SERVICE 

RATE  OF  CHANGE 

VOLUME  INCREASE 

MR! 

62.9 

2.8 

Angioplasty 

25.6 

1.2 

Upper  Gl  Endoscopy 

11.0 

1.8 

Echocardiogram 

18.7 

2.4 

Cataract  Removal 

5.9 

5.9 

4  Medical  procedures  include,  for  example,  diagnostic  ophthalmological  services,  injections,  pulmonary  evaluations, 
and  electroencephalograms. 


45-304   0—92  8 


220 


Mr.  Stark.  Thank  you,  Paul,  very  much. 
Dr.  Brook. 

STATEMENT  OF  ROBERT  H.  BROOK,  M.D.,  VICE  CHAIRMAN,  MEDI- 
CINE FOR  PRIMARY  CARE  AND  HEALTH  SERVICES  RESEARCH, 
UCLA  CENTER  FOR  THE  HEALTH  SCIENCES  AND  DIRECTOR  OF 
THE  HEALTH  SCIENCES  PROGRAM,  THE  RAND  CORP.,  SANTA 
MONICA,  CALIF. 

Dr.  Brook.  Thank  you,  very  much. 

I  am  vice  chairman  of  medicine  for  Primary  Care  and  Health 
Sciences  Research  at  UCLA  and  director  of  the  RAND  Health  Sci- 
ences Program.  I  would  like  to  talk  to  you  on  the  basis  of  how  I 
spent  my  last  20  years  in  this  field,  and  what  I  have  tried  to  do  is 
to  improve  the  health  care  system  to  increase  the  quality  of  care 
that  is  given  and  the  health  status  of  the  American  people  at  a 
price  that  we  are  all  willing  to  pay. 

I  began  this  activity  by  trying  to  measure  quality  of  care  and 
health  status  and  I  can  report,  here,  today  that  we  have  come  a 
long  way  in  trying  to  measure  these  two  important  products  of  the 
health  care  system. 

I  have  also  worked  extensively  with  economists  and  social  scien- 
tists at  RAND  and  that  work  has  been  directed  at  trying  to  figure 
out  what  we  can  do  to  improve  the  health  care  system  of  the 
United  States.  What  we  have  found  from  a  number  of  these  studies 
is  that  economic  incentives  and  disincentives  can  change  the 
amount  of  care  that  is  used  dramatically. 

In  the  health  insurance  experiment,  which  is  illustrated  in  chart 
1  of  my  written  testimony,  we  could  reduce  the  amount  of  care  ren- 
dered in  the  United  States  by  30  percent,  by  changing  the  level  of 
coinsurance  and  deductibles  payable  by  people.  Unfortunately  what 
happens  when  one  does  that  is  that  one  harms  some  people  and 
benefits  some  because  we  do  not  selectively  remove  the  medically 
inappropriate  care  and  keep  the  medically  appropriate  care. 

In  California,  a  health  policy  "experiment"  was  done  when  medi- 
cally indigent  people  were  removed  from  the  Medi-Cal  program. 
Our  evaluation  of  this  change  indicated  that  people  actually  died 
as  a  result  of  that  health  policy  change. 

The  bottom  line  is  that  economic  incentives  will  not  do  it  alone. 
What  we  must  do  is  to  restructure  the  health  care  system  by  com- 
bining clinical  incentives  with  economic  incentives.  In  this  regard 
we  have  done  some  work  overseas  in  relationship  to  some  of  the 
questions  that  were  raised  earlier  today.  You  can  go  to  clinical 
grand  rounds  in  the  UK  and  watch  people  with  severe  coronary 
artery  disease  being  put  on  waiting  lists  and  such  people  have  a 
significant  probability  of  dying  during  that  period. 

On  the  other  hand,  we  did  a  very  good  Health  Services  Research 
Study  of  the  use  of  coronary  angiography  and  bypass  surgery  in 
the  UK  and  almost  40  percent  of  what  they  do  does  not  meet  their 
standards  of  appropriateness.  They  are  inappropriate,  even  in  the 
face  of  caps,  even  in  the  face  of  caps  that  are  much,  much  more 
severe  than  what  we  ever  will  do  in  the  United  States. 

Therefore,  what  I  would  like  to  do  in  concluding  this  talk  is  to 
say  that  we  must  devise  a  way  of  radically  improving  practice,  at 
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the  same  time  that  we  employ  economic  incentives  that  would 
reward  good  practice. 

Finally,  I  should  share  with  you  the  results  in  the  last  table, 
chart  3,  in  the  written  testimony.  This  was  a  study  funded  by 
HCFA  to  look  at  the  impact  of  DRGs  on  outcome  of  hospitalized 
care.  One  of  the  byproducts  of  that  study  was  to  look  at  the  differ- 
ences in  American  hospitals — all  of  whom  are  being  reimbursed, 
subject  to  a  few  simple  constraints,  the  same  amount  of  money — 
the  differences  in  the  likelihood  of  living  30  days  after  that  hospi- 
talization as  a  function  of  the  quality  of  care  that  one  received. 

If  you  look  at  congestive  heart  failure,  or  acute  myocardial  in- 
farction, you  can  see  that  there  is  a  7  percentage  point  difference 
in  whether  you  live  or  die  within  30  days  of  being  hospitalized 
after  adjusting  for  severity  of  illness,  whether  you  received  good 
process  of  care  or  poor  process. 

So  I  think  we  need  a  combined  strategy  to  include  both  economic 
incentives  and  clinical  incentives  in  order  to  restructure  the  health 
care  system  in  the  way  we  would  like  to  do  it.  Now,  that  means  we 
need  a  crash  program  

Mr.  Stark.  Excuse  me,  in  this  chart,  Doctor,  is  it  true  that  in 
each  case  the  payment  was  the  same? 

Dr.  Brook.  The  payment  was  the  same  and  the  revenue,  presum- 
ably given  to  the  hospital  after  adjusting  for  

Mr.  Stark.  So  quality  was  not  a  function  of  reimbursement  in 
this  instance? 

Dr.  Brook.  No. 

Mr.  Stark.  OK,  thank  you. 

Dr.  Brook.  So  the  bottom  line  in  this  discussion  is  that  we  really 
need  to  develop  explicit  standards  of  practice.  In  the  UK  we  have 
observed  similar  amounts  of  regional  variation  in  practice  style 
under  a  very  stringent  financial  system.  They  have  not  developed 
practice  standards.  They  are  now  considering  trying  to  implement 
some  of  the  appropriate  technology  that  we  have  developed  here. 
We  need  to  make  a  similar  serious  effort  here. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  ROBERT  H.  BROOK,  M.D. 


Thank  you  very  much  for  asking  me  to  testify  on  this  important 
subject- -the  structure  of  the  American  health  care  system.     I  am  Robert 
H.  Brook,  Vice  Chairman  of  Medicine  for  Primary  Care  and  Health  Services 
Research  in  the  Department  of  Medicine  at  the  UCLA  Center  for  the  Health 
Sciences.     I  am  also  the  Director  of  the  Health  Sciences  Program  at  RAND. 

For  the  last  20  years,  I  have  taught  medical  students  and  practiced 
general  internal  medicine  at  the  UCLA  Center  for  the  Health  Sciences. 
However,  I  have  spent  most  of  my  time  in  research  aimed  at  answering 
questions  about  how  we  can  improve  health  by  altering  America's  health 
care  system.     Much  of  this  work  has  been  funded  by  the  federal 
government,  and  I  hope  that  some  of  what  I  say  here  will  help  you  in 
planning  changes  to  our  health  system. 

Were  I  forced  to  summarize  my  testimony  in  one  short  paragraph,  I 
would  say  this:     Any  long  term  changes  in  the  structure  of  the  U.S. 
health  care  system  must  include  changes  in  both  economic  incentives  and 
clinical  practice.     Strategies  that  involve  only  economic  incentives 
will  not  achieve  the  goal  we  all  desire--to  give  every  American  all  the 
effective  care  currently  available,  at  a  price  that  society  is  willing 
to  pay.    To  accomplish  this,  we  must  also  focus  on  the  patterns  of 
clinical  practice.     Further,  we  must  develop  practice  standards  and 
apply  economic  incentives  that  encourage  compliance    with  those 
standards.     Our  research  has  shown  that  despite  the  high  level  of 
medical  training  and  knowledge  in  the  U.S.  and  the  highest  per  capita 
spending  on  health  care  in  the  world,  many  people  are  not  getting  needed 
medical  care  and  much  of  the  medical  care  that  is  delivered  is  medically 
unnecessary.     The  use  of  medically  unnecessary  services  must  be 
curtailed  and  the  use  of  medically  necessary  services  encouraged. 

How  have  I  arrived  at  these  conclusions? 

Economic  incentives  can  lower  costs  of  care 

Over  15  years  ago,  colleagues  and  I  began  research  to  measure 
quality  of  care  and  health  status.     If  we  cannot  measure  these  two 
products  of  our  health  care  system,  then  we  cannot  determine  how  changes 
in  health  policy  affect  the  very  purposes  that  system  is  intended  to 
serve.    We  have  used  the  tools  that  we  and  other  people  developed  to 
determine  how  health  status  and  quality  of  care  are  affected  when 
economic  incentives  are  changed.    What  we  found  is  that  economic 
incentives  and  disincentives--alone--do  affect  how  much  care  people  use, 
but  they  do  not  directly  affect  the  health  of  average  people  or  the 
quality  of  care  they  receive. 

In  the  RAND  Health  Insurance  Experiment,  we  randomly  assigned 
people  in  different  communities  to  different  levels  of  coinsurance  and 
deductibles.    We  found  that  changing  how  much  people  had  to  pay  greatly 
affected  their  use  of  services  and  what  was  spent  on  care.     Going  from  a 
free  care  plan  to  a  modest  copayment  plan  resulted  in  a  33  percent  drop 
in  expenditures.    We  also  determined  how  these  changes  affected  the 
health  of  the  people  who  enrolled  in  the  experiment.    To  my  amazement, 
as  a  physician  who  believes  in  what  I  do,  a  one -third  reduction  in 
medical  care  did  not  affect  the  health  of  the  average  American.  Health 
status  did  decrease  for  people  who  were  both  poor  and  sick  and  this 
decrease  was  too  large  to  be  ignored. 
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Other  studies,  here  and  abroad,  have  also  shown  that  changing 
economic  incentives  will  dramatically  alter  use  of  services.  For 
example: 

o      When  the  Medicare  DRG  program  was  implemented  to  pay  hospitals 
prospectively,  based  on  diagnosis  rather  than  on  costs  or 
charges,  length  of  stay  fell,  literally  overnight,  by  as  much 
as  20  to  25  percent. 

o      The  United  Kingdom  has  severely  restricted  investment  in  the 
health  care  system  to  less  than  one-third  of  what  we  spend, 
and,  in  some  areas  of  the  U.K. ,  the  population  based  use  rate 
is  one-seventh  of  the  use  rate  in  the  United  States  of 
diagnostic  tests  and  procedures  such  as  coronary  angiography 
and  coronary  artery  bypass  surgery. 

Thus,  making  people  pay  more,  changing  the  way  hospitals  or  other 
institutions  are  paid,  or  putting  caps  on  the  amount  invested  in  health 
care,  all  make  substantial  differences  in  how  much  money  is  spent  on 
health  care,  how  many  services  are  delivered  and  which  kinds  of  services 
are  rendered. 

Economic  incentives,  alone,  do  not  improve  effectiveness  of  care 

Put  another  way,  changing  economic  incentives  can  address  one  goal 
of  restructuring  the  system—that  is,  controlling  the  growth  of 
expenditures  on  health  care.     But,  what  of  the  other  goal --providing  the 
most  effective  care  possible  or  improving  the  health  of  the  American 
people?    At  the  clinical  level,  the  results  are  quite  disappointing. 

In  the  RAND  Health  Insurance  Study,  we  hoped  that  if  people  had  to 
pay  more  for  health  care,  they  would  selectively  reduce  their  demand  for 
care  for  conditions  that  medical  science  can  do  little  about  (Chart  1). 
We  found  instead  that  they  reduced  demand,  about  equally,  for  medically 
effective  and  ineffective  services.     Our  findings  about  coronary 
angiography  and  coronary  artery  bypass  surgery  in  the  U.K.  were  similar. 
Despite  the  U.K.  caps  on  medical  spending  and  the  substantially  lower 
use  of  these  procedures,  we  found  that  the  number  of  these  procedures 
judged  inappropriate  was  as  high  there  as  in  the  United  States.  Even 
such  a  severe  program  as  the  U.K.  has  to  control  use  of  and  expenditures 
on  health  care  has  not  altered  the  mix  of  medically  effective  and 
medically  ineffective  services. 

For  some  procedures  in  the  U.S.,  a  high  percentage  of  use  is  inappropriate 

To  understand  this  issue  of  appropriateness  of  use  better,  over  10 
years  ago,  we  developed  a  method  to  measure  the  appropriateness  of 
medical  care.    We  define  appropriate  to  mean  that  the  expected  medical 
benefit  of  a  procedure  exceeds  its  medical  risk  to  the  patient  by  a 
sufficiently  wide  margin  to  make  the  procedure  worth  doing.     The  method 
includes  a  process  by  which  the  literature  is  analytically  reviewed,  and 
a  multispecialty  group  of  physicians  is  convened  to  judge  whether  using 
a  procedure  for  specific  clinical  indications  is  appropriate  or  inappropriate. 

We  have  applied  the  results  of  this  process  to  a  representative 
sample  of  Medicare  patients  who  had  a  carotid  endarterectomy ,  coronary 
angiography,  or  a  upper  GI  endoscopy.    We  found  that,  for  each 
procedure,  at  least  25  percent  were  performed  for  inappropriate  or 
equivocal  reasons  (Chart  2). 

This  finding  is  not  a  reflection  of  physicians'  greed  or  behavior 
that  is  consistent  only  with  the  f ee-f or-service  system.    We  found 
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similar  percentages  of  inappropriate  or  equivocal  care  in  the  U.K., 
where  doctors  are  paid  a  salary  and  facilities  are  severely  restricted. 
The  same  has  been  found  in  academic  VA  hospitals,  where,  again, 
physicians  are  salaried  and  not  part  of  the  fee-for-service  system. 

Wondering  whether  our  findings  for  the  few  procedures  that  we 
studied  might  be  aberrant,  we  searched  the  international  literature  for 
what  was  known  about  appropriate  use  of  care.    This  review  demonstrated 
that  very  few  studies  have  asked  the  question,  "What  is  the 
appropriateness  of  care  rendered?"    However,  the  few  existing  studies 
indicate  that  our  results  are  not  aberrant.    Further,  the  review 
indicated  that  a  large  percentage  of  drugs  are  also  used  for 
inappropriate  or  equivocal  reasons. 

Practice  standards  are  required  to  make  care  more  cost  effective 

Based  on  this  work,  I  believe  that  any  long  term  structural  change 
in  the  health  care  system  must  do  at  least  two  things:     (1)  incorporate 
direct  measures  of  appropriateness  of  care  and  (2)  establish  economic 
incentives  for  providers  and  hospitals  to  provide  appropriate  care  and 
disincentives  to  discourage  inappropriate  care. 

There  are  many  ways  of  achieving  this.    The  method  selected  will 
vary  dramatically  with  one's  political  philosophy  and  whether  one 
believes  in  competition,  regulation,  or  various  other  means.  The 
central  point  is  that  if  we  are  serious  about  getting  more  quality  or 
health  for  our  investment  in  health  care,  we  must  go  through  the  process 
of  developing  standards  for  the  practice  of  medicine  and  applying  those 
standards  in  a  way  that  will  improve  performance. 

What  is  required  to  accomplish  this?  One  requirement  is  developing 
better  tools  to  measure  health  status  and  quality  of  care.  Another  is  a 
crash  program  to  improve  clinical  practice. 

As  I  mentioned  earlier,  some  tools  have  already  been  developed.  I 
can  say  with  considerable  confidence  that  we  could,  within  5  years, 
develop  tools  to  measure  health  status  and  quality  of  care  for  the 
majority  of  conditions  people  seek  to  have  treated.    With  these  tools  we 
could  answer  questions  such  as: 

o      What  is  the  medical  appropriateness  of  performing  a  given 

surgical  or  medical  procedure  on  a  patient  with  a  given  set  of 
clinical  characteristics? 

o      What  is  the  severity  of  illness  the  patient  has  at  the  time  of 
hospitalization?    After  adjusting  for  that  severity,  do 
patients  who  receive  better  process  of  care  do  better?  (Chart 
3  provides  an  example  of  how  much  differences  in  quality  of 
care  matter.) 

o      What  is  the  quality  of  the  process  of  care,  i.e.,  what 
physicians,  nurses,  and  other  health  professionals  do  to 
patients  both  for  conditions  treated  in  doctor's  offices  and 
for  conditions  treated  in  the  hospital,  and  what  is  the  quality 
of  care  rendered  in  facilities  such  as  nursing  homes  and  home 
care  organizations? 

Without  such  tools  it  would  be  very  difficult  to  understand  what 
changes  in  the  health  care  system  should  be  made  and  how  those  changes 
would  likely  affect  the  health  status  of  the  American  people.    There  is 
one  major  obstacle  to  developing  these  tools  and  using  them  both  in 
practice  and  in  policy  decisions  about  restructuring  the  health  care 
system.    That  obstacle  is  lack  of  funding. 
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Lack  of  funding  also  impedes  the  effort  to  develop  practice 
parameters  or  practice  guidelines.     A  few  years  ago,  we,  in  cooperation 
with  the  American  Medical  Association  and  a  consortium  of  academic 
institutions,  agreed  on  a  strategy  to  develop  practice  parameters  or 
guidelines.     We  identified  the  procedures  that  were  most  expensive  or 
performed  most  often  and  mobilized  health  services  researchers  and 
physicians  to  develop  guidelines  for  those  procedures.    We  are 
successfully  completing  work  on  four  procedures,  coronary  artery  bypass 
surgery,  cataract,  aortic  aneurysm  surgery,  and  carotid  endarterectomy . 
However,  further  work  will  require  the  public  investment  of  funds  in 
this  Consortium  and  other  valid  efforts  to  establish  guidelines. 

If  guidelines  development  is  to  succeed,  then  we  must: 

o      build  institutional  capability  at  medical  schools  to  develop 
and  maintain  those  standards, 

o      continually  update  and  alter  the  parameters,  standards,  or 
guidelines  to  reflect  medical  advances, 

o      work  with  practicing  physicians  to  incorporate  those  standards 
into  changes  in  the  health  care  system,  and 

o      design  payment  schemes  that  reward  good  practice. 

This  endeavor  cannot  proceed  without  considerable,  sustained 
funding.     It  takes  about  $1  million  to  develop  and  test  guidelines  for 
one  procedure,  and  at  least  50  procedures  should  be  studied  in  a  given 
year.     However,  is  it  unreasonable  to  expect  that  a  $700  billion 
industry  should  invest  at  least  $50  million  a  year  in  efforts  to  develop 
public  standards  and  parameters?    Most  industries  spend  a  far  higher 
percentage  of  their  gross  value  on  efforts  to  determine  what  should  be 
the  standards  for  their  products. 

If  and  when  such  standards  are  available,  they  could  become  the 
centerpiece  of  any  long-term  strategy  to  restructure  the  health  care 
system.     If,  for  instance,  one  decided  to  cap  the  number  of  specific 
procedures  performed  in  different  regions  of  the  country,  then  a 
mechanism  would  be  available  to  eliminate  first  performance  of 
procedures  for  those  clinical  reasons  that  were  less  likely  to  benefit 
patients.     If,  on  the  other  hand,  a  decision  were  made  to  provide  first- 
dollar  coverage  only  when  procedures  were  used  for  clinical  reasons  that 
were  deemed  necessary,  then  a  mechanism  for  such  standards  would  be 
available.     If  the  government  decided  to  exempt  from  taxation  only  those 
premium  dollars  spent  on  necessary  care,  such  a  mechanism  could  be 
implemented. 

Standards  would  increase  capacity  for  new,  beneficial  techonology 

The  results  I  have  reported  to  you  today  can  be  the  occasion  for 
hope  rather  than  despair.    The  fact  that  we  have  identified  a  high 
percentage  of  unnecessary  or  equivocal  care  implies  that  we  have  the 
capacity  for  funding  new  technologies,  now  in  the  pipeline,  that  could 
substantially  improve  the  health  of  the  American  people.    This  could  be 
done  without  bankrupting  the  country--if  we  are  willing  to  be  hard- 
nosed  about  eliminating  the  use  of  services  and  procedures  in  those 
clinical  circumstances  that  have  little  or  no  benefit.    We  have  the 
resources,  now  we  need  the  will  to  develop  standards  of  medical 
practice,  to  apply  those  standards,  and  to  make  sure  that  all  Americans 
have  access  to  effective  and  necessary  care. 

Thank  you  again  for  this  opportunity  to  testify  in  front  of  the 
Committee. 
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Chart  1 

(HIE  EXPERIMENT) 

Sharing  Cost  did  not  Selectively  Reduce  the 
Use  of  Ineffective  Care 

In  Adults 


Cost- 
Medical  Care  sharing 
Effectiveness  Cost-         as  %  of 

Category  Free         sharing  Free 


Highly  effective         28.4*  19.0*  67 

Rarely  effective         10.5*  7.4*  70 


*Percent  of  adults  with  an  episode  of  care  within 
a  year 


In  Children 


Cost- 
Medical  Care  sharing 
Effectiveness  Cost-  as  %  of 

Category  Free         sharing  Free 


Highly  effective  32.0*  23.1*  72 

Rarely  effective  5.1*  3.4*  67 


*Percent  of  children  with  an  episode  of  care  within 
a  year 


Chart  2 


Inappropriate  Care  in  Medicare  Population 
Too  High  to  be  Ignored 


Ratings  of  Appropriateness 
of  Three  Procedures  (%) 


Procedure  Appropriate      Equivocal  Inappropriate 


Coronary 

angiography  74  8  17 

Carotid 

endarteretomy  35  32  32 

Upper  GI 

endoscopy  72  11  17 
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Chart  3 


What  We  Do  To  Hospitalized  Patients  Makes  a  Big 
Difference  in  Whether  They  Live  or  Die 


(DRG  Medicare  Study) 


Mortality  Rates  30  Days  After  Hospital 
Admission,  Adjusted  for  Sickness  at 
Admission,  by  Process  Score* 


Disease 


Good  Process 
%  Dead 


Poor  Process 
%  Dead 


Congestive  heart  failure 
Acute  myocardial  infarction 
Pneumonia 

Cerebrovascular  accident 
Hip  fracture 


10.7 
23.9 
14.8 
18.7 
5.1 


18.6 
30.1 
20.2 
25.5 
4.6 


^Patients  were  rank-ordered  according  to  process  scores.     Patients  with 
process  scores  in  the  highest  25%  were  considered  to  have  experienced 
good  process  and  those  with  scores  in  the  lowest  25%  poor  process. 

Mr.  Stark.  Dr.  Kimmey. 

STATEMENT  OF  JAMES  R.  KIMMEY,  M.D.,  M.P.H.,  PROFESSOR  OF 
PUBLIC  HEALTH  AND  DIRECTOR,  CENTER  FOR  HEALTH  SERV- 
ICES EDUCATION  AND  RESEARCH,  ST.  LOUIS  UNIVERSITY,  ST. 
LOUIS,  MO. 

Dr.  Kimmey.  Thank  you,  Mr.  Chairman. 

I  am  Doctor  James  Kimmey,  professor  of  public  health  and  direc- 
tor of  the  Center  for  Health  Services  Education  and  Research  at  St. 
Louis  University.  In  my  prepared  statement,  I  discuss  a  continuing 
problem  in  the  health  care  industry — the  unplanned  and  uncon- 
trolled proliferation  of  cost-producing  resources,  review  attempts 
over  the  past  30  years  to  control  that  proliferation,  and  suggest  al- 
ternatives for  these  attempts  for  consideration  in  future  legislation 
and  policy. 

These  personal  views  have  been  shaped  by  my  current  academic 
interests  in  American  health  policy,  by  a  decade  of  experience  as  a 
consultant  in  health  planning  and  regulation,  and  by  service  as  a 
Federal  and  State  health  official. 

Back  in  1960,  Eric  Severied,  the  news  commentator,  articulated 
what  we  now  call  Severied's  law,  "the  major  cause  of  problems  is 
solutions."  And  probably  no  area  better  illustrates  this  than  Amer- 
ican health  policy  over  the  last  30  years  or  so. 

As  a  society,  we  have  tried  both  supply-side  and  demand-side 
interventions  and  many  of  these  solutions  have,  indeed,  created 
new  problems  requiring  further  action.  I  would  like  to  look  at  this 
from  the  standpoint  of  health  care  resources. 

There  are  essentially  four  resources  that  go  into  the  production 
of  health  care — health  professions  personnel,  facilities,  equipment, 
and  funds.  These  four  resources  interact  within  the  system  to 
produce  costs  at  various  levels.  What  we  often  forget  is  that  these 
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resources  do  interact.  I  would  like  to  demonstrate  this  with  two  ex- 
amples. 

The  first  example  I  would  like  to  deal  with  are  physicians.  In  the 
1960s,  a  series  of  studies  indicated  that  by  the  end  of  the  century 
there  would  be  a  severe  shortage  of  physicians  in  the  United 
States.  We  intervened  with  massive  financial  aid  for  medical  edu- 
cation, and  by  lowering  barriers  to  immigration  of  foreign-trained 
physicians.  These  policies  were  effective.  The  number  of  medical 
schools  rose  from  85  in  1960  to  126  by  1980.  The  number  of  medical 
students  increased  by  34,000,  and  the  number  of  physicians  nearly 
doubled. 

The  policy  increased  the  availability  of  the  physician  resource.  It 
did  nothing  to  improve  the  accessibility  of  that  resource  to  those 
who  need  services  most  and,  indeed,  access  has  gotten  worse.  Im- 
proved availability  was  accomplished  at  great  cost;  both  the  cost  of 
expanding  the  educational  system  and  in  terms  of  the  incomes 
those  new  physicians  now  draw  from  the  system. 

Subsequent  studies  have  suggested  we  are  producing  a  physician 
excess,  a  resource  that  will  continue  to  generate  costs  for  many 
years  to  come. 

A  second  set  of  resources  essential  for  producing  medical  services 
are  the  facilities  and  equipment  required  in  an  increasingly  high- 
tech field.  As  early  as  the  late  1930s  the  potential  of  these  re- 
sources to  drive  costs  to  the  community  was  identified,  and  we 
began  a  three-decade  effort  to  control  the  natural  instinct  of  man- 
agers and  practitioners  to  have  it  all — to  construct  and  acquire  the 
latest  in  diagnostic  and  treatment  capabilities. 

Recognition  that  duplication  of  resources  was  against  the  com- 
munity's interest  stimulated  voluntary  community-based  facilities 
planning  in  the  1940s  and  1950s,  Federally  supported  facilities 
planning  in  the  1960s,  and  Federally  mandated  capital  expenditure 
regulation  in  the  1970s. 

These  efforts,  grounded  in  the  recognition  that  the  health  care 
system  lacked  the  financial  constraints  to  control  investment  be- 
havior, substituted  external  controls  in  an  effort  to  improve  distri- 
bution and  responsiveness  of  services  and  facilities.  The  early  suc- 
cesses in  the  voluntary  phase  of  this  program  have  been  clouded  by 
the  perceived  inability  to  control  health  care  costs  for  the  system, 
as  a  whole,  as  identified  in  the  1970s  and  early  1980s. 

After  a  decade  of  experience  with  more  competition  in  the  medi- 
cal care  system,  the  situation  as  regards  resources  remains  essen- 
tially unchanged.  The  incentives  for  institutions  still  favor  invest- 
ment in  expensive  new  technology  in  order  to  attract  physicians 
and  admissions  rather  than  the  services  and  facilities  that  are 
needed  by  the  community  at  large. 

If  anything,  duplication  of  expensive  facilities  and  equipment  is  a 
worse  problem  now  than  it  was  in  earlier  eras  because  of  the  in- 
creased expense  inherent  in  new  technologies.  For  example,  in  St. 
Louis,  not  atypical  of  metropolitan  areas,  there  are  24  magnetic 
resonance  imaging  units  online  or  committed.  This  represents  a 
$72  million  investment,  and  provides  the  capacity  to  perform 
48,000  scans  a  year,  or  one  scan  for  every  50  people  that  live  in  the 
St.  Louis  metropolitan  area  or  one  scan  for  every  five  patients  ad- 
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mitted  to  the  hospitals  that  have  the  equipment.  This  is  duplica- 
tion, and  it  is  cost-generating  and  expensive. 

At  the  present  time,  there  is  considerable  debate  concerning  the 
way  in  which  an  institution's  capital  expenditure  should  be  recog- 
nized in  reimbursement  under  Medicare.  Incorporation  of  capital 
into  an  organization's  DRG  represents  an  important  step.  However, 
none  of  the  proposed  approaches  deal  with  the  problem  of  excess 
cost  of  duplication.  They  proceed  from  an  assumption  that  institu- 
tions' decisions  concerning  investment  are  rational  and  only  at- 
tempt to  constrain  the  cost  of  projects  by  limiting  the  reimburse- 
ment available. 

Whether  or  not  the  investment  decisions  of  the  institutions  make 
sense  from  a  community  perspective  is  not  addressed.  Given  the 
choices  that  you  outlined  earlier,  the  decisions  will  be  to  invest  in 
the  item  that  produces  the  most  on  the  bottom  line,  not  necessarily 
the  item  that  produces  the  most  for  the  community. 

Thank  you,  very  much. 

[The  prepared  statement  follows:] 
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MR.   CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE: 

I  am  Dr.  James  R.  Kimmey,  Professor  of  Public  Health  and  Director 
of  the  Center  for  Health  Services  Education  and  Research  at  Saint 
Louis  University.     I  am  appearing  today  to  discuss  a  continuing 
problem  in  the  health  care  industry,  the  unplanned  and  uncontrolled 
proliferation  of  cost-producing  resources,  to  review  attempts  to 
rationalize  that  proliferation,  and  to  suggest  alternatives  to  those 
attempts  for  consideration  in  future  legislation  and  policy.  These 
personal  views  have  been  shaped  by  my  current  academic  interest  in 
American  health  policy,  a  decade  of  experience  as  a  consultant  in 
health  planning  and  regulation,  and  service  as  a  Federal  and  state 
health  official. 

For  purposes  of  this  discussion,  health  resources  are  defined  as 
the  personnel,  facilities,  equipment,  and  funds  committed  by  society 
to  the  organization  and  delivery  of  health  services,  and, 
specifically,  medical  care.     Although  each  of  these  elements  can  be 
identified,  defined,  and  counted  separately,  they  are  highly  inter- 
related one  to  another.     If  society  commits  to  increasing  the  numbers 
of  personnel  in  the  field,  for  example,  that  decision  will  create  a 
need  for  additional  facilities,  equipment,  and  funds  to  support  the 
activities  of  those  personnel.     Similarly,  if  a  commitment  is  made  to 
expanding  facilities,  either  as  a  national  policy  (e.g.,  assistance 
for  hospital  construction)  or  a  local  institutional  decision  (e.g., 
purchasing  a  new  piece  of  high  tech  equipment) ,  the  decision  creates  a 
need  for  additional  personnel  and  funds  to  operate  the  facility (ies) . 

The  relationship  among  these  elements  is  not  always  direct. 
Often,  an  increase  in  one  resource  area  may  lead  to  a  decrease  in 
another  area  or  areas.     Here  an  example  might  be  addition  of  a  type  of 
equipment  which  increases  efficiency  and  thus  leads  to  a  decrease  in 
personnel  required,     whatever  its  nature,  however,  the  relationship 
exists,  and  must  be  considered  when  structuring  policies  dealing  with 
medical  care  resources.     These  relationships  are  shown  in  diagrammatic 
form  in  the  figure  below. 
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A  second  consideration  when  considering  the  role  of  resources  in 
the  medical  care  system  is  related  to  selected  performance 
characteristics  of  the  system.     Those  selected  characteristics  are 
availability,  accessibility,  cost,  and  quality.    Availability  refers 
to  the  supply  of  a  resource  within  a  system.     Accessibility  refers  to 
the  ability  of  those  requiring  a  resource  to  actually  be  able  to  use 
the  resource.     Cost  refers  to  all  of  the  expenses  related  to  making  a 
resource  available  and  accessible  to  those  requiring  it.  Quality, 
ideally,  refers  to  the  desirability  of  the  outcomes  resulting  from  use 
of  a  resource  in  the  system. 

Why  are  these  terms  and  concepts  important  to  the  current 
discussion?    Public  policy  relating  to  the  provision  of  medical 
services  is  usually  framed  in  terms  of  an  objective  to  be  achieved. 
Most  often,  that  objective  is  actually  one  of  the  characteristics 
defined  above — access,  or  availability,  or  quality,  or  cost.  Such 
policies,  however,  have  an  impact  on  the  resources  in  the  system  which 
may  be  unanticipated,  and  which  may  in  turn  have  impact  on  other 
characteristics  of  those  resources.    As  with  the  four  resources,  there 
is  a  high  degree  of  inter-relationship  among  the  characteristics,  and 
between  them  and  the  system  resources. 

This  is  significant  in  considering  past,  present,  and  future 
options  for  organizational  and  financing  changes  designed  to  improve 
the  effectiveness  of  the  nation's  health  care  system.     In  the  past, 
and  presently,  policies  are  focused  on  one  or  another  characteristic, 
with  little  real  understanding  of,  or  attention  to,  the  influence  of 
the  policy  on  the  related  characteristics.     The  results  of  such 
policies  are  today's  "problems"  in  the  system — excessive  cost, 
impaired  access,  and  wide  variations  in  availability  and  quality  of 
needed  services. 

As  we  begin  what  seems  to  this  observer  a  decennial  debate  on  the 
future  of  the  medical  care  system,  there  is  much  to  be  learned  from 
the  national  experience  of  the  past  four  decades  that  can  sharpen 
strategies,  and  insure  that  decisions  which  adversely  affect  any  of 
the  desired  characteristics  of  the  system  are  made  in  full 
recognition  that  they  will  do  so,  and  not  by  accident. 

A  review  of  the  history  of  the  medical  care  system  in  the  United 
States  can  be  organized  in  many  different  ways.     One  can  focus  on 
physicians  as  the  central  element,  and  reflect  developments  in  other 
spheres  as  they  affected  physicians.     Similarly,  a  history  could  focus 
on  hospitals,  or  financing  approaches,  or  forms  of  medical 
organization.     The  focus  here  will  be  on  health  care  resources,  as 
defined  earlier,  and  the  context  for  analysis  will  be  the 
characteristics  of  those  resources  delineated  above.     The  reason  for 
this  focus  is  that  health  resources  generate  costs,  and  that  the 
nation's  willingness  and  ability  to  invest  its  resources  in  such 
services  has  limits,  although  those  limits  are  not  yet  defined. 

The  route  to  gaining  control  over  those  costs  in  order  to 
constrain  them  within  some  set  of  limits  is  through  control  of  the 
resources  which  generate  them.    The  potential  means  by  which  resources 
can  be  controlled  fall  on  a  continuum  with  a  totally  free  market  at 
one  extreme  and  a  totally  controlled  (regulated)  system  at  the  other 
extreme.    Over  the  past  four  decades,  public  policy  concerning  health 
resources  has  shifted  toward  one  extreme  and  then  the  other  as  we  seek 
a  mix  which  balances  public  and  private  interests  in  this  basic 
societal  system. 

The  Case  of  Health  Professions'  Personnel 

Medical  care  is  a  highly  labor-intensive  activity.    The  technical 
nature  of  provision  of  medical  care  demands  a  high  level  of  training 
and  competence  if  quality  is  to  be  maintained.    With  the  focus  on 
facilities  and  equipment  which  is  prevalent  in  policy  discussions,  the 
effect  on  costs  of  policies  directed  at  the  personnel  resource  is 
often  minimized  or  overlooked  entirely. 

The  history  of  governmental  involvement  in  one  area  of  the  health 
professions  personnel  resource — preparation  of  physicians — is 
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instructive.     Prior  to  the  decade  of  the  sixties,  government's 
involvement  in  the  production  of  physician  manpower  was  quite  limited. 
State  governments,  through  their  universities,  operated  medical 
schools,  and  invested  directly  in  providing  the  educational 
environment  for  physicians.     The  Federal  government  support  for 
medical  education  was  indirect,  largely  through  research  support  to 
medical  schools  and  their  faculties.     Like  state  support,  the  Federal 
monies  supported  the  environment  in  which  physicians  were  trained.  In 
terms  of  the  resource  characteristics,  policy  at  both  levels  supported 
an  increase  in  the  availability  of  medical  personnel.     There  was 
little  explicit  or  implicit  concern  with  accessibility,  cost,  or 
quality  in  this  policy,  though  one  might  reasonably  argue  that 
enhancement  of  the  research  environment  had  desirable  quality  effects. 

Government's  role  changed  dramatically  in  the  early  sixties.  A 
variety  of  studies  were  produced  showing  a  future  supply  of  physicians 
inadequate  to  projected  need.     Both  state  and  Federal  governments 
responded.     States  created  new  medical  schools  at  a  rapid  rate,  and 
expanded  the  capacity  of  existing  schools.     The  Federal  government 
enacted  a  series  of  initiatives  which  directed  funds  to  construction 
and  renovation  of  medical  (and  other)  professional  schools;  provided 
specific  assistance  tp  teaching  hospitals;  and  created  mechanisms  for 
direct  support  of  individual  medical  students  through  a  loan  program. 

There  were  both  implicit  and  explicit  assumptions  in  this  "supply 
side"  approach  that  increasing  the  number  of  physicians  would  both 
meet  the  projected  overall  need  and  improve  distribution  as  popular 
urban  areas  became  saturated  and  the  new  physicians  moved  to 
underserved  areas  in  order  to  build  economically-satifying  practices. 
This  was  still  an  availability  approach  to  the  physician  resource,  but 
the  concern  with  distribution  had  accessibility  overtones. 

Legislative  initiatives  intended  to  increase  the  supply  of 
physicians  were  not  limited  to  financial  support.     In  the  mid-sixties, 
immigration  laws  were  changed  to  encourage  foreign-trained  physicians 
to  emigrate  and  remain  in  this  country.     When  it  became  clear  that 
simply  increasing  the  number  of  physicians  produced  did  not 
appreciably  affect  distribution,  either  geographically  or  among 
specialties,  financial  incentives  to  encourage  changes  in  behavior 
were  enacted  for  both  training  programs  and  individuals  . 

These  policies  designed  to  increase  availability  of  physician 
resources  were  very  successful  on  one  level.     The  number  of  medical 
schools  increased  from  a  previously  stable  85  in  1960  to  126  by  1980. 
The  number  of  students  pursuing  medical  training  increased  even  more 
rapidly,  increasing  by  34,000  or  113  percent  in  the  same  period.  The 
number  of  physicians  in  the  United  States  increased  from  2  60,500  (142 
per  100,000  population)   in  1960  to  552,700  (228  per  100,000  population 
in  1985.     Availability  of  the  physician  resource  clearly  increased. 

What  about  collateral  effects  on  the  other  measures?    Each  of 
these  additional  physicians  has  been  estimated  to  cost  the  system  an 
average  of  $3  50,000  per  year,  each  year.     Thus  policies  focused  on 
availability  of  physician  resources  also  contribute  some  $102  billion 
annually  in  cost  of  that  resource,  each  year.    As  suggested  earlier, 
the  effects  on  access  to  physician  resources  for  areas  of  greatest 
need — rural  America  and  inner  city  areas — have  been  negligible. 

Perversly,  even  the  effect  on  availability  has  been  redefined 
from  positive  to  negative  with  the  well-known  findings  of-  GMENAC  in 
1980  that  the  nation  will  enjoy  an  execss  supply  of  physicians  at  the 
turn  of  the  century.     Although  these  findings  have  recently  been 
disputed,  the  majority  opinion  holds  that  an  excess  supply  of 
physician  resources  exists,  and  that  this  supply  is  badly 
maldistributed  compared  to  need. 

The  physician  "glut",  as  it  is  described  by  some,  has  had  a 
perverse  economic  effect.     In  a  market  economy,  one  would  expect  that 
an  increase  in  the  amount  of  a  productive  resource  would,  if  demand 
was  stable,  lead  to  a  decrease  in  price.    This  has  not  happened 
(physician  charges  are  currently  increasing  at  a  9  percent  annualized 
rate) .     This  suggests  that,  if  health  care  were  a  market  economy, 
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there  is  a  great  deal  of  unmet  demand  which  these  new  resources  have 
begun  (but  not  succeeded)  to  meet.     Data  describing  the  number  of 
those  without  access  to  needed  health  care  suggest  that  there  is  such 
unmet  demand.     However,  the  number  of  those  lacking  access  have 
increased  at  the  same  time  the  supply  of  physicians  has  increased. 

Such  contradictory  evidence  serves  to  emphasize  the  non-market 
nature  of  the  medical  care  enterprise  in  the  United  States. 
Physicians  manage  to  meet  their  profesisonal  and  income  needs  by 
increasing  the  availability  of  services  to  segments  of  the  population 
who  already  have  access.     The  system  does  not  act  effectively  to  force 
them  into  areas  of  need.     Supply  side  policies  of  the  past  two  decades 
have  vastly  increased  the  availability  and  cost  of  physician  services 
with  minimum  impact  on  accessibility . 

This  is  the  result  of  a  schizophrenia  that  pervades  much  of 
American  health  policy.    As  a  society,  we  are  willing  to  invest  vast 
sums  in  production  of  health  resources,  while  at  the  same  time  we  are 
unwilling  either  to  exert  controls  on  those  resources  which  might 
channel  them  into  areas  of  greatest  societal  need  or  to  provide 
adequate  financial  resources  to  those  in  need  to  permit  them  access  to 
the  resources  we  subsidize. 

The  Case  of  Facilities  and  Equipment 

The  effects  of  this  approach  to  health  policy  are  even  more  obvious 
when  the  focus  shifts  from  health  professions  personnel  resources  to 
facilities  and  equipment  resources.     Capital  investments  in  the  health 
care  industry  are  more  immediate  and  visible  than  investments  in  the 
personnel  supply.     They  have  been  the  focus  of  attention  as  cost 
generators  for  nearly  five  decades,  and  the  debate  over  the  proper  way 
to  deal  with  development  of  these  resources  has  great  currency  as  HCFA 
proposals  for  capital  inclusion  in  the  DRG  system  are  examined  by  the 
field. 

It  was  noted  earlier  that  provision  of  medical  care  is  labor- 
intensive.     It  is  also  capital-intensive.     The  exponential  growth  of 
,   technology  in  the  medical  field  is  well-recognized,  as  is  the  fact 
that  the  new  technologies  are  very  expensive  to  install  and  operate. 
Construction  costs  for  hospitals,  long  term  care  facilities,  and  other 
"bricks  and  mortar"  resources  are  high.     The  combination  of  high 
visibility  and  high  costs  has  made  hospital  capital  investment  an  area 
of  concern  beginning  in  the  late  1930s. 

Prior  to  that  time,  there  was  little  concern  at  the  community  level 
with  the  cost  of  health  facilities.     First,  such  facilities  were  not 
terribly  expensive  in  a  era  of  limited  technology.     Second,  capital 
funding  was  raised  via  community  drives  and  memorial  gifts — the  costs 
of  capital  were  relatively  low.    Third,  the  pressures  to  modernize  and 
maintain  architectural  standards  which  came  later  with  rapid 
technological  advances  and  increased  regulation  were  not  yet 
significant.     Under  such  circumstances,  it  was  left  largely  to  the 
judgement  of  hospital  management  and  governance  to  determine  what  and 
how  much  capacity  was  required  to  meet  their  concept  of  community 
need.     Concerns  with  the  availability,  accessibility,  cost,  and 
quality  of  the  institutional  resource  were  local  concerns. 

This  began  to  change  as  the  institutional  sector  began  a  long  period 
of  growth  in  the  immediate  post-World  War  II  period.  Concurrently, 
there  emerged,  in  certain  major  metropolitan  areas,  an  interest  in  . 
community-wide  planning  for  the  development  of  health  care  facilities. 
During  that  period,  the  need  for  facilities  expansion  and  update  was 
great.    Resources  for  this  purpose  were  largely  derived  from 
individual  institutional  fund-raising  drives  directed  at  business  and 
industry  in  a  community  and  such  funds  were  limited.     Industry  was 
concerned  that  the  many  projects  developed  by  individual  institutions 
might  not  accurately  reflect  community  need.    Hospitals  and  industry 
cooperated  in  the  development  of  local  facilities  planning  bodies, 
often  called  Hospital  Review  and  Planning  Councils  (HRPCs) .  These 
bodies  developed  community-wide  facilities  plans  and  reviewed 
individual  hospital  proposals  against  those  plans.    Without  the 
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endorsement  of  the  local  planning  body,  it  was  difficult  for  hospitals 
to  raise  funds  among  industrial  givers. 

Hospital  Review  and  Planning  Council  is  a  generic  term  for  a  number  of 
organized,  voluntary,  private-sector  health  facilities  planning 
efforts  which  enjoyed  rapid  growth  in  major  metropolitan  areas  in  the 
post-World  War  II  period.     The  actual  names  and  organizational 
structures  varied  somewhat  from  area  to  area.     These  organizations  had 
no  basis  in  law,  rather  they  depended  on  formal  agreements  between 
institutions  within  a  community  and  a  community  board.     Their  focus 
was  on  planning  for  the  health  care  facilities  required  by  a 
community.    They  dealt,  for  the  most  part,  with  beds  and  services 
required  in  the  community  and  with  the  appropriate  distribution  of 
such  beds  and  services  within  the  community's  existing  or  projected 
institutional  structure. 

The  auspices  of  the  HRPCs  were  voluntary,  and  all  were  nonprofit 
corporations  established  for  the  sole  purpose  of  developing  and 
implementing  community  facility  plans.     From  the  perspective  of 
governance,  HRPCs  might  be  considered  as  provider  dominated,  as  the 
term  is  understood  today.    Their  governing  bodies  included 
representatives  of  the  institutions  and  community  representatives,  but 
many  of  the  community  representatives  were  directly  or  indirectly 
involved  in  the  affairs  of  such  institutions  through  membership  on 
institutional  boards  or  through  business  relationships  with  the 
institutions. 

The  authority  of  the  HRPCs  was  informal  in  the  sense  of  there  being  no 
legal  sanctions  available  to  support  implementation  of  their  plans. 
They  did,  however,  have  powerful  financial  sanctions  available  in 
those  cases  where  major  contributors  to  hospital  fund  drives  withheld 
contributions  from  projects  which  failed  to  gain  approval  of  the 
review  body.     Financial  support  for  these  planning  efforts  was 
strictly  private,  derived  from  the  institutions  and  industries  which 
had  given  impetus  to  development  of  the  model  in  the  first  place. 
Governmental  participation  in  the  financing  of  community  facilities 
planning  was  a  later  development. 

The  next  evolutionary  step  in  the  development  of  community-based 
health  planning  was  the  enactment  of  section  318  of  the  Federal  PHS 
Act  in  1961.     Under  this  Federal  statute,  funds  were  made  available 
for  the  development  and  initial  operation  of  community  facilities 
planning  bodies  (H318  Agencies"),  similar  in  most  respects  to  the 
HRPCs.     The  focus  remained  on  planning  for  the  facility  needs  of  the 
community  served  by  the  "318  Agency.     Such  agencies  continued  to 
operate  under  voluntary  auspices.     Their  governance  was  similar  to 
that  of  the  HRPCs.     Although  Federal  regulations  dictated  the  makeup 
of  the  governing  body  and  introduced  changes  in  the  balance  of  power 
which  had  evolved  in  the  HRPCs.     Their  authority  was  still  closely 
tied  to  the  flow  of  capital  funds  in  the  private  sector,  except  where 
Federal  Hill-Burton  funds  were  involved  in  a  project.     In  such  cases, 
the  318  Agencies  developed  formal  relationships  with  state  Hill-Burton 
agencies,  which  had  responsibility  for  establishing  priorities  for  use 
of  the  Federal  Hill-Burton  funds.     The  greatest  difference  between  the 
318  Agencies  and  HRPCs  was  in  financial  support.     For  the  first  time, 
the  Federal  Government  began  to  provide  direct  financial  support  for 
these  community-based  facilities  planning  activities,  a  trend  that  has 
continued  and  expanded. 

The  next  evolutionary  step  was  the  congressional  authorization  for 
areawide  comprehensive  health  planning  areas  ["(b)  Agencies"]  under 
section  314(b)  of  the  PHS  Act.     Passed  in  1966  as  a  part  of  Public  Law 
89-749,  the  authorization  for  areawide  comprehensive  health  planning 
included  substantial  changes  from  the  "318  Agency"  concept,  although 
retaining  some  of  its  characteristics.    The  focus  shifted  from 
strictly  facilities  planning  to  planning  for  "health."  This 
broadening  of  focus  reflected  a  growing  understanding  that  health 
services  of  all  kinds  were  related  in  a  community.    A  focus  on  just 
one  setting  was  seen  as  inadequate  if  the  flow  of  funds  within  the 
health  sector  were  to  be  more  rationally  directed. 
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The  auspices  of  (b)  Agencies  remained,  for  the  most  part,  private. 
Private,  nonprofit  corporations,  often  those  which  had  been  set  up 
under  section  318,  made  the  necessary  adjustments  to  qualify  for 
support  under  the  new  authority.    A  major  shift  occurred  in  the  area 
of  governance.     Reflecting  the  political  and  social  climate  of  the 
mid-sixties,  community  health  planning  bodies  were  required  to  have 
consumer  majorities  on  their  governing  bodies  rather  than  the 
traditional  "power-structure"  consumer  representation  which 
characterized  earlier  efforts  was  deemed  insufficiently  broad  for  such 
agencies. 

From  the  standpoint  of  authority,  the  (b)  Agencies  had  no  more  legal 
sanctions  than  their  predecessors:     some  argue  that  they  had  even  less 
power  because  business  and  industry,  which  had  strongly  backed 
decisions  of  HRPCs  concerning  facilities  projects,  were  much  less  a 
factor  under  the  314(b)  process.     As  government  became  more  heavily 
involved  in  supporting  and  financing  health  planning,  business  and 
industry's  commitment  and  interest  lessened.     In  the  area  of  financial 
support,  the  evolved  agencies  received  an  increasing  portion  of  their 
total  financial  support  from  Federal  sources.     Although  the  (b) 
Agencies  were  encouraged  to  raise  money  in  the  community  to  supplement 
their  Federal  support,  the  Federal  dollars  formed  the  core  and  largest 
component  of  the  financing  for  such  organizations. 

The  most  recent  evolutionary  step  reflected  a  Congressional  reaction 
to  a  perceived  lack  of  success  on  the  part  of  the  (b)  Agencies  in 
securing  implementation  of  their  plans.     The  314(b)  structure  provided 
an  opportunity  for  dialog  among  provider  and  consumer  interests  in  a 
community.    Many  well-thought-out  plans  were  developed.  These 
agencies  experienced  difficulties,  however,  in  securing  changes  in  the 
health  system  based  on  their  plans.    When,  in  1974,  Congress  was 
considering  changes  in  the  Federally  supported  health  planning  and 
development  structure,  the  issue  of  implementation  tools  received  a 
great  deal  of  attention. 

The  organizational  entities  which  emerged  from  the  Congressional 
debate,  the  HSAs,  were  again  both  similar  to  and  different  from  the 
predecessor  community  planning  organization.     Their  focus  remained  on 
health  rather  than  simply  on  facilities,  although  subsequent  policies 
have  tended  to  focus  them  primarily  on  facilities  issues.  The 
auspices  of  planning  under  the  new  model  remained  largely  private. 
More  than  90  percent  of  the  HSAs  designated  were  private,  nonprofit 
organizations.     Governance  of  the  HSAs,  like  that  of  the  (b)  Agencies, 
was  vested  in  a  consumer-majority  governing  body.     The  law  and 
supporting  regulations  became  quite  detailed  concerning  the  nature  and 
extent  of  representation  of  community  interests  within  the  consumer 
majority. 

The  evolutionary  change  between  the  (b)  Agencies  and  the  HSA  was  most 
marked  in  the  areas  of  authority  and  funding.     The  authority  of  the 
HSA  was  greatly  expanded  compared  to  that  of  the  (b)  Agency.     In  an 
effort  to  overcome  the  perceived  weakness  of  the  (b)  Agency  in 
securing  implementation  of  its  plans,  Congress  vested  HSAs  with 
various  review  responsibilities  affecting  the  flow  of  funds  within  the 
health  system  in  their  geographic  areas.     Principal  among  these  was 
participation  in  a  mandatory  state  certificate  of  need  program 
designed  to  regulate  investment  by  private  organizations  in  facility 
and  equipment  resources.     The  financial  support  for  HSAs  became 
predominantly  Federal,  with  strict  limitations  on  the  types  of  local 
monies  that  could  be  utilized  by  such  agencies. 

The  effectiveness  of  the  supply  side  regulatory  approach  to  allocation 
of  facility  and  equipment  resources  was  frequently  questioned — by 
economic  theorists,  by  health  services  researchers,  by  the  hospital 
and  medical  care  organizations,  and  ultimately  by  the  political 
structure  which  had  made  the  commitment  to  a  regulatory  approach  in 
the  first  place.     It  was  clear  that  mandatory  certificate  of  need 
controls  had  not  stemmed  the  inflation  in  health  care  costs,  and  the 
entire  concept  of  health  planning  external  to  provider  organizations 
came  under  fire. 
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This  history  has  been  described  in  some  detail  because,  in  the  final 
days  of  the  community  based  planning  effort,  its  role  was  widely 
distorted  and  misunderstood.     Community-based  health  planning 
activities  in  the  period  from  1965  through  1985  succeeded  in  many 
things.     It  involved  a  large  number  of  communities  and  their  citizens 
in  careful  consideration  of  the  effects  of  public  and  private  resource 
allocation  decisions  on  the  community's  health  system.     It  provided 
professional  support  to  organized  efforts  to  design  a  true  system  of 
health  services  for  communities  and  states.     It  stimulated  providers 
and  provider  organizations  to  plan  in  a  more  organized  and  community- 
responsive  fashion.     It  shifted  the  arena  for  planning  from  resource- 
based  planning  ("How  much  more  capacity  in  service  x  does  institution 
y  need?")  to  population-based  planning  (How  much  capacity  in  service  x 
do  the  people  who  live  in  this  community  need?")     In  the  end,  it  lost 
credibility  and  financial  support  essential  to  its  survival  because  of 
what  it  didn't  do — it  didn't  control  health  care  costs.    No  difference 
that  the  tools  provided  were  neither  designed  for,  or  adequate  to, 
that  task. 

Those  who  supported  an  external  review  and  control  process  for  capital 
investment  pointed  out  that  (1)  the  intent  of  certificate  of  need 
review  had  been,  in  many  instances,  to  gain  more  rational  distribution 
of  resources  rather  than  to  control  costs;   (2)  the  variations  in 
relative  success  of  the  programs  across  states  reflected  variations  in 
the  regulatory  will  of  the  administrators  of  the  program;  (3)  that 
duplication  of  expensive  equipment  had  been  decreased  in  many 
jurisdictions;   (4)  that  the  fact  of  public  scrutiny  of  institutional 
plans  had  in  itself  had  a  beneficial  effect;  and  (5)  that  many 
proposed  investments  which  were  unsupported  by  community  need  were 
discouraged  in  consultation  and  never  showed  up  in  activity  data 
describing  the  program.     The  general  anti-regulatory  climate  in  the 
country,  as  well  as  a  growing  interest  in  "giving  competition  a 
chance"  worked  against  these  arguments,  however. 

At  the  Federal  level,  the  Administration  had  a  strong  philosophical 
commitment  to  deregulation  and  competition  in  the  health  industry. 
Although  it  took  several  years,  the  Federal  requirement  for  state 
certificate  of  need  programs  was  ultimately  repealed.     At  the  same 
time,  the  Federal  approach  to  reimbursement  under  the  Prospective 
Payment  System  applied  controls  to  operating  costs  through  the  DRG 
mechanism,  but  did  not  deal  with  capital  costs.    By  the  mid-eighties, 
the  Federal  government  had  abandoned  support  of  external  regulation  of 
capital  decisions  in  the  field,  while  failing  to  provide  any  real 
incentives  which  would  stimulate  facilities  to  consider  community, 
rather  than  institutional,  need  in  allocating  funds  to  expansion  of 
facilities  and  equipment.    The  direction  in  which  facility  and 
equipment  resource  development  would  proceed  was  left  to  be  decided  on 
a  state-by-state  basis. 

A  number  of  states  repealed  controls  on  capital  investment  on  facility 
and  equipment  resources  when  the  Federal  requirement  was  relaxed,  but 
39  states  retained  some  level  of  control  over  such  expenditures.  The 
experience  in  the  repeal  states  has  been  instructive.     In  Arizona,  the 
number  of  nursing  homes  increased  by  50%,  and  eleven  new  hospitals 
were  under  development  in  1985  alone.     In  Colorado,  a  moratorium  on 
nursing  home  construction  was  reinstituted  after  occupancy  dropped  5% 
in  a  flurry  of  new  construction,  and  12  new  hospitals  have  been  added 
since  1987. 


237 


Health  Resource  Proliferation 

as  a  Factor  in  Health  Cost  Escalation 

Page  8 


States  Retaining  Certificate  of  Need,  1990 


Why  have  states  retained  capital  expenditure  review?    There  are  a 
number  of  reasons  cited  by  those  responsible  for  administering  the 
programs  in  one  of  the  39  states,  Missouri: 

1.  Controlling  capital  investment  in  facilities  saves  money.  In 
the  State  of  Missouri,  denials  and  forfeitures  of  nursing  home 
certificates  has  been  documented  as  preventive  $9  million  in 
Medicaid  billings  in  FY  1990. 

2.  Certificate  of  need  prevents  unnecessary  duplication. 
Construction  projects  denied  in  Missouri  since  1980  have 
prevented  $29  million  in  capital  costs  which  were  for  projected 
deemed  duplicative  or  otherwise  in  excess  of  need. 

3.  Mandatory  review  promotes  sharing  of  services.    Again,  in 
Missouri  it  is  estimated  that  negotiations  and  direction  from 
the  state  review  body  which  resulted  in  16  shared  Magnetic 
Resonance  Imaging  installations  and  5  shared  lithotriptors 
♦(serving  25  hospitals)  has  saved  as  much  as  $50  million  in 
costs  to  the  system. 

There  is  little  argument  that  investment  in  facilities  and  equipment 
resources  is  one  factor  driving  health  care  costs.     There  are  three 
components  to  that  cost — actual  cost  of  the  item,  debt  service 
incurred  to  make  the  investment,  and  operating  costs  over  the  life  of 
the  asset.     To  the  extent  such  costs  are  incurred  for  facilities  and 
equipment  which  are  in  excess  of  the  need  for  such  in  a  market  area, 
they  can  fairly  be  called  excess  costs.     As  long  as  those  costs  are 
incurred  at  minimum  risk  to  the  institutions  undertaking  the  project, 
the  incentive  for  institutions  is  to  invest  in  those  items  which  have 
the  highest  potential  return  without  regard  to  the  need  for  the 
particular  beds  or  services  supported.     That  is  precisely  what  seems 
to  be  happening  across  the  country  in  the  current  situation.     In  a 
real  sense,  we  have  returned  to  the  situation  in  the  forties  which 
stimulated  development  of  systems  of  external  review  and  control  in 
the  first  place.     In  the  capital  facilities  and  equipment  area,  we 
have  the  worst  of  all  possible  worlds — no  market  forces  and  no 
effective  external  controls. 

The  effects  can  be  seen  in  almost  any  metropolitan  area  in  1990. 
Responding  to  the  incentives  in  the  system,  hospital  managers  are 
directing  their  investments  toward  high  tech,  high  profit  equipment 
that  is  seen  as  maintaining  the  institution's  image.    An  example  of 
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the  impact  of  this  motivation  can  be  seen  in  the  situation  in  the  St. 
Louis  metropolitan  area  in  magnetic  resonance  imaging  (MRI)  capacity. 

Magnetic  resonance  imaging  is  a  diagnostic  technique  which  permits 
visualization  of  internal  organs  with  great  clarity  and  without  the 
exposure  to  ionizing  radiation  inherent  in  other  non-invasive  imaging 
approaches.     Capital  costs  associated  with  an  MRI  installation 
approximate  $3  million,  and  a  fully  operational  unit  should  be  able  to 
perform  2,000  procedures  per  year  with  normal  staffing.     In  the  St. 
Louis  area  there  are  currently  24  MRI  units  operating  or  under 
development.     They  represent  $72  million  in  capital  investment.  They 
will  provide  a  capacity  for  48,000  procedures  annually.  This 
represents    1  procedure  per  50  area  residents,  or  one  procedures  per  5 
admissions  to  these  hospitals. 


MRI  Units  in  Missouri,  1991 


The  decisions  of  these  institutions  to  acquire  this  technology  was  an 
economic  decision,  based  on  the  contribution  to  overall  profitability 
as  a  result  of  both  the  procedures  and  the  perception,  in  the  medical 
community,  that  they  were  "full-service"  as  a  result.     Management  can 
hardly  be  faulted  for  responding  to  the  incentives  that  are  built  into 
the  current  financing  system.     A  good  management  decision  for  these 
institutions,  however,  is  not  necessarily  a  good  decision  from  the 
perspective  of  the  needs  of  the  community.     The  availability  of  this 
diagnostic  tool  in  St.  Louis  is  clearly  very  good.    The  cost  of 
achieving  that  level  of  availability  to  the  system,  however,  is  very 
high,  and  access  to  the  service  is  still  dependent  on  the  individual 
having  a  source  of  payment.     The  institutions  providing  the  largest 
amounts  of  indigent  care  and  publicly-financed  services  do  not  have 
the  technology.     To  the  extent  that  volume  and  experience  with  the 
technology  contribute  to  accuracy  of  diagnosis,  low  volume 
installations  may  provide  a  lesser  quality  resource  than  high  volume 
installations.     In  addition,  there  is  also  considerable  to  utilize 
such  equipment  once  the  investment  is  made,  creating  potential  for 
inappropriate  use  which  also  contributes  to  the  cost  and  quality 
concern. 

Summary 

Health  resources  and  their  attributes  are  often  the  focus  of  public 
policy.    There  has  long  been  a  recognition  that  such  resources  have  a 
direct  relationship  to  total  health  care  costs  in  the  society. 
Furthermore,  experience  has  demonstrated  that  policies  which  attempt 
to  deal  with  one  aspect  of  health  resources  have  unanticipated  and/or 
undesirable  consequences,  either  for  another  aspect  of  the  resource  at 
which  the  policy  is  directed  or  on  another  resource  in  the  system. 


239 


Health  Resource  Proliferation 

as  a  Factor  in  Health  Cost  Escalation 

Page  10 

Summary 

Health  resources  and  their  attributes  are  often  the  focus  of  public 
policy.     There  has  long  been  a  recognition  that  such  resources  have  a 
direct  relationship  to  total  health  care  costs  in  the  society. 
Furthermore,  experience  has  demonstrated  that  policies  which  attempt 
to  deal  with  one  aspect  of  health  resources  have  unanticipated  and/or 
undesirable  consequences,  either  for  another  aspect  of  the  resource  at 
which  the  policy  is  directed  or  on  another  resource  in  the  system. 

In  a  market  economy,  where  consumers  are  knowledgeable,  financially- 
responsible,  and  exercise  choice  among  competing  sources  of  services 
and  products,   investment  decisions  of  those  sources  are  governed  by 
their  perception  of  consumer  desires  concerning  products  and  prices. 
The  health  care  market  does  not,  and  perhaps  cannot,  meet  these 
requirements  for  market  forces  effectively  to  regulate  the  nature  and 
distribution  of  resources  within  the  market. 

This  fact  has  led  to  a  long  history  of  attempts  to  substitute 
regulatory  controls  for  absent  market  forces  or  to  promote  market 
forces  through  various  public  and  private  purchasing  policies. 
Neither  approach  has  been  effective  in  allocating  resources  in  a  way 
which  promotes  broad  access  to  those  resources  or  in  controlling 
resource  costs  to  the  system. 

No  matter  what  direction  public  policy  concerning  organization  and 
financing  of  health  services  takes  in  the  future,  the  problem  of 
rational  allocation  of  resources  will  remain.     Indeed,  the  decisions 
being  taken  today  in  the  absence  of  either  effective  external  controls 
or  market  forces  will  further  distort  the  distribution  of  resources 
and  those  distortions  will  persist  over  the  life  of  the  facilities  and 
equipment  being  acquired. 

In  my  view,  the  manner  in  which  institutions  receive  reimbursement  for 
capital  expense  is  not  relevant  to  the  issue  of  how  they  invest  in 
facilities  and  equipment.     The  missing  element  in  the  resource 
equation  is  consideration  of  population-based  need  for  services  of  all 
kinds.     The  health  planning  structure  of  the  sixties  and  seventies 
began  to  identify  service  need  in  this  way,  but  became  distracted  by 
the  pressure  to  function  solely  as  a  cost-containment  mechanism.  If 
the  next  round  of  policies  adopted  to  deal  with  the  widely  perceived 
crisis  in  access  fails  to  recognize  the  community's  legitimate 
interest  in  the  resource  investments  which  feed  its  costs,  we  will 
continue  along  the  path  of  paying  more  and  more  for  hi  tech  services 
that  fewer  and  fewer  people  need.     Things  can  get  worse. — and  they 
will. 
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Mr.  Stark.  Thank  you,  Dr.  Kimmey. 

Jack  Meyer,  welcome  back.  Would  you  like  to  proceed? 

STATEMENT  OF  JACK  A.  MEYER,  PH.D.,  PRESIDENT,  NEW 
DIRECTIONS  FOR  POLICY,  WASHINGTON,  D.C. 

Mr.  Meyer.  Thank  you. 

Like  Dr.  Brook,  I  see  one  of  the  central  challenges  in  our  system 
as  ascertaining  what  is  good  medicine  and  who  is  good  at  providing 
it.  I  am  forecasting  that  we  are  headed  for  a  $1.9  trillion  health 
care  sector  in  the  year  2000.  That  would  be  a  tripling  of  total 
spending  under  business-as-usual  assumptions.  Official  Government 
forecasts  are  a  little  lower.  I  hope  they  are  right. 

The  real  problem  is  not  whether  it  is  17  percent  of  GNP,  as  I 
forecast  in  the  year  2000,  or  15,  but  what  we  are  getting  for  the 
money,  what  is  good  health  care.  I  outline,  in  my  testimony,  some 
of  the  forces  driving  spending  which  include  economic  factors  

Mr.  Stark.  Would  you  like  to  estimate  what  the  Medicare  share 
would  be  of  that  kind  of  money  by  the  year  2000? 

Mr.  Meyer.  Well,  let's  see,  today  you  are  about  $107  billion  out 
of  about  $700  billion,  so  that  is  a  little  more  than  one-seventh,  call 
it  15  percent.  So  take  15  percent  of  almost  $2  trillion  and  you  get 
what,  $300  billion? 

That  is  quick  math,  but  you  get  a  

Mr.  Stark.  I  will  go  right  past  the  Pentagon,  won't  I? 

Mr.  Meyer.  Yes,  I  think  eventually  you  will.  My  forecast,  by  the 
way,  assumes  only  that  real  health  spending  increases  over  and 
above  the  general  economy  as  it  has,  and  not  any  faster. 

The  second  central  challenge  is  to  get  away  from  the  inequitable 
distribution  of  our  subsidies  in  which  we  are  subsidizing  wealthy 
workers  and  executives  for  their  orthodontic  care  and  chiropractic 
care,  while,  at  the  same  time,  we  are  not  subsidizing  many  poor 
Americans  and  near  poor  and  low-income  people  for  basic  hospital 
and  physician  care  and  other  types  of  care. 

To  deal  with  these  issues,  I  recommend  several  general  strategies 
in  my  testimony.  These  include  some  new  approach  to  subsidizing 
low-income  Americans  that  is  totally  divorced  from  the  welfare 
system,  which  goes  to  them  because  they  are  low-income,  irrespec- 
tive of  their  family  and  work  status. 

We  also  need  some  kind  of  insurance  vehicle  available,  and  I 
would  put  a  mandate  on  employers  to  make  such  a  vehicle  avail- 
able— not  necessarily  to  fund  it,  but  to  sponsor  insurance.  We  also 
need  insurance  market  reform.  We  can't  turn  people  loose  in  this 
kind  of  market  and  say,  here  is  your  $2,000  Federal  chit  but  if  you 
have  diabetes  or  some  other  serious  condition,  that  will  cost  $6,000 
or  $7,000  or  $8,000.  Where  will  the  rest  of  the  money  come  from? 

Those  reforms  include  some  form  of  open  enrollment,  guaranteed 
renewability — you  know  the  list — limits  on  medical  underwriting, 
and  some  reinsurance.  In  other  words,  we  must  empower  consum- 
ers, but  also  help  them  to  get  into  large  groups. 

This  will  also  necessitate  reform  of  current  regulations  that  work 
against  small  employer  groups.  I  think  we  ought  to  preempt  the 
varying  State  mandates.  Instead  of  mandating  a  lot  of  health  serv- 
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ices  for  some  and  none  for  the  others,  we  ought  to,  if  we  are  going 
to  mandate  something,  mandate  a  basic  package  of  services. 

The  most  fundamental  thing  we  need  to  do  is  purchase  prudently 
in  the  private  and  public  sectors,  not  on  the  basis  of  the  behavior  of 
groups  of  doctors,  as  a  whole.  We  should  invest  the  resources  in  the 
kind  of  research  that  Dr.  Brook  and  others  are  doing  to  find  out 
what  works,  and  to  ascertain  who  does  it  best. 

We  also  need  private  employers  and  Medicare  selectively  con- 
tracting with  health  plans  and  providers  that  have  the  best  per- 
formance records.  And  we  also  need  to  offer  incentives  to  employ- 
ees and  beneficiaries  of  Government  programs  to  use  those  provid- 
ers that  are  not  doing  the  unnecessary  hysterectomy,  that  are  get- 
ting good  outcomes  on  ophthalmic  surgery,  and  so  on. 

And  we  should  combine  all  of  this  with  reforms  to  promote  man- 
aged care,  to  eliminate  laws  on  the  books  that  block  managed  care 
and  competition,  and  to  reform  our  tort  liability  system.  This  latter 
issue  is  an  agenda  in  itself.  Maybe  we  need  a  few  more  conferences 
on  the  relationship  between  the  way  we  pay  lawyers  and  health 
care  costs,  and  not  so  many  more  on  the  relationship  between  the 
way  we  pay  doctors  and  health  care  cost.  I  think  we  could  begin  to 
move  toward  a  more  efficient  and  equitable  distribution  of  our  re- 
sources, and  that  is  the  goal. 

Thank  you. 

[The  prepared  statement  follows:] 
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The  Forces  Driving  Health  Care  Costs 

There  are  three  key  problems  in  health  care  today.  First,  the  real  cost  of  care  is  rising 
sharply  and  continuously.  Second,  widespread  access  problems  are  becoming  even  more 
serious  as  the  "free  care"  system  and  hidden  subsidies  dry  up.  Third,  we  have  not  mounted 
any  systematic  effort  to  define  and  measure  the  quality  of  the  health  care  services  we  are 
buying,  to  assess  the  relative  ability  of  providers  to  deliver  those  services,  and  to  use  that 
information  to  purchase  care  selectively  in  consumers'  best  interests. 

There  are  also  powerful  forces  pushing  up  health  care  spending.  New  medical  technology  is 
being  introduced  into  the  marketplace  at  a  rapid  and  accelerating  pace.  Federal  tax  subsidies 
underwrite  the  overuse  of  health  care  services  even  as  many  low  and  moderate-income 
families  are  left  to  fend  for  themselves.  Demographic  trends  -  most  notably  the  aging  of  our 
population  -  will  drive  spending  even  higher  in  the  future,  while  public  health  threats, 
including  AIDS  and  drug  and  alcohol  abuse,  are  adding  substantially  to  it  now.  And  our 
medical  malpractice  system  exacerbates  the  problem  by  fostering  the  practice  of  "defensive 
medicine"  -  ordering  extra  tests  and  procedures  to  protect  providers  from  potential  legal 
claims. 

I  will  be  elaborating  on  these  and  other  factors  that  are  driving  health  care  spending  in  the 
United  States,  as  well  as  touching  upon  the  problems  of  access  and  quality  of  care.  I  will 
start  by  outlining  some  of  the  underlying  forces  that  have  helped  to  shape  the  current 
situation. 

Underlying  Forces 

The  debate  over  the  cost  of  health  care  has  focused  on  the  peculiar  structure  of  the  health 
care  financing  system.  Although  this  is  important,  other  factors  -  some  of  them  external  to 
the  system  -  are  equally  critical.  The  full  explanation  lies  in  a  complex  array  of  economic, 
demographic,  epidemiological,  social,  and  legal  forces,  all  interacting  with  the  way  health 
care  is  organized,  delivered,  and  financed. 

It  is  tempting  to  look  for  one  "villain"  that  can  be  held  responsible  for  the  growth  in  health 
care  spending.  Employers  often  blame  doctors  and  hospitals,  while  providers  point  to 
government  and  the  medical  malpractice  system.  Some  blame  the  patient  for  over-using 
services,  and  insurers  are  criticized  for  not  monitoring  the  behavior  of  providers  and 
consumers  more  closely. 

In  fact,  the  problem  is  the  system  itself  -  and  all  of  the  participants  in  it.  The  failure  to 
understand  this  is  at  the  root  of  many  misguided  policy  prescriptions.  By  targeting  only  one 
"culprit,"  such  remedies  are  doomed  to  fail. 

The  ability  of  most  Americans  to  pay  for  health  care  has  increased  with  their  incomes.  Real 
income  per  capita  (in  terms  of  purchasing  power)  in  the  United  States  is  the  highest  in  the 
world. 

There  is  a  strong  relationship  between  real  income  and  health  care  spending,  and  many 
Americans  insist  on  the  best  health  care  that  money  can  buy.  Ironically,  by  inflating  costs, 
the  desire  to  "have  it  all"  has  exacerbated  the  access  problem,  as  a  disturbingly  high  number 
of  citizens  cannot  afford  even  basic  health  care  coverage.  Public  health  trends  are  also 
contributing  to  rising  expenditures.  Estimates  of  the  cost  of  the  AIDS  epidemic  alone 
indicate  that  federal  spending  on  this  disease  will  reach  $4.3  billion  in  1992,  up  from  $2.2 
billion  in  1989.  Meanwhile,  destructive  behaviors  such  as  smoking  and  alcohol  and  drug 
abuse  add  billions  more  to  the  total  health  care  bill.  A  recent  government  study  determined 
that  smoking  leads  to  $22  billion  a  year  in  additional  medical  costs  and  another  $43  billion  in 
lost  productivity. 
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Changing  demographics  also  will  be  driving  health  care  expenditures  in  the  years  ahead.  The 
growth  and  aging  of  our  population  increased  spending  by  only  about  one  percentage  point  a 
year  over  the  1977-1987  period.  Population  aging  will  become  a  more  important  factor  in 
the  future,  however,  when  the  baby-boom  generation  reaches  retirement  age,  since  older 
people  use  more,  and  costlier,  health  care  services.  This  will  be  particularly  important  to  the 
future  costs  of  the  Medicare  program. 

The  virtual  explosion  in  the  development  and  diffusion  of  new  medical  technology  in  the 
U.S.  is  an  increasingly  important  force,  with  Americans  expecting  ready  access  to  these  new 
and  expensive  technologies.  The  great  flaw  in  this  world  of  technological  advancement  is 
that  these  medical  procedures  are  not  being  properly  assessed  to  determine  their  true 
effectiveness.  The  system  needs  good  information  on  outcomes  and  quality  so  that  sound 
decisions  can  be  made  about  the  appropriate  use  of  such  procedures. 

Medical  malpractice  has  both  direct  and  indirect  effects  on  health  care  spending.  Malpractice 
insurance  premiums  directly  raise  health  care  costs,  but  even  more  important,  the  threat  of 
litigation  and  enormous  awards  contributes  to  the  practice  of  defensive  medicine. 

Factors  Internal  to  the  Health  Care  System 

While  all  of  the  factors  noted  above  contribute  significantly  to  rising  health  care  spending,  the 
way  the  health  care  system  itself  is  organized  is  also  of  critical  importance.  In  general,  it  has 
not  contained  proper  incentives  for  either  consumers  or  providers  to  use  services  cost- 
effectively.  Although  this  is  beginning  to  change,  there  is  still  much  more  to  be  done  in  this 
area. 

The  fragmentation  of  the  health  care  system  —  with  inadequate  emphasis  on  primary  care, 
prevention,  and  patient  education  ~  is  also  raising  the  levels  of  health  care  spending.  A  lack 
of  early,  preventive  care  often  results  in  greater  use  of  intensive,  costly  care  down  the  road. 
Moreover,  institutional  care  and  traditional  "med-surg"  services  are  over-emphasized, 
whereas  innovative,  non-traditional  programs  such  as  worker  safety  and  drug  and  alcohol 
counseling  are  proving  cost-effective  in  the  long  run. 

Intensity  of  care  provided  -  the  resources  used  per  encounter  with  the  health  care  system  - 
has  become  a  particularly  important  cost-driver  in  the  United  States.  The  U.S.  hospital 
industry  employs  more  people  per  patient  than  other  countries,  and  has  far  more  high-tech 
equipment  available  to  treat  patients.  Intensity  will  become  an  even  more  important 
determinant  of  how  much  is  spent  on  health  care  in  the  future. 

Of  course,  more  intensity  is  frequently,  though  not  always,  associated  with  more  benefits  as 
well  as  more  costs.  New  technology  can  save  lives  and  improve  quality  of  life.  It  can  also 
be  wasteful  and  redundant.  In  order  to  control  costs,  we  will  need  better  technology 
assessment.  But  we  will  also  need  to  make  tough  decisions  about  who  gets  access  to 
advanced  technology,  and  under  what  conditions. 

Unlike  intensity  of  care,  which  is  demonstrably  growing,  utilization  -  the  number  and  length 
of  encounters  with  the  health  care  system  -  presents  a  mixed  picture.  Use  of  inpatient 
services  has  declined,  and  inpatient  hospital  utilization  is  very  low  in  the  U.S.  compared  with 
other  countries.  Conversely,  the  number  of  outpatient  visits  has  risen  significantly,  as  some 
services  are  shifted  to  ambulatory  settings. 

Americans  have  shorter  hospital  stays  than  citizens  of  other  nations.  Despite  shorter  stays, 
however,  Americans  run  up  larger  bills  while  in  the  hospital.  The  U.S.  spends  about  twice 
as  much  per  capita  as  the  United  Kingdom  on  health  care,  even  though  average  hospital  stays 
in  the  U.K.  are  twice  as  long. 

Clearly,  then,  relatively  high  spending  for  health  care  in  the  U.S.  is  not  the  result  of 
Americans  going  to  the  doctor  more  often,  entering  the  hospital  more  frequently,  or  staying 
in  the  hospital  longer  than  their  counterparts  in  other  countries.  If  anything,  the  reverse  is 
true. 
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Medical-Specific  inflation 

Another  important  element  of  rising  health  care  spending  is  medical-specific  inflation  over 
and  above  the  general  economy- wide  inflation  rate.  Between  1977  and  1987,  prices  of 
personal  health  care  services  increased  at  a  compound  average  annual  rate  of  7.3  percent, 
compared  with  a  5.7  percent  average  annual  increase  in  the  GNP  deflator.  Prices  of  health 
care  services  are  reflected  in  the  salary  levels  of  health  care  workers.  For  example, 
physicians'  average  income  in  the  U.S.  is  much  higher  than  in  other  industrial  countries;  in 
1987,  the  average  was  $132,300  in  the  United  States  compared  with  $84,833  in  Canada.  Of 
course,  paying  doctors  less  money  can  bring  costs  as  well  as  benefits. 

The  Access  Problem 

Today,  at  least  one  of  eight  Americans  has  no  health  insurance,  while  millions  more  are 
under-insured.  Our  welfare  system  screens  many  poor  people  out  of  Medicaid  coverage, 
while  many  lower-wage  jobs  do  not  include  private  insurance  coverage.  In  addition,  pre- 
existing health  conditions  price  (or  screen)  many  people  out  of  affordable  coverage.  Payers 
are  vying  for  the  good  risks  and  disposing  of  the  bad.  Other  people  are  uninsured  because 
they  or  their  employers  (mostly  smaller  firms)  simply  cannot  afford  the  comprehensive 
coverage  mandated  in  most  states,  even  if  they  could  afford  more  basic  coverage.  The  cost 
and  access  problems  are  two  sides  of  the  same  coin,  and  should  be  addressed  together. 

The  Need  for  Prudent  Purchasing 

Business,  labor,  and  government  need  to  change  the  way  they  purchase  health  care.  To  help 
them  do  so,  we  must  make  greater  investments  in  outcomes  research  and  evaluation,  which 
will  help  providers  determine  standards  of  appropriate  care.  Otherwise,  bill  payers  are 
underwriting  an  unknown  mix  of  appropriate,  unnecessary,  and  even  harmful  care. 

A  corresponding  investment  must  be  made  in  getting  information  about  the  comparative 
performance  of  individual  providers  in  delivering  effective  care  in  an  efficient  manner.  This 
information  should  be  made  public,  to  help  educate  consumers  and  purchasers. 

The  Basic  Elements  of  a  New  Approach 

1)  Medicaid  Expansion/Tax  Credits 

—  Refundable  federal  income  tax  credit  could  enable  all  low-income  consumers  to  buy 
at  least  basic  health  coverage 

o  This  credit  could  be  funded  by  a  ceiling  on  the  current  exclusion  of  employer- 
paid  insurance  from  income  tax 

-  Alternatively,  Medicaid  could  be  expanded  to  more  (or  all)  of  the  poor,  and  the 
near-poor  allowed  to  "buy  in"  by  making  income-related  contributions 


2)  Medicaid  Reform 

-     Medicaid  must  be  reformed  as  it  is  expanded 

o  This  means  making  greater  use  of  managed  care  techniques,  risk-sharing 
arrangements  with  providers,  and  reimbursement  rates  that  encourage  provider 
participation 

3)  Tax  Incentives 

~  The  self-employed  and  unincorporated  businesses  should  be  allowed  full  deductibility 
of  health  insurance  premiums  if  the  tax  exclusion  of  employer-paid  premiums  for 
employees  of  corporations  is  maintained 

-  Temporary  tax  incentives  for  small  employers  to  offer  and  finance  part  of  the  cost  of 
health  insurance  also  should  be  considered 
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4)  Enhanced  Managed  Care 

--  Managed  care  as  practiced  by  leading  private  employers  incorporates  several  basic 
principles  of  cost  control  and  quality  improvement 

o  Measuring  and  comparing  provider  quality  and  performance 

o  Purchasing  on  the  basis  of  value  -  quality  in  relation  to  cost 

o  Giving  individuals  strong  financial  incentives  to  use  selected  providers 

o  Managing  health  care 

o  Emphasizing  prevention  and  wellness 

-  Medicare  must  be  included  with  private  purchasers  in  a  successful  strategy  to  reform 
health  care  markets  on  the  basis  of  managed  care 

5)  Regulatory  Reforms 

-  Regulatory  barriers  to  expanding  coverage  and  controlling  costs  must  be  removed 

o    State  mandated  benefits  should  be  preempted  by  the  federal  government 

o    Anti-competitive  laws  that  stifle  selective  contracting  with  providers  and 
utilization  review  should  be  eliminated 

o    New  ground  rules  are  needed  for  the  private  insurance  industry  to  make 
coverage  more  available  and  affordable  to  all  Americans 

6)  Reforms  in  the  Tort  System 

-  Malpractice  insurance  costs  and  the  practice  of  defensive  medicine  to  avoid 
malpractice  claims  are  raising  costs  for  all  purchasers  of  health  care 

o  Part  of  the  answer  to  health  care  reform,  then,  is  reform  of  the  legal  system  ~ 
such  as  use  of  alternative  dispute  resolution  mechanisms,  limits  on  awards  and 
contingency  fees,  etc. 

7)  Mandate  on  Consumers 

-  Mandate  on  individuals  to  have  at  least  basic  coverage  is  needed  to  eliminate  "free 
riders"  from  the  system 

o  This  could  only  be  imposed  after  assuring  that  tax  credits/Medicaid  expansion 
and  insurance  reforms  enfranchise  all  consumers 

8)  New  Approach  to  Medicare 

-  Structural  changes  are  needed  in  Medicare  to  deal  with  changing  demographics 

o    Managed  care  alone  cannot  control  costs 

o  Higher-income  older  Americans  will  have  to  be  asked  to  pay  more  of  the  costs 
of  the  program 

o    The  age  of  eligibility  for  Medicare  may  need  to  be  raised  in  the  next  century. 
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Mr.  Stark.  Thank  you. 

Let  me  deal  with  malpractice  since  you  touched  on  that.  We  had 
a  health  retreat  6  or  7  years  ago,  just  about  the  time  that  I  became 
chair  of  the  committee.  During  that  retreat,  someone,  maybe  some- 
one at  this  table,  suggested  that  something  like  98  percent  of  all 
malpractice  awards  could  not  have  been  prevented  by  defensive 
medicine.  Does  that  sound  reasonable  or  unreasonable  to  any  of 
you? 

In  other  words,  in  the  cases  where  somebody  got  a  big  award,  the 
doctor  had  cut  off  the  wrong  leg.  I  mean  you  couldn't  have  taken 
an  extra  x  ray,  you  just  had  the  x  ray  on  the  wrong  leg.  I  begin  to 
suspect  that  while  there  may  be  a  tremendous  amount  of  harass- 
ment in  a  lot  of  nuisance  claims  and  a  lot  of  jury  shopping  by  law- 
yers, that  defensive  medicine  is  not  necessarily  related  very  much 
to  malpractice.  That  the  malpractice  threat  may  be  an  excuse.  Do 
any  of  you  want  to  comment  on  that?  Also,  I  would  think  the  prob- 
lem would  be  the  contingent  payment  system  that  personal  injury 
lawyers  operate  under  more  than  doctors  buying  three  extra  x  rays 
or  doing  two  extra  blood  tests. 

Paul,  do  you  want  to  comment  on  that?  Were  you  the  guy  who 
said  that? 

Mr.  Ginsburg.  No,  I  was  not,  but  I  was  at  that  meeting. 

Mr.  Stark.  Somebody  did  mention  that,  did  they  not? 

Mr.  Ginsburg.  Yes,  it  does  not  surprise  me.  Of  course,  what  we 
are  dealing  with  are  physicians'  perceptions  of  what  type  of  risks 
they  are  under.  I  believe  that  there  are  some  data  that  show  physi- 
cians' perceptions  are  far  in  excess  of  their  actual  risk  of  being 
sued. 

But  if  indeed  they  do  have  these  perceptions,  even  if  it  is  not 
very  effective  defensive  medicine,  it's  something  that  they  do.  Thus 
we  still  have  a  public  policy  problem  and  a  cost  problem  to  deal 
with. 

Mr.  Stark.  OK.  Let  me  deal  with  one  other  old  spouse's  tale  that 
concerns  me  and  which  I,  in  my  cavalier  fashion,  tend  to  toss  out.  I 
think  it  was  Professor  Silvers.  Did  you  talk  about  copayments  and 
overutilization  by  individuals? 

Who  did?  One  of  you,  in  your  testimony — Dr.  Brook. 

I  have  always  had  the  feeling  that  an  otherwise  stable  individual 
doesn't  run  around  and  try  to  see  the  doc.  I  don't  go  out,  on  a  nice 
afternoon,  and  shop  for  a  buy  in  a  proctoscopic  examination.  You 
could  take  all  the  copays  off  and  I  am  not  going  to  get  patients 
clamoring  for  extra  ones. 

I  suspect  that  people  don't  like  barium  enemas  much  more. 
Maybe  some  of  them  are  unnecessary,  but  I  can't  totally  accept  the 
idea  that  the  patient  buys  selectively.  The  primary  care  physician 
or  my  gatekeeper  may  buy  for  me,  but  the  patient  tends  not  to  be  a 
purchaser.  And  when  I  am  a  purchaser  I  am  not  a  very  well  in- 
formed one.  Either  through  fear  or  immediacy,  I  usually  don't  have 
much  choice.  As  a  matter  of  fact,  I  don't  know  about  the  price,  and 
I  don't  care,  because  I  have  got  a  third-party  payer. 

Do  you  want  to  comment  on  that?  Am  I  on  the  wrong  track? 

Dr.  Brook.  Sure.  Let  me  comment  first  on  your  malpractice  ques- 
tion and  then  answer  this  one. 

Mr.  Stark.  Yes. 
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Dr.  Brook.  I  was  thinking  of  what  Paul  was  saying,  indeed,  most 
malpractice  cases  are  ones  where  there  are  obvious  problems.  That 
is  where  the  money  goes.  But  if  the  doctor's  perception  of  the  world 
is  that  he  could  be  sued  because  he  didn't  perform  the  proper  test, 
and  if  that  perception  is  coupled  with  his  desire  to  do  good  and  the 
only  thing  he  knows  to  do  is  to  use  the  tools  that  he  has  which  are 
all  of  these  fancy  technologies  and  drugs,  and  his  own  skills,  then 
those  two  perceptions  and  desires  dramatically  increase  the 
amount  of  things  that  are  done.  This  can  occur  even  in  the  face  of 
the  fact  that  the  large  malpractice  awards  are  only  going  for  obvi- 
ous errors  such  as  cutting  off  the  wrong  leg,  or  doing  things  that 
there  is  some  direct  evidence  produced  some  harm. 

So  the  data  do  not  necessarily  mean  that  the  malpractice  issue  is 
not  driving  up  costs  dramatically.  We  don't  have  a  lot  of  evidence 
to  support  that  or  a  lot  of  studies  of  that  subject,  but  there  is  no 
doubt  in  my  mind  that  those  two  things  are  very  powerful  forces 
that  can  enhance  each  other. 

Mr.  Stark.  I  mean  not  necessarily  a  rational  force? 

Dr.  Brook.  Well,  I  think  the  counterforce  to  that  has  got  to  be 
specific  guidelines,  so  let's  say  we  decide  that  we  want  to  offer 
American  women  a  Pap  smear  every  3  years  and  women  do  not  get 
one  every  year  because  the  doctor  says,  I  am  not  doing  it  every 
year.  If  he  gets  sued  because  that  woman  developed  invasive  cervi- 
cal cancer  between  the  first  and  the  second  year,  then  that  is 
unfair.  I  think  we  need  some  changes  in  the  law  to  protect  physi- 
cians from  not  doing  things  that  are  equivocal  or  even  inappropri- 
ate. 

Mr.  Stark.  While  we  are  on  that  topic — as  you  are  well  aware, 
Mr.  Gradison  and  I  had  some  legislation  passed,  I  think  it  was  last 
year,  on  outcomes  research  and  guidelines.  Would  you  care  to  com- 
ment on  how  well  you  think  HCFA  is  doing  in  carrying  out  our  leg- 
islative mandate? 

Dr.  Brook.  Well,  most  of  it  I  think  is  going  to  the  agency  of 
Health  Care  Policy  and  Research.  Most  of  it  is  being  used  to  learn 
more  about  how  to  do  things  better.  But  I  think  we  also  need  more 
investment  into  the  areas  of  improving  the  methods  and  the  tools 
for  setting  guidelines  and  for  getting  them  set  very  rapidly.  In  my 
written  testimony,  I  argue  that  the  only  way  we  are  going  to  do 
that  is  to  build  up  the  institutional  capability  in  a  number  of  the 
major  academic  centers  in  this  country  to  produce  guidelines. 
There  are  no  good  guidelines  right  now  that  can  actually  be  pulled 
off  the  shelf  and  used. 

For  instance,  if  I  asked  you  to  find  me  a  set  of  explicit  guidelines 
of  what  is  good  care  for  a  person  with  a  heart  attack,  you  might 
refer  me  to  a  few  medical  textbooks  or  a  few  review  articles,  but  I 
couldn't  find  an  explicit  set  of  guidelines  at  the  moment.  And  I 
think  we  need  to  be  able  to  find  such  a  set. 

Mr.  Stark.  Is  there  a  resistance  to  that  among  the  medical  com- 
munity? 

Dr.  Brook.  Well,  we  have  managed  to  work  very  nicely  with  the 
American  Medical  Association  who  is  supporting  this  activity.  I 
think  the  resistance  at  the  moment  is  to  producing  adequate  funds 
to  get  this  done.  I  am  sorry  to  say  that  but  most  industries,  other 
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than  medicine,  spend  1  or  2  percent  of  their  money  on  trying  to 
develop  standards. 

Mr.  Stark.  Didn't  we  direct  some  money  to  be  

Dr.  Brook.  Yes,  I  suspect  that  you  did  and  some  of  it  has  gone  to 
develop  guidelines.  I  think  we  need  more  investment  in  guideline 
development  and  I  think  that  also  some  of  that  investment  needs 
to  be  put  into  a  cooperative  consortium  of  activities  to  get  this 
done.  So  I  think  it  is  both  the  need  for  more  funds  and  the  need  to 
build  up  some  institutional  commitment. 

Mr.  Stark.  Would  you  care  to  give  me  a  memo  or  a  letter  with  a 
little  more  detail,  because  this  is  an  area  in  which  we  felt  that 
there  was  some  agreement  that  this  would  get  done,  and  perhaps 
just  a  little  prodding  or  reminder  would  get  it  back  on  track.  But  I 
share  your  view  that  it  is  tremendously  important  and  should  get 
done. 

[The  following  was  subsequently  received:] 
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April  24,  1991 


Robert  H.  Brook,  M.D. 


The  Honorable  Fortney  H.  Stark  2ireH%  P,™„,m 

J  Health  Sciences  Program 

U.S.  House  of  Representative 

239  Cannon 

Washington,  DC  20515-0509 
Dear  Mr.  Stark: 


Thank  you  very  much  for  the  opportunity  to  write  this  letter  following 
up  on  my  testimony  before  the  House  Ways  and  Means  Committee.     As  you 
requested,  1  am  sending  you  specific  information  about  what  might  be 
needed  to  restructure  the  health  care  system  and  increase  the 
availability  of  practice  parameters,  guidelines,  and  standards. 

As  I  said  in  my  testimony,  I  don't  believe  that  any  restructuring  of  the 
American  health  care  system  will  improve  the  health  of  all  Americans 
unless  it  has  a  strong  clinical  component.  Specifically, 
appropriateness  of  care  must  be  improved  to  eliminate  underuse  and 
overuse  of  care  and,  thereby,  create  a  better  match  between  what  people 
need  and  what  the  system  gives  them. 

Accomplishing  this  involves  three  comprehensive  activities:  (1) 
developing  guidelines  and  standards  for  the  use  of  procedures :  (2) 
developing  and  publishing  quality- of- care  measures  the  public  and 
employers  can  use  to  choose  health  plans  in  their  areas;  and  (3) 
gathering  information  on  quality  of  care  in  other  countries  that 
may  provide  lessons  for  restructuring  our  health  system. 

The  Agency  for  Health  Care  Policy  and  Research  is  the  most  appropriate 
institution  to  organize  and  fund  these  activities.    However,  if  we  are 
to  undertake  them  quickly  enough  to  affect  health  care  in  this  century, 
the  agency  must  have  two  things -  - sufficient  funds  to  invest  and  the 
authority  to  fund  cooperative  research  ventures  in  these  areas. 

To  move  ahead  on  the  first  activity,  simultaneous  work  must  be  done  in 
three  domains:     improving  the  methods  for  developing  guidelines,  using 
existing  methods  to  produce  new  guidelines  so  that  they  can  be  used 
immediately,  and  collecting  data  for  determining  whether  guidelines  are 
met.     Timely  execution  of  this  work  requires  a  cooperative  effort  and 
sustained  funding. 

To  illustrate,  we  have  put  together  a  consortium  of  12  academic 
institutions  and  the  American  Medical  Association.    The  purpose  of  this 
consortium  is  to  develop  quickly  practice  guidelines  and  standards  for 


213  393 -0411 


1700  Main  Street,  PO  Box  2138 
Santa  Monica,  CA  90407-2138 


250 


THE  RAND  CORPORATION 

-  2  - 


the  12  to  15  most  expensive  procedures,  as  judged  by  the  amount  of  money 
spent  on  them  through  Medicare.     In  addition,  we  will  improve  the 
methods  by  which  appropriateness  is  measured  and  test  out  the  guidelines 
in  the  Consortium's  hospitals.    We  have  already  selected  the  procedures 
and  have  agreed  among  ourselves  which  institution  would  be  responsible 
for  what  procedure. 

Lack  of  funds  is  the  major  obstacle  to  progress  in  this  work.  We 
believe  it  requires    an  investment  of  at  least  $7  to  $10  million  a  year 
if  we  are  going  to  to  affect  the  delivery  of  health  care  in  the  near 
future.    Also  required  is  a  mechanism  that  would  let  the  agency  fund 
this  endeavor  as  a  single  package.    We  cannot  make  substantial  progress 
if  each  academic  institution  must  compete  against  others:     The  amount  of 
effort  expended  in  competition  will  prevent  timely  development  of 
guidelines  and  would  have  a  much  higher  payoff  if  invested  in  the 
research.     Further,  some  mechanism  must  found  to  get  this  activity  under 
way  quickly.     In  the  usual  grant  cycle,  it  takes  15  to  18  months  before 
work  can  begin. 

The  second  necessary  activity  involves  informing  the  public  about  the 
quality  of  care  that  health  care  organizations  offer  them- -regardless  of 
the  kind  of  health  care  system  we  may  ultimately  have.     RAND  has  also 
put  together  a  consortium  of  11  Health  Maintenance  Organizations  (HMOs) 
including,  among  others,  major  Independent  Practice  Associations  (IPAs) 
and  the  Southern  California  Kaiser,  as  well  as  HMOs  and  IPAs  from  around 
the  country.     The  purpose  of  this  consortium  is  to  rapidly  develop  and 
publicly  release  quality  measures  of  the  health  care  providers  in  an 
area.     These  measures  can  be  used  by  employees  when  they  are  choosing  a 
health  plan  or  by  employers  when  they  select  plans  to  offer  their 
employees.     It  could  also  be  used  to  determine  how  the  performance  of  the 
health  care  system  changes  as  a  function  of  new  health  legislation. 

To  develop,  test,  prove,  and  release  these  measures  would  take  $10  to 
$12  million  over  a  three  year  period  and,  again,  this  should  be  funded 
as  a  cooperative  effort.     Otherwise,  the  public  will  continue,  for  the 
foreseeable  future,  to  be  without  means  of  assessing  the  quality  of 
health  care  plans,  and  we  will  not  be  able  to  balance  cost  and  quality 
concerns . 

The  third  activity  addresses  what  is  to  be  learned  from  other  countries' 
experience- -a  subject  that  was  discussed  at  length  in  the  committee 
meeting.     Unfortunately,  there  has  been  almost  no  work  comparing,  at  a 
clinical  level,  what  is  actually  being  accomplished  in  countries  such  as 
Canada,  France,  and  Germany,  relative  to  the  state  of  health  care  in  the 
United  States. 
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It  is  extremely  important  that  we  start  research  to  provide  you 
information  about  this  issue  if  the  lessons  from  other  countries  can 
help  in  restructuring  the  U.S.  health  care  system.     In  particular,  we 
need  to  know,  at  a  clinical  level,  just  how  many  necessary  services  are 
not  provided  in  these  countries,  if  any,  and  whether  or  not  these 
countries  have  been  successful  in  eliminating  medically  unnecessary 
activities  as  they  have  undertaken  their  cost  containment  activities . 

At  RAND,  we  have  pioneered  methods  to  measure  the  consequences  of  these 
systems  and  have  actually  performed  relevant  work  in  the  United  Kingdom. 
We  are  currently  studying  the  use  of  coronary  angiography  and  bypass 
surgery  in  Canada,  relative  to  use  in  the  United  States.    Within  two 
years,  we  should  be  able  to  answer  the  questions  about  necessary 
services  and  the  effect  of  cost  containment  on  appropriate  care- -at 
least  for  Canada.     Obviously  more  work  needs  to  be  done  and,  again, 
additional  funds  will  be  necessary  to  accomplish  these  tasks. 

I  believe  that  the  health  services  research  field  has  matured 
substantially  in  the  last  10  to  15  years.     If  sufficient  funds  were 
available  and  if  mechanisms  were  established  to  allocate  those  funds  to 
the  cooperative,  generalizable  kind  of  research  I  described  above,  the 
output  from  this  field  could  significantly  inform  the  discussion  as  you 
and  your  colleagues  shape  the  American  health  care  system  of  the  future. 
As  a  physician,  I  believe  that  if  we  had  more  clinical- level  information 
about  what  works  and  what  doesn't  in  our  system  and  in  other  countries, 
that  restructuring  of  the  U.S.  system  would  be  more  likely  to  enhance 
the  health  of  the  American  people  at  a  price  that  we  are  willing  to  pay. 

Thank  you  again  for  asking  me  to  provide  you  this  letter.     I  am 
enclosing  a  copy  of  two  articles  we  wrote  on  the  U.K.  health  care 
system.     If  I  can  provide  any  further  information,  please  let  me  know. 

Sincerely  yours, 


Robert  H.  Brook,  M.D. 


[The  articles  referred  to  were  provided  to  Mr.  Stark.] 
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Dr.  Brook.  Can  I  come  back  to  the  question  of  coinsurance? 
Mr.  Stark.  Please. 

Dr.  Brook.  I  am  sorry,  but  I  think  you  are  right.  I  don't  want  to 
go  on  record  as  saying  that  medical  solutions  alone  will  solve  the 
cost  problem.  I  do  want  to  say  that  economic  incentives  will  be  an 
integral  part  of  any  solution  and  that  in  the  RAND  health  insur- 
ance experiment  when  we  made  people  pay  money  they  reduced 
their  use  of  a  doctor  by  a  third.  That  is  not  necessarily  good  be- 
cause people  stop  going  to  a  physician  for  things  that  they  need  as 
well  as  things  they  don't  need.  Restructuring  the  health  system 
must  include  the  availability  of  denial  standards  integrated  into  a 
set  of  economic  principles  and  incentives  that  make  them  comple- 
ment each  other. 

Let  me  give  you  one  last  point.  If  we  are  to  have  competition  in 
this  health  care  system  between  health  plans,  then  we  have  got  to 
have  some  publicly  available  measures  of  quality  of  care  so  that 
each  of  us  can  decide  which  plan  we  would  like  to  enroll  in.  We 
just  can't  have  a  score  card  that  says  how  much  the  premium  is 
going  to  cost.  Another  thing  that  could  be  accomplished  now  is  to 
develop  publicly  available  measures  of  the  performance  of  plans,  of 
different  managed  care  plans  and  give  them  to  people  at  the  time 
that  they  need  to  make  a  choice. 

That,  coupled  with  price  differences  might  actually  begin  to 
move  this  system  in  the  direction  that  we  want  to  move  it. 

Mr.  Stark.  But  even  if  I  am  successful  and  we  end  up  with  a 
single-or-all-payer  system,  you  still  need  that  information  because 
if  you  have  a  multiplicity  of  options  for  the  beneficiary,  they  still 
have  to  be  able  to  make  an  enlightened  choice  and  that  would  help. 

Dr.  Brook.  We  went  to  the  UK,  which,  as  you  know,  has  not  only 
a  single-payer  health  system  but  it  has  salaried  doctors  and  there 
is  little  incentive  given  the  constraint  and  physical  resources  to  do 
anything  unnecessary  yet,  even  in  a  single-payer  system,  if  you 
don't  have  standards  for  what  you  are  doing,  it  isn't  necessarily  the 
case  that  the  things  that  you  want  to  be  done  are  done  and  the 
things  you  don't  aren't.  The  professor  of  cardiology  in  Nottingham 
with  whom  we  worked  was  more  shocked  about  this  finding  than 
we  were.  Basically  this  research  reinforces  the  notion  that  no 
matter  what  kind  of  economic  system  we  have,  whether  we  have  a 
one-payer  or  a  multipayer  system,  we  basically  need  to  decide  what 
we  want  to  do  and  separate  out  the  things  we  want  to  do  from  the 
things  we  don't. 

Now,  I  would  add  that  there  is  a  lot  of  hope  in  this.  I  am  not  a 
doomsday  person  at  this  moment.  The  work  we  have  done  in  inap- 
propriate and  equivocal  care  indicates  to  me  that  we  could  easily 
eliminate  a  third  of  our  care  and  replace  it  with  all  of  these  new 
things  that  are  coming  out  of  my  university  and  every  other  uni- 
versity that  probably  are  much  more  efficacious  and  are  much 
better  able  to  increase  the  health  of  people,  as  well  as  to  provide 
care  for  those  people  who  don't  have  any  insurance  at  the  moment. 

We  must  examine  very  hard  what  we  are  doing,  be  brave  about 
it,  get  rid  of  the  things  that  don't  work  and  add  the  things  that  do. 
I  think  we  can  achieve  the  goal  that  we  all  want  to  achieve,  if  we 
did  that. 
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Mr.  Stark.  Let  me  just  finish  up  with  one  other  thing.  Let's  look 
on  your  chart  3,  just  because  we  had  the  Aetna  Insurance  Co.  tell 
us  yesterday  that  they  had  the  solution  to  all  problems.  Their 
answer  was  if  I  would  only  spend  enough  money,  quality  would  go 
up.  And  obviously  if  I  do  not  spend  enough  money,  quality  will  de- 
cline. Also,  they  said,  quality  is  a  function  of  free  choice  by  Ameri- 
cans. So  if  you  limit  choice,  or  if  you  control  the  medical  costs, 
quality  will  go  down.  If  you  use  managed  care,  quality  will  go  up — 
an  illogical  kind  of  relationship  which  I  had  a  little  trouble  under- 
standing. 

Do  you  think  there  is  a  direct  linkage  between  how  much  you 
spend  and  how  much  quality  you  get  in  this  country?  Is  that  a 
link? 

Dr.  Brook.  Well,  on  a  per  capita  patient,  going  back  to  the  unin- 
sured in  California,  I  basically  believe  that  if  you  don't  spend  very 
much  and  you  make  them  wait  a  long  time — — 

Mr.  Stark.  Assuming  the  person  is  in  the  system. 

Dr.  Brook.  You  can  be  in  a  system  and  be  waiting  in  an  emer- 
gency room  for  8  hours,  or  you  can  be  waiting  in  a  city  hospital  or 
you  can  be  waiting  for  a  doctor  to  come  because  there  aren't 
enough  of  them.  Yes,  it  would  be  foolish  for  me  to  say  there  is  no 
relationship  between  quality  and  expenditures.  The  question  is — — 

Mr.  Stark.  How  about  the  skill  of  physicians? 

Dr.  Brook.  The  question  is  for  the  average  American,  at  this 
moment,  with  the  average  amount  of  resources  is  there  a  relation- 
ship between  quality  and  expenditures,  and  my  research  answer  is, 
We  have  not  studied  that  very  well.  The  answer  is  really  not 
known  and  that  should  be  studied.  We  should  know,  for  instance, 
whether  care  in  Canada  is  more  appropriate  than  that  in  the 
United  States.  The  GAO  won't  get  that  answer  from  their  work,  be- 
cause they  are  not  doing  the  clinical  studies  that  can  compare  the 
Canadian  system  with  the  U.S.  system.  The  GAO  will  get  other  im- 
portant answers,  but  not  that  answer. 

Now,  in  these  data,  do  I  believe  that  with  the  same  amount  of 
resources  you  get  different  amount  of  quality?  Vastly  different 
amounts  of  quality  can  result  from  the  same  amount  of  resources. 
This  is  produced  by  differences  in  management  skills,  doctors' 
skills,  or  nurses'  skills.  In  the  study  we  did,  one  of  the  most  impor- 
tant predictors  of  quality  of  hospital  care  was  the  quality  of  the 
nursing  care.  This  was  not  due  to  the  fact  that  better  hospitals  had 
triple  or  quadruple  the  amount  of  nurses  per  patient  in  order  to 
produce  an  increased  outcome. 

Now,  in  terms  of  the  managed  care  literature,  what  is  known  is 
that  for  the  old-style  health  maintenance  organizations,  such  as 
Kaiser  and  Group  Health  Cooperative,  there  is  no  evidence  that  a 
difference  in  the  quality  of  care  in  those  institutions  versus  the  fee- 
for-service  system  exists.  They  are  about  the  same. 

We  know  almost  nothing  about  the  new  managed  care  organiza- 
tions. It  scares  me,  as  a  physician  and  a  person  that  has  to  decide 
where  I  get  my  own  care  that  we  don't  know  anything  about  them. 
I  think  one  of  the  first  priorities  has  got  to  be  to  find  out  the  qual- 
ity of  care  rendered  in  these  new  institutions  that  have  different 
financial  arrangements  and  try  to  figure  out  what  they  contribute 
to  achieving  the  goals  that  we  want. 
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Mr.  Stark.  I  am  glad  you  mentioned  Kaiser,  because  in  my 
county  with  1  million  insured  people  out  of  1.2  million,  half  belong 
to  Kaiser,  and  half  are  on  the  fee-for-service,  or  perhaps  Govern- 
ment programs  and  Kaiser  does  it  with  about  one-third  the  number 
of  hospital  beds  and  about  one-fourth  the  number  of  doctors. 

Dr.  Brook.  And  three  of  the  Kaisers  right  now  are  a  part  of  a 
consortium,  we  have  put  together  to  work  with  us  to  try  to  develop 
publicly  releasable  measures  of  quality  so  that  people  when  they 
choose,  your  constituents  when  they  choose,  can  decide  into  what 
plan  to  go. 

I  would  like  to  get  back  to  the  question.  We  can't  do  this.  We 
can't  provide  this  information  to  you  unless  there  are  sufficient 
Federal  funds  to  develop  those  measures  and  make  them  available. 
Unfortunately,  at  the  moment,  what  is  happening  is  that  the  busi- 
ness community  and  industry  are  not  going  to  take  the  leadership 
role  in  investing  the  money  to  try  to  get  these  things  done.  You 
need  to  know  those  answers  if  you  are  going  to  help  your  constitu- 
ents. 

Mr.  Silvers.  If  I  could  add  something  to  that? 

Mr.  Stark.  We  will  go  to  Dr.  Kimmey,  if  I  may  and  then  I  will 
come  back  to  you,  Mr.  Silvers,  because  Dr.  Kimmey  touches  on 
some  areas  that  have  long  been  of  concern  to  me.  There  are  only 
6,000  hospitals  in  the  United  States.  And  last  year,  approximately 
40  closed,  of  which  20  were  not-for-profit  community  hospitals.  In 
other  words,  20  were  Government  operated  or  for-profits,  and  we 
put  them  aside. 

Out  of  the  20  not-for-profits,  I  suspect  that  10  or  15  reappeared  in 
another  garb  as  psychiatric  or  nursing  homes  or  something  else, 
and  /or  the  doctor  died,  or  moved  out  of  town.  It  occurs  to  me  that 
out  of  6,000  hospitals,  considering  a  State  like  California  operating 
at  not  much  over  50  percent  occupancy,  that  maybe  1,000  hospitals 
ought  to  have  closed  and  the  country  could  have  saved  a  little 
money  and  still  have  had  adequate  health  care.  The  other  statistic 
that  we  finally  got  for  the  first  time  is  that  we  gained  more  new 
beds  than  closed.  Are  we  facing  any  kind  of  a  catastrophe  in  this 
country  about  inadequate  hospitals  in  the  aggregate? 

Dr.  Kimmey.  Well,  inadequate,  no.  I  think  there  are  a  lot  of  very 
adequate  hospitals  and  there  are  some  that  are  problems.  We  cer- 
tainly have  excess  beds,  all  beyond  the  need  of  the  community. 
And  that  gets  back  to  the  issue  I  was  talking  about.  It  is  difficult 
for  the  market-driven  economy  that  we  are  trying  to  establish  in 
this  field  to  really  deal  with  the  needs  of  those  who  are  not  partici- 
pating in  the  market:  In  other  words,  the  patient  populations  we 
have  talked  about  today,  those  who  are  uninsured  and  who  don't 
have  financial  access.  They  are  not  in  the  market.  They  can't  influ- 
ence the  market  and  the  market  does  not  respond  to  them.  So  we 
have  excess  capacity  but  that  capacity  is  not  available  to  our  excess 
need  because  of  financial  constraints. 

Mr.  Stark.  Jack,  did  you  want  to  add  a  word? 

Mr.  Meyer.  On  that  subject. 

Mr.  Stark.  OK,  because  I  want  to  come  back  to  you  on  insurance 
reform  and  also  I  wanted  Mr.  Silvers,  but  go  ahead. 

Mr.  Meyer.  I  will  just  be  very  brief.  You  can  only  close  a  hospi- 
tal once,  and  I  am  all  for  closing  some  of  the  redundant  ones,  but  I 
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think  we  have  vastly  oversold  the  quantity  of  savings  we  will  get 
by  eliminating  these  redundancies  or  by  going  to  managed  care, 
which  I  also  favor  doing.  All  these  system  efficiencies  are  good,  but 
we  are  left  with  that  longrun  slope  of  the  curve  that  is  driven  by 
technology  and,  increasingly,  by  demography  and  and  other  factors. 
And  I  just  think  it  would  be  a  mistake  to  oversell  what  rationaliz- 
ing the  system  would  do. 

Mr.  Stark.  So  you  don't  think  that  for  instance,  certificates  of 
need,  that  type  of  resource  allocation  would  be  beneficial? 

Mr.  Meyer.  I  don't.  First  of  all,  certificates  of  need  have  been 
shown  not  to  be  able  to  pull  off  what  they  try  to  do.  They  have 
been  overwhelmed  by  political  forces,  and  I  don't  think  they  are 
saving  any  money.  But  even  if  they  did  do  it  right,  you  would  save 
$1  billion  here  and  $1  billion  there  in  a  $700  billion  system,  and 
you  have  not  affected  the  slope  of  the  curve.  You  still  have  to  deal 
with  what  happens  to  a  patient  when  he  goes  into  a  hospital,  even 
if  it  is  a  little  more  efficient  because  it  is  two-thirds  full  instead  of 
one-half  full. 

Mr.  Stark.  Dr.  Kimmey,  you  don't  agree? 

Dr.  Kimmey.  Well,  I  think  that  certificate  of  need  if  

Mr.  Stark.  Or  resource  allocation? 

Dr.  Kimmey.  Resource  allocation  is  extremely  important  and 
there  are  ways  to  do  it  which  are  not  necessarily  tied  to  certificate 
of  need  style  of  regulation.  In  the  prepared  testimony,  I  spent  quite 
a  bit  of  time  reviewing  some  of  the  voluntary  resource  allocation 
activities  that  took  place  in  places  like  Cleveland,  Pittsburgh, 
down-State  New  York  and  others,  starting  back  in  the  1930s.  Those 
efforts  were  very  successful  because  business  and  industry,  who 
have  now  rediscovered  health  care,  labor,  and  the  hospital  industry 
worked  together  to  try  to  determine  that  new  facilities  and  new  re- 
sources would  be  consistent  with  what  the  community  actually 
needed  rather  than  consistent  with  what  produced  the  most 
income,  at  a  point  in  time,  for  the  institution. 

Later,  certificate  of  need  as  a  public  regulation  function,  strayed 
away  from  that  concept.  I  think  that  we  got  into  trouble  with  the 
health  planning  approach,  which  was  useful  and  did  work,  when  it 
became  linked  so  tightly  to  regulation.  The  expectations  which  Mr. 
Califano  had  in  the  late  1970s  that  certificate  of  need  would  control 
health  care  costs  were  flawed.  You  can't  control  health  care  costs 
by  tickling  one  part  of  the  monster.  I  think  that  was  a  mistake  to 
overemphasize  regulation  and  it  killed  health  planning. 

I  think  that  was  a  loss  that  we  are  still  harvesting  in  cities  like 
St.  Louis. 

Mr.  Stark.  Jack  Meyer,  regarding  your  suggestions  about  insur- 
ance reform.  If  we  built  the  model  like  the  Rangel  bill  which  the 
Blues  have  endorsed — in  other  words,  there  is  a  bill  out  there  that 
says,  to  get  a  tax  exemption  they  have  to  have  no  medical  under- 
writing, community  rating,  open  enrollment,  and  I  think  that's  the 
principal  issue.  If  we  made  that  the  law  of  the  land  for  all  insur- 
ance companies  and  self-insurers,  not  that  they  have  to  take  people 
from  outside  the  affinity  group,  but  that  they  have  to  let  people 
make  it  affordable,  would  we,  in  fact,  have  done  away  with  the 
need  for  risk  pools,  because  then,  doesn't  the  risk  pool  become  the 
entire  insurance  pot  by  itself? 
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Mr.  Meyer.  Yes,  I  think  that  is  right.  The  basic  purpose  of  a  risk 
pool  is  to  aggregate  people  who  have  been  jettisoned  by  an  experi- 
ence-rated system,  and  bring  their  costs  down.  If  you  eliminated,  or 
severely  reduced,  experience-rating,  then  you  would  probably 
reduce  the  need  for  a  risk  pool,  based  on  health  risks.  You  might 
still  need  it  for  

Mr.  Stark.  But  unarguably,  adverse  selection  has  already  exist- 
ed. People  outside  the  system  such  as  diabetics  have  not  been  let 
in.  What  I  am  saying  is  that  in  theory,  further,  if  the  Federal  Gov- 
ernment were  to  subsidize  a  risk  pool;  that  is,  pick  up  the  long-tail 
costs  for  some  people  who  had  already  been  adversely  apportioned, 
that  need  might  phase  out  as  the  system  began  to  bring  everybody 
into  it.  Is  that  a  reasonable  statement? 

Mr.  Meyer.  Well,  I  think  that  is  a  fair  presumption,  but  I  would 
add  that  I  don't  think  it  is  necessary.  It  is  possible,  but  I  don't 
think  it  is  necessary  for  the  Federal  Government  to  take  that  tail 
of  the  distribution  off.  You  could  have  private  insurance  carriers 
and  their  customers  paying  premiums  to  some  sort  of  a  reinsur- 
ance pool,  essentially  a  Lloyd's  of  London  approach. 

Mr.  Stark.  Well,  the  Blues  and  Empire  would  say,  We  have  been 
doing  this  for  10  years,  and  now  I  have  all  the  high-risk  guys  in 
New  York  State  and  to  level  the  playing  field  now  and  allow  Aetna 
to  come  in  is  not  fair.  They  are  not  going  to  have  any  of  the  risk 
that  we  have  already  got. 

Because  arguably  there  would  not  be  any  reason  to  move  from  a 
low-cost  to  a  higher-cost  insurer.  So  there  is  some  feeling  that  the 
good  guys  would  be  penalized  by  making  the  less  good  guys  do 
what  they  ought  to  have  been  doing  all  along. 

Mr.  Meyer.  Yes. 

Mr.  Stark.  Let  me  just  conclude  with  this.  You  have  heard  it 
suggested  that  if  not  a  single  payer,  a  multiple  payer  system  with 
constraints  and  regulations  would  make  at  least  the  provider  of 
service  appear  to  be  getting  a  single  payment. 

Would  each  of  you  care  to  comment  on  the  use  of  uniform  pay- 
ment rates  and  expenditure  caps?  What,  in  your  opinion,  would 
that  do  to  hospitals  or  physicians  or  medical  care  in  its  entirety? 

Do  you  want  to  start  with  Dr.  Brook  and  work  to  your  left? 

Dr.  Brook.  I  wish  I  had  that  crystal  ball.  I  think  there  are  some 
things  I  could  predict.  One  is  that  clearly  part  of  medicine  is  going 
to  be  a  luxury  good.  We  permit  patients  to  pay  for  cosmetic  surgery 
and  cosmetic  orthodontic  care  and  even  psychoanalysis  for  self  im- 
provement. What  we  have  not  done  is  to  define  part  of  other  stand- 
ard treatments  as  a  luxury  good.  So  for  instance,  is  it  a  luxury  for 
a  man  to  have  a  prostate  operation  when  he  only  gets  up  one  time 
in  the  night  to  go  to  the  bathroom  and  his  prostate  is  not  affecting 
his  kidneys  or  his  renal  function?  Is  that  a  luxury  good,  and  should 
it  be  a  part  of  a  basic  medical  plan? 

I  think  what  we  are  talking  about  is  the  need  to  define  basic  ben- 
efits in  clinically  specific  ways,  especially  for  the  services  that  con- 
sume a  lot  of  resources  and  for  funding  that  care  for  everybody  and 
then  allowing  a  system  to  exist  in  the  United  States  to  get  those 
other  things  that  will  be  distributed  by  income — just  like  cosmetic 
orthodontic  and  cosmetic  surgery  is  at  the  moment.  The  question 
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is,  can  we  reach  agreement  on  where  that  line  should  be  drawn 
and  what  we  should  do  and  not  do. 

Now,  I  don't  consider  this  rationing,  because  I  think  we  have 
enough  money  right  now  in  the  system  to  provide  effective  care  for 
everybody  if  we  could  just  decide  that  here  is  a  whole  set  of  things 
that  we  are  spending  funds  on  right  now  that  really  should  not  be 
a  part  of  a  basic,  publicly  subsidized  medical  system.  So,  that's 
what  I  think  is  probably  more  attuned  to  this  culture.  Does  that 
mean  multiple-payer  or  single-payer?  I  think  we  will  move  to 
making  the  system  more  efficient  by  either  having  uniform  claims 
forms,  or  single-payers  but  we  are  going  to  drive  out  a  lot  of  the 
administrative  chaos  that  we  now  have.  Whether  we  are  going  to 
have  competition  I  think  it  is  less  important  than  the  question  of, 
can  we  decide  of  all  of  the  things  we  now  do  which  of  them  fall  into 
the  category  that  should  not  to  be  a  part  of  a  basic  medical  benefit 
plan. 

Mr.  Stark.  Would  you  be  confident  that  the  medical  profession 
would  make  that  decision  itself,  if  you  had  the  cap  low  enough? 

Dr.  Brook.  I  think  that  from  our  UK  data  the  thing  that  dis- 
turbs me  is  that  we  had  hoped  that  was  going  on  in  the  UK.  We 
had  hoped  that  without  any  explicit  guideline  process  that  doctors 
and  hospitals  would  first  provide  necessary  care.  This  did  not 
happen.  If  you  go  to  Canada  and  ask  specific  questions,  such  as,  if 
you  only  get  1,000  cataract  lenses  in  this  hospital  in  a  year,  to 
whom  do  you  give  them  and  what  are  your  criteria?  You  will  get 
blank  faces  that  respond  back  to  you.  It  is  not  the  cap,  itself  

Mr.  Stark.  You  don't  give  them  to  the  guy  running  around  De- 
troit with  the  van  hustling  eye  examinations  

Dr.  Brook.  You  might. 

Mr.  Meyer.  You  give  them  until  they  run  out. 

Dr.  Brook.  You  give  them  until  they  run  out.  Or  you  give  them 
to  the  doctor  that  yells  loudest.  Or  you  give  them  to  the  doctor  that 
sends  flowers  to  the  hospital  administrator.  We  have  got  to  decide 
what  we  want  to  do  in  medicine,  what  we  want  to  achieve.  Does 
every  cancer  patient  in  this  country  need  to  die  under  chemothera- 
py even,  if  for  the  average  patient  no  benefit  is  achieved?  We  have 
serious  questions  right  now  in  our  health  care  system  that  we  need 
to  sort  out. 

Mr.  Stark.  One  other  question.  You  can  answer  this  too.  You 
brought  it  up  and  I  had  it  written  down  here  to  ask  all  of  you. 

Absent  from  this  panel  is  the  pharmaceutical  industry,  which 
has  absented  itself  from  everything  decent  in  medicine  for  some 
time. 

It  occurs  to  me  in  my  pedestrian  sort  of  approach  to  keep  people 
healthy  that  over  the  next  decade  or  so  the  major  breakthroughs, 
the  silver  bullets,  are  going  to  come  out  of  biological  and  gene  re- 
search and  the  super-science  stuff,  not  more  precise  cutting  and  not 
more  accurate  diagnostic  electronics,  but  real  life  science  break- 
throughs. 

And  those  are  going  to  be  very  costly,  and  any  part  of  any  treat- 
ment is  going  to  have  to  include  them.  And  that  if  we  just  deal 
with  hospitals  and  doctors  that  we  are  leaving  a  very  expensive 
and  large  part  of  this  whole  process  untouched.  And  that,  in  fact, 
we  ought  to  be  thinking  about  a  payment  system  for  pharmaceuti- 
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cals  in  any  program  that  we  look  at  that  might  provide  medical 
care  to  our  public. 
Do  any  of  you  care  to  quarrel  with  that? 

Mr.  Meyer.  Well,  I  would  quarrel  with  it  a  little  bit.  I  mean  per- 
haps in  the  case  of  a  cyclosporin  which  is  an  add-on,  the  costs  can 
be  very  high.  But  there  are  also  cases  where  pharmaceuticals  can 
be  substituted  for  much  more  expensive  activities,  such  as  surgery, 
such  as  in  the  case  of  Tagamed  or  other  antiulcer  drugs  and  the 
like.  So  I  think  with  pharmaceuticals  we  have  been  fixated  on  low- 
ering the  price  and  going  after  the  drug  companies  for  the  prices 
they  charge,  and  spent  too  little  time  looking  at  the  patterns  of  uti- 
lization of  appropriate  care,  and  where  drugs  are  appropriate. 

Mr.  Stark.  I  have  no  quarrel  with  that.  I  am  just  saying  it  is  sort 
of  silly  to  leave  them  out  of  the  system,  is  it  not? 

Mr.  Meyer.  Well,  I  would  not  leave  anything  out  of  the  system. 

Mr.  Stark.  What  about  single  payments? 

Mr.  Meyer.  Yes,  well  you  mentioned  two  things.  One  was  an  all- 
payer  system  and  the  other  was  expenditure  caps  and  I  think  it  is 
important  to  distinguish  between  those.  All  payer  system,  per 
se  

Mr.  Stark.  They  are  two  separate  items,  but  I  think  both  are 
necessary. 

Mr.  Meyer.  Well,  let  me  respond  to  your  challenge  to  comment 
on  what  would  happen  if  we  did  them.  I  think  an  all-payer  system 
can  reduce  some  of  the  cross  subsidies  but  is  unlikely  to  control  the 
costs,  and  there  will  be  some  costs  of  doing  that.  I  think  expendi- 
ture caps  clearly  can  control  the  costs.  Let's  not  kid  ourselves,  the 
countries  that  have  used  them  have  lower  costs  than  we  do.  I  don't 
think  they  solved  the  fundamental  questions  that  Bob  was  refer- 
ring to — what  kind  of  medicine  works — and  I  think  they  could  de- 
flect us  from  solving  those. 

I  think  when  you  have  that  cap  in  place,  and  it  is  going  to  bring 
with  it  limits  on  technology  and  fee  negotiations,  you  feel  that  you 
have  got  the  system  under  control  and  you  don't  look  as  hard  at 
patterns  of  utilization. 

I  was  struck  by  the  fact  that  our  length  of  stay  now  is  the  lowest 
of  any  major  country  in  the  world  for  most  procedures.  Indeed,  the 
UK  length  of  stay  in  some  data  I  have  seen,  although  they  were  a 
couple  of  years  old,  was  twice  ours,  even  though  they  spend  half  as 
much  on  health  care  costs  per  capita  as  we  do.  I  don't  think  I  can 
find  in  the  data,  never  mind  the  kind  of  data  that  Bob  was  talking 
about,  evidence  that  the  expenditure  cap  leads  you  to  my  goal, 
which  is  a  more  productive,  efficient,  successful  system.  But  it  can 
save  money. 

Therefore,  we  face  a  tough  tradeoff.  Do  we  put  the  caps  in  place 
now,  because  we  know  that  what  I  would  like  to  do — rationalize 
the  system  and  find  out  what  works — is  going  to  take  years  to 
figure  out.  Can  American  business  and  Medicare  take  the  time  and 
ride  up  the  cost  curve?  I  don't  know  but  I  think  that  there  is  a 
clear  tradeoff  between  quick  relief  and  quality. 

Mr.  Ginsburg.  First  a  comment  about  expenditure  caps.  I  actual- 
ly see  them,  particularly  the  way  the  Medicare  Volume  Perform- 
ance Standard  was  designed,  as  attempting  to  spur  the  type  of  ac- 
tivity that  Bob  Brook  and  Jack  Meyer  are  talking  about,  to  estab- 
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lish  that  there  is  this  relationship  between  price  levels  and  levels 
of  volume.  It  is  certainly  a  lot  better  to  rationalize  the  delivery  of 
care  rather  than  to  have  sharp  reductions  in  prices,  which  is  the 
other  alternative  that  comes  from  the  cap. 

Concerning  an  all-payer  system,  I  think  that  my  statement  point- 
ed out  that  we  have,  at  least  in  physician  payments,  both  a  price 
issue  and  a  volume  of  service  issue.  Probably  Medicare  is  about  the 
only  payer  that  can  do  a  lot  about  price  because  of  its  size,  but 
even  Medicare  is  facing  limits.  As  I  have  spoken  to  physicians  over 
the  past  few  months,  the  thing  I  continually  hear  is  that  there 
might  be  access  problems  because  Medicare  fees  are  getting  too  out 
of  line  with  those  paid  by  private  insurers.  They  may  very  well  be 
right  about  this,  and  this  may  limit  the  ability  of  the  Medicare  pro- 
gram to,  on  its  own,  pursue  price  policies  that  are  dictated  by  its 
budget  needs. 

Mr.  Stark.  Unless  we  control  the  prices  that  the  insurance  com- 
panies pay. 

Mr.  Ginsburg.  Yes,  so  that  it  is  only  if  you  have  a  coordinated 
method  of  setting  prices  that  you  can  actually  consider  using  price 
levels  to  affect  volume  and  expenditures.  Otherwise,  you  can't  do 
it.  And  one  other  thing:  I  think  that  many  people  feel  very  proud 
of  the  change  in  relative  payments  brought  about  by  the  Medicare 
payment  reform,  of  the  change  in  relationship  between  evaluation 
and  management  services  and  procedures.  But  to  the  extent  to 
which  physicians  are  affected  by  that  only  for  a  portion  of  their 
practice,  the  effects  on  the  mode  of  practice  are  going  to  be  far 
smaller  than  if  other  payers  are  brought  in. 

Mr.  Stark.  Dr.  Kimmey. 

Dr.  Kimmey.  Generally,  I  am  the  one  that  comes  down  in  favor 
or  either  a  single-payer  or  an  all-payer  type  of  system.  But  that  is 
only  half  of  the  problem.  I  think  that  Dr.  Brook  hit  on  the  other 
half  and  that  is  what  are  you  paying  for?  What  is  that  system 
paying  for?  For  example,  from  my  perspective  if  that  system  is  not 
paying  for  preventive  services,  I  have  some  real  problems  with  it. 
And  if  the  system  continues  to  pay  for  the  same  old  thing,  but  just 
pays  less  for  it,  it  is  not  going  to  change  some  of  the  fundamental 
distortions  in  decisionmaking  that  go  on  now  in  the  system. 

Mr.  Stark.  Mr.  Silvers. 

Mr.  Silvers.  On  the  surface  it  seems  to  me  like  the  single-payer 
is  addressing  primarily  questions  of  access  where  somebody  gets 
frozen  out  of  the  system  and  the  cap  is  trying  to  address  the  issue 
of  cost.  It  seems  to  me  that  they  are  really  both  part  of  the  same 
question  of  how  you  allocate  risk,  financial  risk  across  the  system? 
We  are  in  the  global  game  of  shoving  payment  around  but  also 
shoving  financial  responsibility.  When  you  push  responsibility  to 
the  individual  purchaser  level  with  copayments,  you  have  affected 
their  behavior.  When  you  push  payment  caps  to  the  hospital  level 
you  have  affected  their  behavior,  that  is  what  DRGs  have  done  to 
some  extent.  When  you  do  it  at  the  case  level,  you  have  affected 
that. 

And  when  you  worry  about  caps,  you  are  trying  to  do  it  at  a  dif- 
ferent level,  for  example  with  the  Medicare  Volume  Performance 
Standards.  I  think  the  real  question  is,  is  that  the  right  place,  do 
we  have  the  right  decisionmaker  to  be  able  to  bear  that  risk  and 
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make  intelligent  tradeoffs?  The  answer  is  clearly  yes,  for  some 
places.  When  we  have  simple  symptoms  whether  the  person  goes  to 
the  doctor  or  stays  home  is  influenced  by  payment.  There  is  no 
question  you  can  affect  behavior  which  I  think  the  RAND  studies 
have  shown. 

If  you  are  asking  somebody  to  bear  risks  that  they  can't  bear,  or 
they  don't  have  the  information  to  bear  or  they  don't  have  the  fi- 
nancial responsibility,  it  is  probably  not  going  to  have  the  effect 
you  want.  I  think  we  may  have  some  of  that  problem  with  rural 
hospitals,  for  instance.  We  are  asking  them  to  bear  a  lot  of  finan- 
cial risk  with  a  fairly  small  number  of  cases  and  a  small  base.  I 
think  that  may  be  a  question  there. 

With  the  Medicare  volume  standards,  or  caps,  at  a  global  level, 
my  question  is,  can  you  expect  all  physicians  together  to  act  re- 
sponsibly when  they  have  individual  incentives?  If  we  are  worried 
about  a  hospital,  can  we  expect  the  hospital  to  make  the  intelligent 
tradeoffs  and  that  is  what  I  think  Bob's  information  from  the  UK 
raises  questions  about.  And  even  with  individual  procedures,  it 
seems  to  me  we  might  ask  the  same  question,  do  we  really  want 
this  person  to  bear  this  risk  if  it  is  truly  preventive,  and  if  it  has 
long-term  implications,  or  if  it  is  actually  marginal  maybe  we  do 
want  it  to  bear  all  the  risks.  Now,  that  is  a  level  of  sophistication 
that  we  have  not  gotten  to,  but  I  think  it  is  important  to  think 
about  in  framing  this  particular  question  rather  than  simply 
saying  we  are  going  to  cap  the  cost  and  automatically  everything  is 
going  to  change  or  we  are  going  to  include  all  payers  and  automati- 
cally everything  will  change  in  terms  of  access.  That  is  the  tradeoff 
discussion.  I  think  it  is  a  level  of  complexity  that  is  important  to 
deal  with  as  we  move  into  these  next  phases. 

Mr.  Stark.  I  don't  think  that  cosmetic  surgery  or  orthodontics, 
occurs  to  many  people  on  their  own.  If  I  did  not  see  the  picture  of 
some  rock  star  and  say,  gee,  I  could  look  like  that  for  $50,000  worth 
of  plastic  surgery,  because  the  plastic  surgeon  is  telling  me  I  can,  I 
don't  think  I  am  going  to  have  somebody  carve  up  my  face  or  my 
butt  with  something  that  nobody  has  enticed  me  with. 

And  so  I  am  more  inclined  to  think  that  the  profession  will  act 
responsibly,  particularly  when  there  are  not  huge  financial  re- 
wards for  going  out  and  doing  this  stuff,  which  might  be  a  little 
capricious. 

Mr.  Silvers.  I  think  it  depends  very  much  on  the  specifics.  My 
son,  when  we  were  on  sabbatical  at  Northwestern,  a  few  years  ago, 
went  to  his  room  incognito  and  as  he  walked  in  with  a  friend,  the 
friend  turned  to  my  son  and  pointed  to  me,  boy,  get  a  load  of  the 
schnozz  on  that  guy,  referring  to  my  nose.  That  got  to  be  a  family 
joke  and  

Mr.  Stark.  Cyrano  Silvers  is  that  it? 

Mr.  Silvers.  I  thought  about  getting  a  nose  job  but  since  I  would 
have  to  pay  for  it  all  myself  it  was  really  a  joke.  Now,  that  I  have  a 
spending  account  at  Case  Western  Reserve  and  I  can  accumulate 
enough  money  to  do  the  nose  job,  I  might  actually  be  tempted  to  do 
it,  particularly  since  the  end  of  the  year  comes  and  I  have  not 
spent  all  of  that  money.  Why  give  it  back  to  the  university  or  the 
tax  people?  I  will  go  ahead  and  spend  it.  What  I  am  saying  is  a 
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little  facetious.  Obviously  I  will  make  decisions  at  the  margin  in 
some  ways  and  other  ways  I  won't. 

As  a  physician,  when  I  have  extra  capacity  sitting  around  in  my 
office,  I  have  laboratory  equipment,  I  might  be  tempted  to  use  it, 
since  it  is  already  there,  particularly  since  I  have  got  a  fixed  cost 
built  in  and  variable  revenue.  If  I  could  change  that  relationship 
then  clearly,  I  can  affect  that  kind  of  office  behavior.  We  have  not 
found  out  how  to  do  that  very  well  for  physicians,  but  I  think  that 
is  the  next  challenge,  of  which  the  volume  standards  are  an  at- 
tempt. I  think  not  enough,  but  it  is  the  right  direction. 

It  is  the  same  thing  at  the  hospital  level.  I  think  Bob's  data  on 
the  UK  is  very  interesting  that  even  when  a  place  where  you  think 
you  would  really  make  that  tradeoff,  it  apparently  doesn't  work  as 
well  as  you  thought.  It  is  a  difficult,  sophisticated  question. 

Mr.  Stark.  Thank  you,  all.  You  have  been  accommodating  and 
very  patient  and  I  have  kept  you  far  beyond  the  bounds  of  good 
hospitality.  I  appreciate  it.  The  hearing  will  resume  at  2  p.m.  this 
afternoon. 

Thank  you,  very,  very  much. 

We  will  now  stand  adjourned. 

[Whereupon,  at  12:51  p.m.,  the  committee  recessed,  to  reconvene 
at  2  p.m.] 

Mr.  Stark.  The  Chair  apologizes  to  the  witnesses  and  our  guests 
for  the  delay,  as  we  debate  and  vote  on  the  budget.  But  let  us  con- 
tinue our  hearing.  Our  first  panel  this  afternoon  will  outline  for  us 
the  U.S.  health  insurance  system,  and  they  will  describe  the  char- 
acteristics of  the  34  million  Americans  without  coverage.  They  may 
even  touch  upon  whether  that  number  is  more  than  34  million. 

So  we  are  pleased  to  welcome  Dr.  Dallas  Salisbury,  president  of 
the  Employee  Benefit  Research  Institute;  and  Dr.  Steve  Long,  now 
a  senior  economist  at  RAND. 

Gentlemen,  your  complete  written  testimony  will  be  included  in 
the  record.  You  may  proceed  to  enlighten  us  in  any  manner  you 
are  comfortable. 

Dr.  Salisbury,  lead  off. 

STATEMENT  OF  DALLAS  L.  SALISBURY,  PRESIDENT,  EMPLOYEE 
BENEFIT  RESEARCH  INSTITUTE 

Mr.  Salisbury.  Congressman,  it  is  a  pleasure  to  be  here  today  on 
behalf  of  the  Employee  Benefit  Research  Institute.  We  released, 
yesterday,  an  analysis  based  on  the  March  1990  current  population 
survey  which  provides  data  on  those  with  and  without  health  in- 
surance during  1989.  Dr.  Long  will  be  going  into  some  data  that 
looks  more  at,  over  a  long  time  period,  individuals  that  may  fall 
through  the  cracks  of  health  insurance;  ours  is  more  a  point  in 
time  survey. 

If  we  look  at  the  nature  of  the  population,  we  find  that  of  the 
34.4  million  individuals  without  health  insurance,  as  shown  on 
chart  1,  most  of  the  uninsured,  or  just  under  55  percent,  were 
working  adults,  while  the  remainder  were  nonworking  adults  at  17 
percent,  and  29  percent  were  children.  More  than  85  percent  of  the 
uninsured  were  either  workers  or  dependents  of  workers.  Chart  2 
shows  that  the  majority  of  the  uninsured  were  either  full-time,  full- 
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year  workers  or  dependents  of  such  workers.  The  remaining  unin- 
sured were  in  families  headed  by  full-year,  part-time  workers  at  8 
percent;  and  workers  with  some  unemployment  representing  9  per- 
cent; and  non workers  representing  14.5  percent. 

Chart  3  shows  total  uninsured  workers  by  industry:  13.6  percent 
were  self-employed;  22.5  percent  were  in  services;  21.7  percent  were 
in  retail  trade.  Health  insurance  provision  is,  very  clearly,  in  addi- 
tion to  industry,  a  function  of  employer  size.  26  percent  of  self-em- 
ployed workers  and  31  percent  of  workers  in  firms  with  fewer  than 
25  employees  were  covered  by  their  own  employer's  plan  compared 
to  nearly  72  percent  of  those  in  firms  with  1,000  or  more  employ- 
ees. In  other  words,  working  for  a  small  business  significantly  in- 
creases the  probability  of  not  having  health  insurance.  Self-em- 
ployed workers  and  workers  in  firms  with  fewer  than  25  employees 
made  up  fully  49.9  percent  of  all  uninsured  workers  in  1989.  An 
additional  15  percent  of  all  uninsured  workers  were  in  firms  with 
25  to  99  employees,  underlining  the  degree  to  which  size  of  employ- 
er is  a  crucial  component  and  determinant  of  health  insurance  cov- 
erage. 

Health  insurance  provision  is  also  very  much  a  function  of 
income,  with  lower  income  individuals  being  far  more  likely  to  be 
without  health  insurance  than  others.  As  shown  in  chart  5,  28  per- 
cent of  those  without  health  insurance  had  household  incomes  of 
under  $10,000;  30  percent  had  income  between  $10,000  and  $20,000; 
27  percent  had  income  of  $20,000  to  $40,000;  and  only  15  percent  of 
the  uninsured  were  in  households  with  $40,000  or  more  in  annual 
income. 

If  we  look  at  the  nonelderly  population  by  family  type,  we  again 
find  that  there  is  a  difference— 36  percent  of  the  uninsured  were  in 
families  of  individuals  who  were  married  with  children;  17  percent 
were  married  without  children;  19  percent  were  not  married  with 
children;  and  27  percent  were  not  married  and  childless. 

A  significant  proportion  of  children  are  uninsured.  And  most  of 
the  children  who  are  uninsured  come  from  households  where  the 
family  head  does  have  a  tie  to  the  work  force.  There  is  the  poten- 
tial of  covering  many  of  these  children  if  we  could  find  means  of 
providing  health  insurance  to  workers  in  small  businesses  and 
their  families. 

By  age,  individuals  between  the  ages  of  18  and  29  are  more  likely 
to  be  uninsured  than  those  in  any  other  age  group,  including  chil- 
dren. The  uninsured,  it  is  important  to  note,  do  generally  have 
access  to  health  care.  They  do  not  readily  have  access  to  financing. 
The  result  is  significant  cost  shifting  to  pay  for  uncompensated 
care  by  those  who  do  pay  for  health  care  services.  The  greatest 
burden  hits  small  employers  who  choose  to  provide  health  insur- 
ance, since  so  few  of  them  do. 

Community  rating  and  composite  group  rating  could  help  lower 
costs  for  small  employers,  but  cost  shifting  due  to  uncompensated 
care  would  only  be  solved  by  universal  access  to  financing  of  some 
sort.  For  small  businesses  the  problem  might  be  that  they  would 
pay  more  for  the  reform  than  they  now  pay  for  health  insurance 
depending  on  the  design  of  a  solution. 

If  we  look  at  the  issue  of  cost  of  health  care  though,  it  is  interest- 
ing to  note  distinctions  between  employment-based  provision  and 
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some  of  the  testimony  of  the  General  Accounting  Office  this  morn- 
ing. And  since  this  tends  to  be  a  very  depressing  ongoing  subject,  I 
would  simply  like  to  put  it  in,  at  least  for  a  moment,  a  more  posi- 
tive light.  While  we  do  see  data  that  says  103  percent  of  corporate 
after-tax  profits  last  year  were  spent  on  health  insurance,  it  is 
worth  noting  that  in  the  same  period,  1,784  percent  of  profits  were 
spent  on  total  compensation  and  1,491  percent  of  profits  on  wages 
and  salaries.  Health  insurance,  while  a  major  expense,  is  still  a  rel- 
atively small  portion  of  the  total  compensation  package,  in  spite  of 
significant  annual  growth  in  small  businesses. 

A  further  problem  that  has  caused  some  individuals  to  lose  or 
not  afford  health  insurance  coverage  is  illustrated  by  table  1, 
which  shows  the  age  rated  premiums  applied  by  Blue  Cross/Blue 
Shield  in  the  greater  Washington,  D.C.  marketplace.  I  am  not  pick- 
ing on  them,  others  do  it,  as  well,  but  it  indicates  the  problem  of  a 
small  business  asked,  in  this  case,  to  pay  single  coverage  premiums 
of  $160  a  month  for  workers  under  age  29,  but  $372  a  month  for 
workers  over  age  55,  and  fully  $1,042  per  month  as  the  family  cov- 
erage charge  for  workers  over  the  age  of  55. 

At  those  levels  of  expenses,  based  on  age-rating,  it  becomes  ex- 
ceptionally and  extraordinarily  difficult  for  small  businesses  to  con- 
tinue the  provision  of  health  insurance,  at  least  partially  explain- 
ing the  high  level  of  uninsured  working  for  employers  with  fewer 
than  25  employees. 

My  time  is  up,  I  see,  Congressman,  and  I  would  be  happy  to 
answer  any  questions,  after  Dr.  Long  has  testified. 

[The  prepared  statement  follows:] 
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Statement  Summary 
Dallas  L.  Salisbury 
Employee  Benefit  Research  Institute 

♦  Health  insurance  is  a  top  priority  for  Americans.  A  recent  EBRI/Gallup  poll  found  that  61  percent  of  working 
Americans  regard  health  insurance  as  their  most  important  employee  benefit.  Ninety-two  percent  of  Americans  who 
said  they  have  family  physicians  rate  the  quality  of  care  they  receive  as  excellent  or  good;  among  respondents  who  had 
been  hospitalized  during  the  past  year,  82  percent  rate  the  care  they  received  as  excellent  or  good.  Yet,  largely  due  to 
uncertainty  of  coverage  and  cost,  56  percent  rate  the  overall  health  care  system  as  fair  or  poor.  When  asked  what  they 
liked  most  about  their  care,  however,  the  public  cited  factors  that  are  synonymous  with  higher  costs. 

♦  Given  public  policy  options  of  "free"  mandated  employer  coverage  and  "free"  national  health  insurance,  both  proposals 
received  majority  support  (56  percent  and  54  percent,  respectively).  Interestingly,  84  percent  said  employers  should  be 
required  to  provide  coverage  if  employees  paid  part  of  the  cost,  but  support  for  government-provided  health  insurance 
declined  to  27  percent  if  it  meant  higher  taxes. 

♦  Eighty-four  percent  of  nonelderly  Americans  had  health  insurance  in  1 989,  leaving  more  than  1 6  percent,  or  34.4  mill  ion 
people  without  health  insurance  coverage.  Most  of  the  uninsured  (54.4  percent)  were  working  adults,  while  the 
remainder  were  nonworking  adults  (16.7  percent)  or  children  (28.7  percent).  More  than  85  percent  of  the  uninsured 
were  either  workers  or  dependents  of  workers. 

♦  The  majority  of  the  uninsured  (54.4  percent)  were  either  full-time,  full-year  workers  or  dependents  of  such  workers. 
The  remaining  uninsured  were  in  families  headed  by  full-year,  part-time  workers  (8.2  percent),  workers  with  some 
unemployment  (9  percent),  or  nonworkers  (14.5  percent). 

♦  Health  insurance  provision  is  a  function  of  employer  size.  Twenty-six  percent  of  self-employed  workers  and  3 1  percent 
of  workers  in  firms  with  fewer  than  25  employees  were  covered  by  their  own  employers'  plan  compared  with  nearly  72 
percent  of  employees  in  firms  with  1 ,000  or  more  employees.  Self-employed  workers  and  workers  in  firms  with  fewer  than 
25  employees  made  up  49.9  percent  of  all  uninsured  workers  in  1989.  An  additional  15  percent  of  all  uninsured  workers 
were  in  firms  with  25-99  employees.  Health  insurance  provision  is  a  function  of  income. 

♦  Thirty-six  percent  of  wage  and  salary  workers  earning  less  than  $  1 0,000  annually  were  covered  through  their  employer's 
plan  compared  with  90  percent  of  those  earning  more  than  $50,000  annually.  Sixty  percent  of  the  uninsured  were  in 
families  with  income  under  200  percent  of  the  poverty  level. 

♦  Individuals  between  the  ages  of  18  and  29  are  more  likely  to  be  uninsured  than  those  in  all  other  age  groups.  Almost  10 
million  children — or  nearly  16  percent  of  all  children — were  not  covered  by  private  health  insuance  and  were  either 
ineligible  ordid  not  receive  publicly  financed  medical  assistance  in  1 989.  More  than  one-half  (56. 1  percent)  of  uninsured 
children  were  living  in  a  family  headed  by  a  full-year,  full-time  worker. 

♦  The  uninsured  do  generally  have  access  to  health  care — they  do  not  readily  have  access  to  financing.  The  result  is 
significant  cost  shifting  to  pay  for  uncompensated  care  by  those  who  do  pay  for  health  care  services.  The  greatest  burden 
hits  small  employers  that  provide  health  insurance.  Community  rating  and  composite  group  rating  could  help  lower  costs 
for  small  employers,  but  cost  shifting  due  to  uncompensated  care  would  only  be  solved  by  universal  access  to  financing. 
For  small  businesses,  the  "problem"  might  be  that  they  would  pay  more  for  the  "reform"  than  they  now  pay  for  health 
insurance. 

♦  U.S.  health  care  expenditures  exceeded  $675  billion  and  12  percent  of  GNP  in  1990.  Providing  individuals  with  benefit 
promises  in  the  future  that  are  as  comprehensive  as  those  today  will  result  in  continued  rapid  growth  of  expenditures. 
The  aging  of  the  population  affects  costs.  For  example,  Medicare  expenditures  accounted  for  1 .97  percent  of  GN  P  in  1 990 
and  are  projected  to  reach  3.01  percent  in  2000  and  6.8  percent  in  2060.  Washington  DC  small  employers  are  charged 
over  $1,000  per  month  for  family  coverage  for  a  55  year-old  compared  to  $370  per  month  for  a  29  year-old.  Cost  growth 
and  underwriting  practices  have  caused  many  small  employers  to  drop  insurance,  and  population  aging  combined  with 
age  rating  will  cause  more  erosion  in  coverage  among  employees  of  small  firms  in  the  future.  Age  rating  also  has  the  effect 
of  making  the  tax  exemption  for  employer-provided  health  insurance  relative  to  income  most  valuable  for  older,  low- 
income  workers  with  health  insurance. 

♦  Concern  over  the  current  level  and  growth  of  health  spending  may  be  driven  in  part  by  the  fact  that  health  care 
expenditures  represent  an  increasingly  large  component  of  employee  compensation  and  public  budgets.  Health  care 
costs,  however,  are  only  one  component  of  total  compensation.  Total  compensation  as  a  proportion  of  corporate 
after-tax  profits  has  actually  declined  since  1985.  Employers  could  explictly  trade  off  health  expenditure  growth  for 
a  slight  reduction  in  wages  if  employees  were  willing.  Such  a  solution  is  not  available  for  governments  in  controlling  the 
costs  of  social  programs. 

♦  Some  employers  have  made  aggressive  efforts  to  control  the  growth  of  health  expenditures  by  making  employees  more 
careful  buyers  of  health  care  services  through  plan  features  such  as  mandatory  contributions  to  monthly  premiums,  co- 
payments,  and  deductibles.  However,  research  indicates  that  these  initiatives  have  produced  a  temporary  reduction 
in  health  expenditure  growth  but  have  not  reduced  actual  health  care  costs. 
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I  am  pleased  to  appear  before  you  today  to  discuss  long  term  strategies  for  health  care.  My  name  is  Dallas  Salisbury.  I  am 
the  president  of  the  Employee  Benefit  Research  Institute  (EBRD,  a  nonprofit,  nonpartisan,  public  policy  research  organi- 
zation based  in  Washington,  DC.  EBRI  has  long  been  committed  to  the  accurate  statistical  analysis  of  public  policy 
benefits  issues.  Through  our  research,  we  strive  to  contribute  to  the  formulation  of  effective  and  responsible  health, 
welfare,  and  retirement  policies.  In  keeping  with  EBRI's  mission  of  providing  objective  and  impartial  analysis,  our  work 
does  not  contain  recommendations. 

♦  Introduction 

The  American  public  values  the  financial  protection  provided  by  health  insurance.  The  health  care  delivery  system  in  the 
United  States  has  performed  a  number  of  miracles  that  were  not  possible  30,  or  even  10,  years  ago.  People  are  surviving  heart 
attacks  and  cancers  that  once  were  fatal;  vital  organs  are  being  transplanted  into  individuals  who  then  lead  normal  lives; 
premature  babies  are  growing  up  healthy;  diseases  have  been  eradicated.  At  the  same  time,  national  health  expenditures  have 
been  increasing  at  twice  the  rate  of  general  price  inflation  for  over  a  decade.  Thirty-four  million  Americans  lack  health 
insurance,  which  limits  their  ability  to  pay  for  health  care  services. 

The  rapid  increase  in  health  care  costs  has  challenged  the  health  care  delivery  system  and  increased  the  costs  of  private  and 
public  health  insurance  coverage  to  the  consumer.  The  results  have  been  a  reduction  in  health  insurance  coverage  and 
introduction  of  cost  management  techniques  that  have  reduced  the  providers'  ability  to  subsidize  uncompensated  care. 

u  Public  Attitudes  on  Health  Care 

The  public  will  be  the  arbiter  of  whether  or  not  health  reform  initiatives  are  focused  properly.  To  assess  the  shifting  tides  of 
public  opinion,  EBRI  and  The  Gallup  Organization,  Inc.  have  conducted  a  monthly  series  of  national  public  opinion  polls 
on  public  attitudes  toward  economic  security  issues  such  as  health  insurance,  health  care  satisfaction,  and  the  value  of  benefits 
since  June  1989.  As  elected  officials  well  know,  the  tide  of  opinion  can  shift  rapidly  and  a  move  from  "what  do  you  want?" 
to  "what  are  you  willing  to  pay?"  can  produce  very  different  results. 

Our  surveys  indicate  that  obtaining  health  insurance  is  a  top  priority  for  most  Americans.  A  1990  EBRI/Gallup  poll  found 
that  61  percent  of  working  Americans  regard  health  insurance  as  their  most  important  employee  benefit;  59  percent  said  they 
would  not  accept  a  job  that  did  not  provide  health  benefits.  Respondents  said  that  their  employer  would  have  to  pay  them 
an  average  of  $4,219  in  additional  income  to  forgo  their  current  employer-provided  health  benefits.  Individuals  ptefer  the 
hidden  costs  of  lower  wages  over  direct  payments  like  premium  co-payments. 

Not  only  do  Americans  value  the  provision  of  insurance,  the  majority  are  satisfied  with  the  health  care  they  receive.  However, 
they  are  not  satisfied  with  the  U.S.  health  care  system  as  a  whole.  A  1991  EBRI/Gallup  poll  found  that  while  more  than  half 
of  Americans  (56  percent)  rate  the  U.S.  health  system  as  fair  or  poor,  most  of  those  who  stated  they  have  family  physicians 
rate  the  quality  of  care  they  receive  as  excellent  or  good  (92  percent).  In  addition,  among  respondents  who  had  been 
hospitalized  during  the  last  year  (26  percent  of  all  respondents),  a  large  majority  (82  percent)  rate  the  care  they  received  as 
excellent  or  good. 

When  asked  what  they  liked  most  about  the  overall  quality  of  the  care  they  received  from  their  physicians,  respondents  cited 
factors  that  are  synonymous  with  higher  cost  such  as  attention  and  care  (12  percent),  friendliness  (11  percent),  and 
availability  (10  percent).  When  asked  what  they  liked  least  about  their  care,  no  single  factor  received  special  emphasis,  but 
they  were  factors  that  generally  reduce  cost  including  waiting  time  (8  percent),  insufficient  time  spent  by  physician  with 
patient  (6  percent),  and  limited  availability  (4  percent).  In  addition  to  giving  high  ratings  to  their  personal  health  care, 
respondents  also  expressed  satisfaction  with  their  health  insurance  benefits. 

These  findings  suggest  that  the  satisfaction  that  insured  Americans  feel  for  their  health  care  may  reduce  their  willingness  to 
accept  reform  proposals  that  may  alter  or  ration  the  care  they  receive. 

A  1990  EBRI/Gallup  survey  explored  public  attitudes  toward  policy  options  for  health  care  reform.  These  surveys  indicate 
a  preference  for  employment  based  insurance  versus  government  provision.  Fifty-four  percent  of  respondents  said  the  federal 
government  should  provide  health  coverage  for  all  Americans.  Twenty-seven  percent  continued  to  support  government- 
provided  health  insurance  even  if  it  meant  higher  taxes,  but  would  be  willing  to  pay  only  an  additional  $337.10  in  taxes  per 
year,  on  average.  More  than  one-half  of  respondents  (56  percent)  said  that  employers  should  be  required  to  provide  health 
benefits  at  no  cost  to  employees.  More  than  four  respondents  in  five  (84  percent)  said  employers  should  be  required  to  provide 
coverage  if  employees  paid  part  of  the  cost;  these  respondents  said  they  would  be  willing  to  pay  an  average  of  $59.50  per  month 
(or  $714  per  year). 

♦  Access  to  Health  Insurance1 

Almost  180  million  persons  under  age  65 — representing  84  percent  of  that  population — were  covered  by  either  private  or 
publicly  financed  health  insurance  in  1989.  However,  about  16  percent  of  the  nonelderly  population — or  34.4  million 
people — received  neither  private  health  insurance  nor  publicly  financed  health  coverage.  Leaders  representing  business, 
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Chart  1 

Nonelderly  Population  without  Health  Insurance, 
by  Own  Work  Status 
EBRI  Analysis  of  the  March  1990  CPS 


I.4  Million  Uninsured  under  Age  65 


Chart  2 

Nonelderly  Population  without  Health  Insurance, 
by  Work  Status  of  the  Family  Head 
EBRI  Analysis  of  the  March  1390  CPS 
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increased  taxes.2  In  a  recent  public  opinion  survey,  94  percent  of  respondents  agreed  that  health  care  should  be  available 
to  everyone,  even  if  they  cannot  afford  it.3  Although  the  uninsured  represent  an  important  public  policy  concern,  no 
agreement  has  been  reached  on  a  national  strategy  to  guarantee  access  to  health  care  or  assure  reasonable  payment  for 
that  care. 


The  March  Current  Population  Survey  (CPS)  provides  an  important  source  of  information  about  the  economic  and 
health  insurance  status  of  the  U.S.  population.4  This  information  can  be  useful  in  the  analysis  of  legislative  proposals 
designed  to  expand  access  to  health  care  services. 

Most  of  the  uninsured  were  working  adults  (54.6  percent),  while  the  remainder  were  nonworking  adults  (16.7  percent)  or 
children  (28.7  percent)  (chart  1).  Between  1988  and  1989,  the  proportion  of  the  population  that  was  uninsured  in- 
creased slightly  from  15.7  percent  to  16.1  percent.  Some  of  this  increase  can  be  attributed  to  sampling  error  and  slight 
changes  in  Employee  Benefit  Research  Institute  (EBRD  methodology.  Therefore,  this  report  does  not  conclude  that 
there  has  been  a  significant  increase  in  the  number  of  uninsured  persons  in  the  United  States.  However,  even  without  an 
increase,  the  size  of  this  population  continues  to  be  significant. 

Some  uninsured  individuals  have  limited  access  to  basic  health  care  services  partly  because  they  lack  private  health 
insurance  and  are  ineligible  for  (or  do  not  otherwise  receive)  publicly  financed  health  care.  Uninsured  individuals  may  be 
forced  to  seek  medical  care  for  preventable  ailments  that  could  have  been  treated  less  expensively  if  they  had  received 
access  to  preventive  health  services.  The  cost  of  inefficient,  uncompensated  care  is  borne  by  all  payers  in  the  health  care 
delivery  system.  It  is  estimated  that  uninsured  patients  accounted  for  1 1  percent  of  personal  health  care  expenditures  in 
1988,  $32  billion,  even  though  they  had  37  percent  fewer  physician  contacts  and  69  percent  fewer  inpatient  days.5  The 
money  spent  annually  on  inappropriate  care  for  uninsured  patients  may  be  more  effectively  spent  by  expanding  access  to 
basic  health  care  services. 


Employment  Status 

In  1989,  more  than  85  percent  of  the  uninsured  were  working  or  living  in  a  family  headed  by  a  worker  (chart  2).  The 
May  CPS  shows  that  workers  not  covered  directly  by  their  employers'  plans  were  often  covered  by  their  spouses'  plans  or 


Chart  3 

Workers  Aged  18-64  without  Health  Insurance, 
by  Industry  of  Primary  Employment 
EBRI  Analysis  of  the  March  1990  CPS 
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Note:  Other  industries  include  agriculture,  mining,  construction, 
transportation,  communications,  utilities,  wholesale  trade,  finance, 
insurance,  and  real  estate. 


Chart  4 

Workers  without  Health  Insurance  Aged  18-64, 
by  Firm  Size 
EBRI  Analysis  of  the  March  1990  CPS 
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Charts 

Nonelderly  Population  without  Health  Insurance, 
by  Family  Income 
EBRI  Analysis  of  the  March  1990  CPS 
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Chart  6 

Nonelderly  Population  without  Health  Insurance, 
by  Family  Type 
EBRI  Analysis  of  the  March  1990  CPS 
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other  insurance.  However,  47  percent  of  workers  not  covered  were  either  ineligible  for  or  could  not  afford  their  employ- 
ers' plans.6  Although  some  of  the  uninsured  were  in  families  whose  head  of  household  experienced  unemployment  during 
the  year,  more  than  60  percent  were  in  families  in  which  the  family  head  was  employed  either  full  or  part  time  through- 
out the  year.  The  majority  (54  percent)  of  the  uninsured  were  either  employed  full  time  year  round  or  dependents  of  such 
workers.  However,  of  all  steadily  employed  full-time  workers  and  their  dependents  only  12  percent  were  uninsured  during 
1989.  Fifty-eight  percent  of  all  uninsured  workers  usually  worked  at  least  35  hours  per  week.  Generally,  part-time  workers 
and  their  dependents  were  more  likely  to  be  uninsured  than  their  full-time  counterparts.  Among  part-time  workers, 
families  of  those  employed  fewer  than  17  hours  per  week  were  more  likely  to  be  insured  (77  percent)  than  families  of 
those  working  17  to  34  hours  per  week  (69  percent).  The  reason  for  this  difference  may  be  that  publicly  financed  health 
coverage  is  less  available  to  the  latter  group.  Nonworkers  were  more  likely  to  be  uninsured  than  all  other  working 
groups — nearly  21  percent  did  not  have  any  health  insurance  in  1989. 

Unemployment — Workers  who  experienced  some  unemployment  were  much  more  likely  to  be  uninsured  than  those  who 
were  consistently  employed.  Among  individuals  working  more  than  35  weeks  during  the  year,  with  no  unemployment, 
13.8  percent  were  uninsured.  In  contrast,  19.2  percent  of  those  persons  working  35  weeks  or  more  and  reporting  some 
unemployment  were  uninsured.  Among  all  persons  aged  18-64  with  some  unemployment,  those  who  reported  being 
unemployed  because  they  could  not  find  work  were  the  most  likely  to  be  uninsured  (44  percent).  Least  likely  to  be 
uninsured  were  those  who  reported  they  were  unemployed  because  they  were  in  school,  taking  care  of  their  homes  or 
families,  or  retired. 

Industry — The  majority  of  uninsured  workers  reported  their  industry  of  primary  employment  was  retail  trade,  services,  or 
manufacturing  (chart  3) — industries  that  employ  a  majority  of  the  work  force.  Workers  most  likely  to  be  uninsured  were 
either  self-employed  or  working  in  agriculture,  construction,  retail  sales,  or  services.  Agricultural  workers  may  be  migra- 
tory and/or  be  paid  low  hourly  wages.  Construction  industry  workers  may  be  employed  on  a  contractual  basis  for  a 
particular  project.  Because  workers  in  these  industries  may  not  work  consistently  for  the  same  employer,  they  are  less 
likely  to  have  employer-sponsored  health  insurance.  Workers  in  the  retail  sales  and  service  industries,  which  employ 
many  part-time  workers  and  experience  rapid  turnover,  are  often  subject  to  waiting  periods  before  becoming  eligible  for 
benefits. 


Firm  Size — Almost  one-half  of  all  uninsured  workers  were  either  self-employed  or  working  in  firms  with  fewer  than  25 
employees  in  1989  (chart  4).  More  than  21  percent  of  self-employed  persons  were  uninsured,  compared  with  15  percent 
of  all  workers.  Almost  28  percent  of  workers  in  firms  with  fewer  than  25  employees  were  uninsured,  compared  with  only 
about  8  percent  of  those  in  firms  with  1,000  or  more  employees.  Small  employers  often  are  unable  to  obtain  reasonably 
priced  health  insurance  for  their  employees  because  insurers  generally  charge  them  higher  premiums  due  to  the  greater 
risk  posed  by  a  small  group.  In  1989,  although  only  22  percent  of  the  nonelderly  population  lived  in  families  whose  head 
of  household  worked  for  a  firm  with  fewer  than  25  employees,  this  group  accounted  for  nearly  40  percent  of  the 
uninsured. 


Income 


The  uninsured  are  concentrated  disproportionately  in  low-income  families.  In  1989,  nearly  60  percent  of  the  uninsured 
were  in  families  with  annual  incomes  under  $20,000  (chart  5).  While  more  than  37  percent  of  families  with  incomes  of 
less  than  $5,000  were  uninsured,  only  9.5  percent  of  families  with  incomes  above  $20,000  were  uninsured.  Families  with 
incomes  below  the  federal  poverty  level  were  more  likely  to  be  covered  by  publicly  financed  health  programs  or  be 
uninsured  than  to  be  covered  by  private  insurance.  As  income  increases,  the  percentage  of  the  population  without  health 
insurance  and  the  percentage  covered  by  publicly  financed  programs  decrease,  while  the  percentage  covered  by  private 
health  insurance  increases.  Because  eligibility  levels  for  Medicaid,  the  primary  publicly  financed  health  program  for  the 
nonelderly,  are  discontinued  at  certain  income  levels  (rather  than  being  phased  out),7  the  percentage  uninsured  among 
families  with  incomes  below  the  poverty  level  was  slightly  less  than  that  among  families  with  incomes  just  above  this 
level.  This  situation  occurs  because  families  with  incomes  just  above  the  poverty  level  are  less  likely  to  be  eligible  for 
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Chart  7 

Percentage  Uninsured  among  Children  under  Age  18,  by  Work  Status  of  Family  Head 

.    EBRI  Analysis  of  the  March  1990  CPS 
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publicly  financed  insurance.  At  the  same  time,  these  people  are  also  less  likely  than  those  with  higher  incomes  to  receive 
employer-sponsored  health  insurance. 

Workers  with  low  earnings  are  more  likely  to  be  uninsured  than  those  with  high  earnings.  Among  all  workers,  28  J 
percent  of  those  with  annual  earnings  below  $10,000  were  uninsured,  compared  with  about  4  percent  of  those  with 
annual  earnings  of  $50,000  or  more.  This  is  primarily  because  low-income  workers  tend  to  be  employed  in  industries  that 
are  less  likely  to  offer  health  insurance  and/or  have  a  weaker  or  temporary  attachment  to  the  work  force.  These  workers 
may  also  be  employed  only  part  time  or  unemployed  at  times. 

Family  Type 

Marital  Status — The  majority  of  the  uninsured  are  in  families  of  married  couples  either  with  or  without  children 
(chart  6).  These  families  represent  the  majority  of  the  nonelderly  population.  Compared  to  their  unmarried  counterparts, 
these  people  are  more  likely  to  have  private  insurance  partly  because  many  have  income  from  two  sources.  Among  poor 
and  near-poor  families  (with  incomes  of  up  to  124  percent  of  the  poverty  level),  both  married  (44  percent)  and  not 
married  individuals  (47  percent)  without  children  were  uninsured  more  often  than  other  family  types.  Families  with 
children  were  less  likely  to  be  uninsured,  partly  because  they  are  more  likely  to  be  eligible  for  publicly  financed  health 
programs.  Low-income  single-parent  families  are  more  likely  than  two  parent  families  to  receive  public  assistance.  Nearly 
60  percent  of  those  in  single-parent  families  were  covered  by  Medicaid  in  1989,  compared  with  only  27  percent  of  those 
in  two-parent  families.  Therefore,  even  though  members  of  two-parent  families  were  more  likely  to  be  covered  by  private 
health  insurance  (38  percent)  than  members  of  single-parent  families  (18  percent),  they  were  also  more  likely  to  be 
uninsured  than  single-parent  families  (38  percent  compared  to  26  percent). 

Children — Almost  10  million  children — or  nearly  16  percent  of  all  children — were  not  covered  by  private  health  insur- 
ance and  were  either  ineligible  or  did  not  receive  publicly  financed  medical  assistance  in  1989.  More  than  70  percent  of 
these  children  were  in  families  with  incomes  below  200  percent  of  the  federal  poverty  level.  Children  were  more  likely  to 
be  uninsured  if  their  family  head  was  either  self-employed  (22  percent)  or  working  in  a  firm  with  fewer  than  25  employ- 
ees (30  percent).  Nineteen  percent  of  children  in  families  whose  head  of  household  was  unemployed  were  uninsured. 


Chart  8 

Percentage  of  Men  and  Women  Aged  18-64  with  Selected  Sources  of  Health  Insurance  Coverage 
EBRI  Analysis  of  the  March  1990  CPS 
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However,  most  uninsured  children  were  in  families  whose  family  head  was  a  full-time,  full-year  worker  (56  percent). 
These  children  were  much  less  likely  to  be  uninsured  than  those  whose  family  head  worked  only  part  time  or  experienced 
some  unemployment  (chart  7).  Almost  77  percent  of  uninsured  children  were  living  in  a  family  whose  head  of  household 
was  also  uninsured. 

Other  Demographic  Characteristics 

Sex  and  Age — Men  were  more  likely  to  be  uninsured  than  women  in  all  age  groups  except  between  ages  55-64.  Women 
were  generally  less  likely  than  men  to  be  covered  directly  by  an  employer  health  insurance  plan  but  were  more  likely  to 
receive  employer  coverage  as  dependents  of  other  workers  and  publicly  financed  health  coverage.  Women  aged  55-64, 
although  more  likely  to  receive  indirect  employer-sponsored  health  insurance,  were  less  likely  than  men  in  this  age  group 
to  be  covered  by  private  or  publicly  financed  health  insurance.  This  may  occur  partly  because  men  receive  coverage  more 
often  than  women  through  their  previous  employer  or  through  the  Medicare  disability  program. 

Persons  aged  55-64  were  least  likely  to  be  uninsured  (chart  8),  while  those  aged  21-24  were  most  likely  to  lack  coverage. 
These  youngpersons  may  no  longer  be  covered  by  a  family  policy  and  may  not  have  become  permanent  members  of  the 
work  force.  Many  young  workers  may  not  currently  participate  in  their  employer-sponsored  insurance  plan  because  of  a 
waiting  period  prior  to  eligibility. 

♦  Health  Care  Costs8 

U.S.  expenditures  on  health  care  exceeded  12  percent  of  Gross  National  Product  (GNP)  in  1990 — more  than  twice  the 
proportion  of  GNP  than  in  1960  and  more  than  that  in  any  other  industrialized  country.  In  the  last  25  years,  the  U.S. 
health  care  sector  has  outgrown  other  sectors  in  the  economy  by  an  average  of  3  percent  annually.  The  aging  population 
and  advances  in  medical  technology  mean  that  this  trend  is  likely  to  continue.  Current  discussions  of  health  care  expen- 
ditures focus  on  perceived  problems  in  the  system,  such  as  quality  and  access  to  health  care,  but  they  also  encompass  the 
notion  that  the  United  States  is  spending  "too  much"  on  health  care — that  health  care  consumption  and  expenditures 
are  inherently  too  high.  These  perceptions  have  led  employers  and  government  policymakers  (who  together  account  for 
63  percent  of  total  U.S.  expenditures  on  health  services  and  supplies)  to  make  assorted  proposals  for  reforming  the 
financing  and  delivery  of  health  care. 

Why  are  Health  Care  Expenditures  Growing? 

Between  1947  and  1987,  the  U.S.  health  care  sector  outgrew  the  combined  other  sectors  of  the  economy  by  an  average  of 
2.5  percent  annually.  Health  care  prices  rose  1.6  percent  faster  annually  than  non-health  care  prices,  and  the  quantity  of 
health  care  delivered  grew  0.9  percent  faster  than  other  quantities.  More  recently,  from  1977  to  1987,  the  health  care 
sector  outgrew  other  sectors  of  the  economy  by  an  annual  average  of  3.0  percent,  with  medical  services  prices  outgrowing 
prices  in  non-health  industries  by  an  average  of  3.0  percent,  and  the  quantity  of  medical  services  delivered  averaging  the 
same  growth  as  quantities  of  other  goods  and  services  delivered.  The  relatively  rapid  growth  of  prices  may  be  explained  by 
factors  such  as  the  growth  in  the  price  of  medical  labor  and  capital  and  the  slower  growth  in  medical  productivity  than  in 
non-health  sectors  of  the  economy.  Reasons  for  the  relatively  rapid  growth  in  the  quantity  of  health  care  services  deliv- 
ered between  1957  and  1977  (1.2  percent  between  1957  and  1967  and  2.4  percent  between  1967  and  1977)  include  the 
development  and  utilization  of  new  technologies  and  the  spread  of  health  insurance.  Ongoing  increases  in  health 
services  wages  and  the  aging  baby  boom  generation  may  cause  the  price  and  quantity  of  health  care  services,  respectively, 
to  continue  to  outgrow  those  of  other  goods  and  services. 

As  the  baby  boom  generation  ages,  the  elderly  population  will  grow  from  31.7  million  people  in  1990  (13  percent  of  the 
population)  to  70.1  million  people  (23  percent  of  the  population  in  2060),  and  the  demand  for  health  care  services  will 


Table  1 

Age  Related  Health  Premiums  for  a  Washington,  DC  Employer  with  28  Employees,  1987-1991 


Age  and  Type 
of  Coverage 

Total  Premiu 

ti  Cost  (Employer  and  Employee) 

March  1987 

March  1988 

March  1989 

March  1990 

March  199 

Single  Coverage 

Less  than  29 

$  7136 

$  89  90 

$140.16 

$148.44 

$159.74 

Aged  30-34 

8920 

112.40 

175  20 

185.54 

199  68 

Aged  35-39 

107.04 

132.40 

210.26 

222.64 

239  60 

Aged  40-44 

130.82 

164.82 

256.96 

272.12 

292.86 

Aged  45-49 

154.60 

194.80 

303.70 

321  60 

346.10 

Aged  50-54 
Aged  55-59 

166.50 

209.78 

327.04 

346  34 

372.70 

166.50 

209.78 

327.04 

346.34 

372.70 

Over  Age  60 

166.50 

209  78 

327.04 

346.34 

372.70 

Family  Coverage 

Less  than  29 

$177.16 

na 

$324.66 

$343.60 

$  369  82 

Aged  30-34 

212.58 

$251.72 

389  58 

41230 

443.78 

Aged  35-39 

248.00 

293.68 

454.52 

481  04 

517.72 

Aged  40-44 

336.58 

61684 

652  82 

702.62 

Aged  45-49 

425.16 

na 

779.16 

82462 

887.52 

Aged  50-54 

478.32 

na 

876.56 

927  70 

998.48 

Aged  55-59 

499.56 

na 

945.52 

968  94 

1,042.84 

Over  Age  60 

499.56 

na 

915.52 

968.94 

1.042.84 
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Table  2 

Employer  Spending  on  Health  Insurance,3  Wages  and  Salaries,  and  Total  Compensation6  In  Billions  of  Dollars 
and  as  A  Percentage  of  Corporate  After  Tax  Profits,  Selected  Years  1948-1989 


Employer  Spending  on  Employer  Spending  on  Employer  Spending  on 

Health  Insurance3  Wages  and  Salaries  Total  Compensation*3 


Year 

Percentage  of  corporate 

Percentage  of  corporate 

Percentage  of  corporate 

$  billions 

after-tax  profits 

$  billions 

after-tax  profits 

$  billions 

after-tax  profits 

1950 

$  0.7 

3% 

$  1472 

589% 

$  155.4 

622% 

1960 

3.4 

13 

272.8 

1003 

296.7 

1091 

1970 

14.6 

35 

551.5 

1323 

618.3 

1483 

1980 

71.6 

48 

1372.0 

916 

1638  2 

1094 

1985 

124.3 

97 

1975.2 

1546 

2367.5 

1853 

1989 

178.1 

103 

2573.2 

1491 

3079.0 

1784 

Source:  EBRI  tabulations  of  data  from  the  U  S.  Department  of  Commerce,  National  Income  and  Product  Accounts. 
^Includes  employer  contributions  for  group  health  insurance,  Medicare  Hospital  Insurance,  and  military  medical  insurance. 
blndudes  wages  and  salaries,  health  benefits,  and  all  other  non-cash  benefits. 


increase.  The  elderly  population  accounts  for  a  disproportionately  high  share  of  health  care  expenditures  because  the 
incidence  of  sickness  increases  with  age.  In  1989,  for  example,  elderly  individuals  (age  65  and  over)  averaged  9.1  annual 
physician  contacts,  almost  twice  as  many  as  individuals  between  the  ages  of  25  and  44.  Likewise,  patients  age  75  and 
older  averaged  4,098  days  of  hospital  care  per  1,000  persons  per  year,  more  than  seven  times  as  many  days  as  patients 
between  the  ages  of  35  and  44.  Table  one  demonstrates  the  age  rated  individual  and  family  premiums  for  group  health 
coverage  for  an  employer  whose  firm  size  is  28  in  Washington,  D.C.  between  1987  and  1991.  It  clearly  shows  the  implica- 
tions of  population  aging. 

In  addition  to  increasing  the  quantity  of  health  care  services  provided,  the  increasing  ratio  of  elderly  to  working  individu- 
als will  contribute  to  an  increase  in  the  proportion  of  GNP  that  is  accounted  for  by  health  expenditures.  Medicare 
expenditures  alone,  which  are  estimated  to  have  represented  1 .9  percent  of  GNP  in  1990,  are  projected  to  increase  to  3.0 
percent  of  GNP  in  the  year  2000  and  6.8  percent  of  GNP  in  2060.  These  figures  suggest  that  health  care  financing  for 
the  elderly  will  continue  to  be  a  difficult  issue  for  both  public  policymakers  and  private  employers.  Given  the  magnitude 
of  such  projections,  it  is  not  surprising  that  many  employers  with  relatively  large  retiree  populations  have  been  at  the 
forefront  of  proposals  to  reform  the  U.S.  health  care  delivery  system. 

Why  are  We  Concerned  About  the  Growing  Health  Care  Sector? 

In  many  cases,  when  observers  discuss  a  sector  of  the  economy  that  is  flourishing,  it  is  considered  to  be  a  favorable 
situation.  After  all,  growing  businesses  often  create  desirable  by-products  such  as  jobs,  revenues  (both  of  which  generate 
tax  revenues),  capital  investment,  investment  in  research  and  development,  and  foreign  exports.  Health  care  delivery 
industries  supplied  16  percent  of  net  new  jobs  between  1980  and  1990.  Further,  industries  such  as  pharmaceuticals  and 
medical  equipment  have  higher  than  average  levels  of  investment  on  research  and  development  in  addition  to  a  positive 
balance  of  trade.  Given  these  facts,  why  are  so  many  parties  upset  over  the  current  boom  of  the  health  care  sector? 

Concerns  over  the  current  level  and  growth  of  health  spending  may  be  driven  in  part  by  employers'  perception  that 
health  care  expenditures  represent  an  increasingly  large  component  of  employee  compensation  (5.8  percent  in  1989 
compared  with  1.5  percent  in  1965),  federal  and  state  governments'  perception  that  Medicare  and  Medicaid  represent  a 
growing  proportion  of  public  budgets  (29.5  percent  in  1989  compared  with  1 1  percent  in  1965),  and  individuals'  percep- 
tion that  a  greater  proportion  of  their  disposable  income  is  going  toward  the  purchase  of  health  insurance  and  health  care 
services  (5.1  percent  in  1989  compared  with  4  2  percent  in  1965).  Indeed,  health  expenditures  do  represent  a  growing 
proportion  of  compensation,  disposable  income,  and  public  budgets. 

Employers — The  employer  share  of  total  health  expenditures  has  remained  between  28  and  30  percent  since  1980. 
Nonetheless,  health  care  expenditures  are  the  fastest-rising  component  of  employee  compensation.  Because  employers' 
health  care  expenditures  represent  a  growing  cost  of  production,  many  argue  that  such  spending  puts  them  at  a  competi- 
tive disadvantage  and  is  hampering  their  individual  competitiveness  and  U.S.  competitiveness  overall.  These  observers 
are  apt  to  measure  employer  health  care  expenditures  as  a  percentage  of  corporate  profits  or  to  divide  such  expenditures 
by  unit  output  thereby  yielding  the  amount  of  health  care  in  the  price  of  a  unit  product  (a  car,  for  example).  Health  care 
costs,  however,  are  only  one  component  of  total  compensation,  the  measurement  that  is  generally  used  to  determine 
productivity  and  competitiveness.  Table  2  illustrates  that  employer  spending  for  total  compensation  as  a  proportion  of 
corporate  after-tax  profits  has  actually  declined  since  1985  and  that  employer  spending  on  wages  and  salaries  is  a  much 
more  significant  determinant  of  total  labor  expenditures  than  is  employer  spending  on  health  care. 

The  notion  that  benefits  are  only  one  element  of  a  total  compensation  package  that  an  employee  and  employer  negotiate 
is  not  new.  Outside  of  collectively  bargained  contracts,  however,  some  employers  claim  that  they  do  not  (and  could  not) 
make  explicit  trade-offs  between  benefits  and  cash  compensation. 

Many  economists,  however,  argue  that  such  trade-offs  are  made  in  the  long  run — whether  implicitly  or  explicitly — and 
that  it  is  therefore  employees — not  employers — who  bear  the  burden  of  increasing  health  care  costs  in  the  form  of  lower 
non-health  compensation.  If  that  argument  is  true,  it  is  unlikely  that  increasing  business  spending  on  health  care  costs 
per  se  is  eroding  global  competitiveness.  Rather,  it  is  employees  who  are  experiencing  a  decline  in  rhc  income  they 
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otherwise  might  have  had  available  for  non-health  consumption.  Regardless  of  who  bears  the  burden  of  increasing  health 
care  expenditures,  in  the  aggregate,  employer  spending  on  health  care  represents  less  than  6  percent  of  total  labor  costs. 
Therefore,  changes  in  employer  health  expenditures  have  less  impact  on  the  growth  rate  of  total  compensation  than  do 
changes  in  employer  expenditures  on  wages  and  salaries  (which  represent  84  percent  of  wages  and  salaries)  (table  3).^ 
Moreover,  since  labor  productivity  generally  measures  output  in  terms  of  total  labor  costs,  total  compensation  seems  to  be 
a  more  relevant  measure  for  issues  of  competitiveness  and  profitability. 

Governments — Health  care  spending  has  grown  as  a  proportion  of  revenues  at  both  the  federal  level  and  the  state  and 
local  government  level.  Federal  government  health  care  spending  represented  15.1  percent  of  federal  revenues  in  1989, 
more  than  4  times  as  much  as  in  1965,  before  the  implementation  of  Medicare  and  Medicaid.  As  a  proportion  of  total 
U.S.  health  expenditures,  the  change  is  not  nearly  as  significant.  Federal  government  expenditures  on  health  care 
accounted  for  9  percent  of  total  expenditures  on  health  services  and  supplies  in  1965,  15  percent  in  1967  (after  the 
implementation  of  Medicare  and  Medicaid),  and  16  percent  in  1989.  State  and  local  health  spending  represented  14.4 
percent  of  state  and  local  revenues  in  1989,  nearly  twice  as  much  as  a  proportion  of  revenues  as  in  1965.  In  terms  of  total 
U.S.  spending  on  health  services  and  supplies,  however,  state  and  local  spending  has  changed  little,  representing  12 
percent  of  total  U.S.  expenditures  in  1965  and  14  percent  in  1989. 

While  the  proportion  of  the  total  health  care  bill  paid  by  governments  has  remained  essentially  constant  since  the 
implementation  of  Medicare  and  Medicaid,  the  share  of  public  budgets  consumed  by  health  care  continues  to  grow 
because  public  budgets  have  remained  relatively  fixed  as  a  proportion  of  GNP  while  health  care  expenditures  have 
increased.  The  increase  in  the  proportion  of  public  budgets  consumed  by  health  care  expenses  suggests  that  increases  in 
public  health  spending  are  now  coming  at  the  expense  of  other  public  expenditures  such  as  infrastructure  and  education 
(human  capital).  This  may  represent  a  more  likely  threat  to  American  competitiveness  than  employer  contributions  to 
health  expenditures. 

Individuals — Despite  the  fact  that  more  employers  today  require  premium  contributions  for  group  plans  than  they  did  10 
years  ago,  and  deductibles  are  higher  and  copayments  more  common,  individual  health  spending  as  a  share  of  adjusted 
personal  income  has  increased  by  only  0.9  percentage  points  since  1965.  Moreover,  individual  households  pay  a  consider- 
ably smaller  proportion  of  total  U.S.  health  spending  than  they  did  in  1965,  and  virtually  the  same  proportion  as  they 
have  since  1980.  However,  if  one  accepts  the  premise  that  employer  increases  are  passed  on  to  employees  Fn  the  form  of 
lower  wages  and  salaries,  individuals  may  be  bearing  more  of  the  burden  of  growing  health  care  expenditures. 

What  initiatives  have  employers  and  insurers  undertaken  to  reduce  health  care  expenditures? 

Employers  and  insurers  continue  to  implement  various  measures  in  an  effort  to  manage  health  care  costs.  Cost  contain- 
ment initiatives  include  cost  sharing  through  copayments,  deductibles,  and  premium  sharing;  alternative  delivery  systems 
such  as  health  maintenance  organizations  (HMOs)  and  preferred  provider  organizations  (PPOs);  utilization  review 
techniques;  expanded  coverages  for  services  or  settings  believed  to  be  more  cost  effective;  and  health  promotion  pro- 
grams. Cost  management  programs  may  be  voluntary  or  there  may  be  a  financial  incentive  for  participation.  While  some 


Table  3 


Annual  Growth  Rates: 

Employer  Spending  on  Total  Compensation,  Wages  and  Salaries,  and  Health  Insurance,  1960-1989 

Year                                 Health  Insurance                    Wages  and  Salaries                 Total  Compensation 

1961 

9  7% 

28% 

3.0% 

1962 

135 

6.7 

7.1 

1963 

95 

5.2 

5.5 

1964 

13  0 

7.3 

7.4 

1965 

13.5 

7.7 

7.8 

1966 

25.4 

10.1 

10.8 

1967 

149 

7.1 

7.3 

1968 

24.7 

10.0 

10.3 

1969 

16.0 

9.8 

10.2 

1970 

18.7 

6.4 

69 

1971 

11.7 

6.0 

6.7 

1972 

17.2 

9.3 

10.1 

1973 

25.1 

10.9 

11.9 

1974 

12.1 

90 

9.7 

1975 

17.2 

5.5 

6.4 

1976 

22.6 

10.4 

11.5 

1977 

19.5 

10.5 

11.2 

1978 

152 

12.6 

13.0 

1979 

17.2 

11.8 

12.2 

1980 

15  2 

9.6 

9.8 

1981 

18.9 

10.1 

10.3 

1982 

14.7 

5.0 

5.5 

1983 

11.0 

5.7 

6.0 

1984 

9.0 

9.7 

9.6 

1985 

5.2 

7.4 

6.9 

1986 

9.3 

6.1 

6.1 

1987 

9.6 

7.4 

7.1 

1988 

10.0 

80 

8.1 

1989 

8.8 

5.9 

5.9 

Source:  EBRI  tabulations  of  U.S.  Department  of  Commerce,  1990. 
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employers  have  reported  success  with  specific  initiatives,  others  remain  dissatisfied,  and  most  continue  to  search  for  ways 
to  control  their  increasing  costs. 

Employer  efforts  to  control  their  health  care  expenditures  through  mandatory  contributions  to  monthly  premiums, 
copayments,  increased  deductibles,  and  the  implementation  of  choicemaking  benefit  plans  may  have  begun  to  sensitize 
patients  to  the  magnitude  of  health  care  costs.  In  1989,  48  percent  of  employees  in  medium-  and  large-sized  establish- 
ments with  group  health  coverage  were  in  plans  that  required  a  contribution  to  premium  for  individual  coverage  ($25  per 
month,  on  average),  up  from  26  percent  in  1980  ($9  per  month,  on  average).  However,  even  if  patients  are  aware  of  the 
costs  of  health  care,  they  can  lack  much  of  the  information  necessary  to  evaluate  and  make  rational  purchase  decisions 
about  health  care  treatment.  Most  purchase  decisions,  in  fact,  are  made  by  the  providers  of  health  care,  who  themselves 
are  largely  unable  to  make  fully  informed  decisions  because  medicine  is  an  imprecise  science.  Therefore  it  is  not  certain 
whether  cost  sharing  can  effectively  control  the  quantity  of  health  care  services  delivered. 

HMOs  give  providers  financial  incentives  to  provide  cost  effective  care  and  are  therefore  generally  identified  with  cost 
containment.  A  survey  by  A.  Foster  Higgins  found  that  annual  HMO  premiums  were  lower,  on  average,  than  fee-for- 
service  premiums  in  1989  ($2,319  versus  $2,600,  respectively).  These  figures  represent  a  16.5  percent  increase  from  19S8 
for  HMOs,  compared  with  20.4  percent  growth  for  fee-for-service  plans.  However,  many  employers  feel  that  HMOs  have 
been  unsuccessful  in  reducing  costs.  Their  reasons  include  a  17  percent  annual  increase  in  premiums,  coupled  with  the 
increased  costs  associated  with  offering  HMO  options,  including  the  added  administrative  costs  of  multiple  plans  and 
possible  increases  in  indemnity  rates  associated  with  adverse  selection.^  Employers  are  cutting  back  on  the  number  of 
HMO  options  they  offer  and  negotiating  harder  for  rate  cuts  by  pressing  for  increased  experience  rating  (group  rates 
based  on  actual  historical  claims  experience  from  the  group  itself).  According  to  the  U.S.  Department  of  Labor,  HMO 
enrollment  among  employees  with  employer-sponsored  health  plans  grew  steadily  from  2  percent  in  1980  to  17  percent 
in  1989. 

PPOs  are  a  relatively  new  type  of  health  care  delivery  network  in  which  an  organization,  generally  an  insurer,  contracts 
with  a  network  of  doctors,  hospitals,  and  other  health  care  providers  to  provide  services  at  a  discounted  price  schedule. 
Providers  enter  these  agreements  hoping  to  generate  a  higher  volume  of  business.  PPOs  may  be  offered  on  a  stand-alone 
basis  or  as  an  option  within  a  traditional  indemnity  plan.  In  the  latter  case,  insurers  usually  encourage  participants  to  use 
the  preferred  providers  by  waiving  deductibles  or  offering  more  attractive  coinsurance  provisions.  PPOs  appear  to  be 
gaining  popularity:  the  U.S.  Department  of  Labor  found  that  in  1989,  10  percent  of  participants  in  medium-sized  and 
large  employer  health  plans  were  enrolled  in  PPOs,  compared  with  only  1  percent  in  1986.  Employers  are  divided  in  their 
responses  to  PPO  effectiveness  at  controlling  costs.  A.  Foster  Higgins  6k  Co.,  Inc.  found  that  55  percent  of  employers 
surveyed  said  they  were  unable  to  measure  the  effect  of  PPOs  on  medical  costs,  while  24  percent  said  they  reduced  costs, 
17  percent  said  there  was  no  effect,  and  4  percent  said  PPOs  increased  medical  costs. 

From  the  participant's  perspective,  the  relative  attractiveness  of  the  various  types  of  plans  often  depends  on  the  value  the 
individual  assigns  to  freedom  of  choice  in  the  selection  of  providers.  Since  Americans  have  long  been  accustomed  to  fee- 
for-service  medicine,  many  place  a  high  value  on  freedom  of  choice.  For  this  reason,  some  insurers  have  found  that  plans 
that  preserve  the  ultimate  right  to  choose  while  giving  powerful  incentives  to  use  an  identifiable  group  of  providers  are 
more  successful  in  the  market.  These  plans  allow  the  employee  to  choose  a  fee-for-service  delivery  mode  or  an  HMO  or 
PPO  option  within  a  single  plan  at  the  point  of  service.  In  these  plans,  participants  incur  fewer  out-of-pocket  expenses 
when  using  designated  HMO  or  PPO  providers  than  when  they  choose  fee-for-service  delivery.  Allied-Signal  and  South- 
western Bell  are  notable  among  companies  that  have  implemented  such  plans.  AT&T  plans  to  implement  a  point-of- 
service  managed  care  network  that  will  have  the  nation's  largest  enrollment  and  will  be  unique  in  that  the  company's 
unions  have  agreed  to  help  write  the  standards  and  select  the  bidders.  While  they  are  a  relatively  new  phenomenon, 
point-of-service  plans  are  gaining  in  popularity.  Interstudy  found  that  enrollment  in  open-ended  HMOs,  which  allow 
enrollees  to  opt  for  care  from  nonnetwork  providers,  rose  1 18  percent  (from  476,  788  enrollees  to  1,041,214  enrollees) 
from  July  1988  to  July  1990,  compared  with  7  percent  growth  in  "pure"  HMO  enrollment  over  the  same  period. 

In  addition  to  offering  plans  with  cost  management  features,  some  employers  have  begun  to  sponsor  corporate  programs 
that  may  help  to  manage  health  care  costs  (and  possibly  boost  productivity)  by  promoting  wellness.  Such  programs 
include  smoking  cessation,  weight  control,  fitness,  stress  management,  hypertension,  health  risk  appraisal,  and  back  care. 
While  programs  to  promote  wellness  are  generally  voluntary,  several  companies — U-Haul  International  and  Baker 
Hughes,  Inc.,  among  them — have  established  programs  that  require  employees  who  smoke  or  who  are  significantly 
overweight  or  underweight  to  pay  more  than  other  employees  toward  the  cost  of  health  insurance. 

♦  Conclusions 

The  majority  of  Americans  consider  health  care  to  be  a  right.  Although  most  prefer  care  with  no  cost,  they  are  willing  to 
share  some  costs  explicitly  and  more  costs  on  a  hidden  basis.  Americans  want  "reform",  but  only  reform  that  means  more 
caring-providers,  more  accessibility,  no  risk  of  forfeiture,  and  lower  costs. 

Business,  labor,  and  government  also  view  health  care  as  a  right.  Each  is  searching  for  a  reform  that  will  provide  greater 
access  at  a  lower  cost.  Yet,  because  they  must  find  the  money,  they  are  in  a  tough  position.  Demographics  and  technology 
both  play  against  those  who  want  to  spend  less.  The  data  in  this  testimony  as  well  as  other  available  data  show  that  per 
capita  health  care  costs  rise  dramatically  with  age.  The  average  age  of  the  population  is  increasing  and  there  are  growing 
numbers  of  people  over  age  65  and  over  age  85.  Even  if  increased  efficiency  were  able  to  reduce  health  care  expenditures 
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numbers  of  people  over  age  65  and  over  age  85.  Even  if  increased  efficiency  were  able  to  reduce  health  care  expenditures 
for  each  age  group  by  25  percent,  health  care  spending  would  continue  to  increase  as  a  result  of  changing  demographics. 
Therefore,  achieving  health  care  reform  that  aims  to  reduce  spending  will  be  extremely  difficult. 

The  government ,  labor  leaders,  and  employers  have  been  trying  to  make  the  health  care  system  more  cost  effective  as 
well  as  increase  access  and  quality.  Although  their  efforts  may  produce  results,  they  cannot  provide  universal  access  to 
health  services  at  a  lower  overall  cost.  The  pursuit  of  greater  access  and  better  quality  for  better  value  can  be  successful, 
but  not  without  paying  for  it. 

♦  Endnotes 

'These  data  are  taken  primarily  from  an  EBRI  Special  Report  entitled  "Uninsured  in  the  United  States:  The  Nonelderly 
Population  without  Health  Insurance"  published  in  April  1990.  To  order,  please  call  Debbie  Moss  at  (202)  775-6315. 

2Louis  Harris  and  Associates,  Inc.  Trade  Offs  and  Choices:  Health  Policy  Options  for  the  1990s.  (New  York,  NY:  Louis 
Harris  and  Associates  1990). 

3Northwestern  National  Life  Insurance  Company.  Americans  Speak  Out  on  Health  Care  Rationing.  (Minneapolis,  MN: 
Northwestern  Life  Insurance  Company,  1990). 

4The  March  CPS  questions  individuals  about  their  health  insurance  coverage  throughout  the  preceding  calendar  year. 
Respondents  to  the  1990  survey  were  instructed  to  provide  information  about  their  health  insurance  coverage  during 
1989.  Assuming  accurate  responses  were  given,  the  uninsured  should  include  only  those  individuals  who  were  without 
health  insurance  for  the  entire  12  months.  However,  a  comparison  of  the  results  of  the  March  1990  survey  with  the 
Survey  of  Income  and  Program  Participation  has  led  some  researchers  to  believe  that  many  respondents  actually  answer 
the  health  insurance  questions  with  reference  to  either  a  particular  point  in  time  or  to  some  period  of  time  less  than  the 
full  year. 

5Lewin/ICF.  The  Health  Care  Financing  System  and  the  Uninsured  (Washington,  DC:  U.S.  Department  of  Health  and 
Human  Services,  1990). 

^hese  findings  are  from  the  May  1988  Current  Population  Survey. 

7Medicaid  eligibility  levels  are  linked  to  AFDC  eligibility  levels,  which  are  set  by  individual  states.  These  levels  vary 
from  14  percent  of  the  federal  poverty  rate  in  Alabama  to  79  percent  in  California.  About  two-thirds  of  the  states  have 
higher  income  eligibility  thresholds  for  "medically  needy"  persons.  All  states  are  required  to  provide  Medicaid  coverage 
to  pregnant  women  and  children  up  to  age  6  if  their  income  is  less  than  133  percent  of  the  federal  poverty  level. 

SThe  following  section  draws  from  EBR/  Issue  Brief  #1 14,  "Health  Care:  What  Role  in  the  U.S.  Economy?" 
forthcoming.  To  order,  please  call  (301)  338-6946. 

'While  this  is  true  in  the  aggregate,  individual  employer  experience  may  vary.  Retiree  health  care  costs  and  age  of  active 
workforce  as  well  as  size  of  firm  all  affect  this  outcome. 

10Various  studies  indicate  that  when  there  is  a  choice  between  an  HMO  and  a  traditional  indemnity  plan,  younger,  healthier 
employees  may  be  more  likely  to  opt  for  the  HMO,  leaving  a  higher-risk  group  in  the  indemnity  plan  and  thereby  causing  indem- 
nity premiums  to  increase. 

Mr.  Stark.  Thank  you  very  much. 
Dr.  Long. 

STATEMENT  OF  STEPHEN  H.  LONG,  SENIOR  ECONOMIST,  THE 
RAND  CORP.,  WASHINGTON,  D.C. 

Mr.  Long.  Mr.  Chairman,  I  am  pleased  to  be  here  today. 

I  would  like  to  address  three  questions:  First,  how  many  unin- 
sured are  there  and  has  the  number  been  changing  over  time; 
second,  why  do  these  people  not  have  health  insurance;  and,  third, 
what  are  the  implications  of  being  uninsured  for  access  to  health 
care. 

First,  how  many  uninsured  are  there?  The  estimates  depend  on 
the  time  frame  to  which  you  refer.  At  any  point  in  time,  estimates 
from  the  various  national  surveys  suggest  that  between  30  and  35 
million  people,  or  about  15  percent  of  the  U.S.  population,  are  with- 
out any  form  of  health  insurance. 

Being  uninsured  is  for  some  people  a  continuing  problem,  but  for 
others  it  is  a  transitory  one.  For  example,  some  people  will  lose 
health  insurance  for  a  few  months  during  a  stretch  of  unemploy- 
ment, but  regain  it  once  they  start  a  new  job.  As  a  result  of  these 
brief  episodes  on  the  part  of  some,  the  longer  the  time  period  con- 
sidered, the  greater  the  number  of  people  who  will  have  been  unin- 
sured at  some  time  during  that  period.  One  recent  Census  Bureau 
estimate  of  the  number  of  uninsured  for  at  least  1  month  during  a 
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28-month  period  was  63  million  people,  or  over  25  percent  of  the 
population. 

The  absolute  numbers  of  uninsured  appear  to  have  risen  some- 
what over  the  last  decade,  from  about  25  million  to  roughly  33  mil- 
lion people.  However,  I  think  the  most  striking  impression  one  gets 
from  years  of  looking  at  all  the  data  is  that  the  problem  seems  to 
be  a  persistent  one,  rather  than  one  of  particular  trends. 

Turning  to  my  second  question,  why  do  these  people  not  have 
health  insurance?  There  are  four  major  sources  of  health  insurance 
coverage  used  by  the  rest  of  the  population.  Medicare  is  the  univer- 
sal public  plan  for  over  30  million  elderly  and  long-term  disabled; 
Medicaid  covers  nearly  20  million  people,  but  this  is  only  part  of 
the  low-income  population;  employer-employee  group  insurance 
serves  over  150  million  people;  and  some  15  million  others  have  a 
privately-purchased  individual  insurance  plan. 

The  residual  of  the  population — that  is,  roughly  35  million  unin- 
sured— is  shown  in  table  1.  The  rows  in  this  table  show  whether  or 
not  the  family  includes  someone  with  substantial  attachment  to 
the  labor  force,  and  the  columns  of  the  table  show  family  income 
expressed  as  a  percentage  of  the  Federal  poverty  level.  About  two- 
thirds  of  the  uninsured,  or  22.5  million,  are  workers  or  their  de- 
pendents who  could,  in  principle,  be  covered  by  group  insurance. 
The  remaining  one-third,  12.8  million,  are  people  without  a  sub- 
stantial tie  to  the  employment  sector. 

Mr.  Stark.  Which  table  are  you  on? 

Mr.  Long.  We  are  on  table  1,  page  4  of  the  written  testimony. 

First,  consider  the  employed  population.  Why  are  they  not  all  in- 
sured? Is  it  because  employees  refuse  to  buy  insurance,  or  is  it  be- 
cause their  employers  do  not  offer  it?  Some  very  recent  data  are 
shown  in  figure  1  on  page  5  of  my  testimony,  which  offers  a  strik- 
ing answer  to  these  questions.  Reading  the  three  horizontal  bars  in 
figure  1,  79  percent  of  employees  were  offered  health  insurance  by 
their  employer,  another  5  percent  of  employees  in  firms  offering 
health  insurance  were  ineligible  for  it,  while  the  remaining  16  per- 
cent were  employed  by  firms  not  offering  health  insurance. 

Of  those  employees  offered  insurance,  represented  by  the  top  bar, 
nearly  all  of  them  participated  in  that  plan  or  turned  it  down  be- 
cause they  had  other  coverage,  generally  through  their  spouse's 
employer.  Only  one  employee  out  of  every  40  turned  down  an  em- 
ployment-based offer  to  go  uninsured.  Therefore,  it  does  not  appear 
that  much  of  the  problem  of  uninsured  workers  can  be  explained 
by  a  lack  of  demand  from  workers. 

Now,  focusing  on  that  third  bar,  the  16  percent  of  workers  em- 
ployed by  firms  that  do  not  offer  health  benefits,  figure  2  shows  the 
distribution  of  those  workers  by  the  size  of  firm  where  they  work. 
Nearly  half  are  in  firms  employing  less  than  10  people,  and  over  60 
percent  of  them  work  for  firms  employing  fewer  than  25  people. 
These  data  suggest  that  the  committee  should  look  to  the  problems 
of  small  business  in  the  insurance  market,  if  it  wants  to  explain 
the  lion's  share  of  the  uninsured  worker  problem. 

Now,  let's  consider  the  one-third  of  the  uninsured  who  do  not 
have  a  substantial  tie  to  the  employment  sector,  but  also  are  not 
eligible  for  Medicaid.  Their  only  potential  source  of  health  insur- 
ance is  the  market  for  individual  policies.  This  is  problematic,  for 


275 


two  reasons:  First,  we  know  that  the  market  for  individual  health 
insurance  does  not  work  particularly  well.  Individual  insurance  is 
a  problem,  when  the  individuals  who  voluntarily  present  them- 
selves are  more  likely  to  have  health  conditions.  Underwriting 
standards  make  some  people  uninsurable;  others  are  offered  cover- 
age, but  it  excludes  any  preexisting  conditions  and  the  like. 

Second,  the  incomes  of  the  group  in  question  are  so  low,  that 
they  are  really  unable  to  afford  decent  coverage,  even  if  it  were  of- 
fered. Drawing  on  some  data  from  table  1,  45  percent  of  this  group 
have  family  incomes  below  the  Federal  poverty  level,  and  nearly  75 
percent  have  incomes  below  twice  poverty.  These  incomes — for  ex- 
ample, the  poverty  level  for  a  family  of  3  is  about  $10,000 — are  no 
match  for  the  $3,600  price  tag  on  family  coverage  under  a  typical 
employer  policy  today,  if  the  individual  were  to  pay  the  whole 
freight,  let  alone  the  price  an  insurer  would  charge  for  comparable 
coverage  under  a  nongroup  policy.  Therefore,  the  problem  for  this 
group  is  not  just  one  of  insurance  markets,  but  also  one  of  insuffi- 
cient income. 

Turning  to  my  final  question,  what  are  the  implications  for 
access  to  health  care?  Because  of  the  serious  financial  barriers  they 
face,  the  uninsured  use  substantially  less  health  care  services  than 
the  insured.  Figures  3  and  4  show  the  effect  of  being  uninsured  on 
the  annual  use  of  physician  and  inpatient  hospital  services.  The 
uninsured  use  about  two-thirds  as  many  physician  visits  as  the  pri- 
vately insured.  The  gap  in  use  of  inpatient  hospital  services  is  even 
more  striking,  with  the  uninsured  using  only  about  one-third  the 
number  of  hospital  days  as  privately  insured  people. 

Unfortunately,  much  less  is  known  about  the  effect  of  reduced 
use  of  services  on  ultimate  levels  of  health.  It  is  almost  certainly 
the  case  that  some  of  the  services  the  privately  insured  use  are  un- 
necessary, thereby  making  their  use  an  inappropriate  standard  by 
which  to  judge  the  use  of  the  uninsured.  Nonetheless,  with  access 
gaps  this  big,  it  is  hard  to  believe  that  there  is  not  some  consider- 
able hardship  associated  with  being  uninsured. 

That  concludes  my  prepared  statement.  I  would  be  happy  to  take 
any  questions. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY*  OF  STEPHEN  H.  LONG 
RAND 

Mr.  Chairman,  I  am  pleased  to  be  here  today  to  offer  my  thoughts 
and  some  new  research  findings  on  the  subject  of  the  uninsured.  Any 
views  I  express  are  my  own  and  not  those  of  RAND  or  its  sponsors. 

The  overwhelming  majority  of  Americans  have  health  insurance 
coverage,  most  of  which  represents  very  good  protection  against  the 
unexpected  costs  of  illness.     But,  because  we  have  a  mixed  public  and 
private  patchwork  of  coverage  sources,  there  is  a  persistent  residual  of 
about  15  percent  of  the  population  that  is  not  covered  at  any  point  in 
time.     Lack  of  health  insurance  coverage  is  a  problem  for  them  because 
they  have  significantly  less  access  to  health  care  services.  In 
addition,  many  others  feel  unfairly  burdened  by  the  system  of  cross 
subsidies  that  pays  for  some  of  the  care  the  uninsured  manage  to  get. 

Today  I  would  like  to  provide  information  on  three  aspects  of  the 
problem  of  the  uninsured: 

*  First,  how  many  uninsured  are  there  and  has  the  number  been 
changing  over  time? 

*  Second,  why  don't  these  people  have  health  insurance?  and 

*  Third,  what  are  the  implications  of  being  uninsured  for  access 
to  health  care? 

HOW  MANY  UNINSURED  ARE  THERE? 

Estimates  of  the  number  of  Americans  who  are  uninsured  depend  on 
the  time  frame  to  which  you  refer.    At  any  point  in  time,  estimates  from 
the  various  national  surveys  suggest  that  between  30  and  35  million 
people,  or  about  15  percent  of  the  U.S.  population,  are  without  any  form 
of  health  insurance. 

Being  uninsured  is  for  some  people  a  continuing  problem,  but  for 
others  it  is  transitory.     For  example,  some  people  will  lose  health 
insurance  for  a  few  months  during  a  stretch  of  unemployment,  but  regain 
it  once  they  start  new  employment.     As  a  result  of  such  transitory 
episodes,  the  longer  the  time  period  considered  the  greater  the  number 
of  people  who  will  have  been  uninsured  at  some  time  during  that  period. 
A  recent  Census  Bureau  estimate  of  the  number  uninsured  for  at  least  one 
month  during  a  28  month  period  was  63  million  people,  over  25  percent  of 
the  population. 

The  absolute  numbers  of  uninsured  appear  to  have  risen  somewhat 
over  the  last  decade--from  about  25  million  to  roughly  33  million-- 
but  the  change  was  concentrated  in  the  first  half  of  the  1980s.  When 
expressed  as  a  percent  of  the  total  population  this  change  is  less 
dramatic--a  2  to  3  percentage  point  increase.    The  most  striking 
impression  one  gets  from  looking  at  the  data  is  the  persistence  of  the 
problem,  rather  than  one  of  any  clear  trend. 

WHY  DON'T  THESE  PEOPLE  HAVE  HEALTH  INSURANCE? 

In  order  to  understand  why  a  persistent  15  percent  of  the 
population  falls  through  the  cracks,  one  needs  to  understand  how  and  for 
whom  our  current  public-private  patchwork  system  works.     There  are  four 
major  sources  of  health  insurance  coverage: 

•  As  members  of  this  committee  know,  Medicare  is  in  effect  a 
universal  public  plan  for  over  30  million  elderly  and  long- 
term  disabled; 

•  Medicaid,  despite  some  significant  extensions  of  eligibility  to 
pregnant  women  and  infants  over  the  last  several  years,  still 
only  covers  part  of  the  low  income  population- -nearly  20 
million  people; 


Views  expressed  in  testimony  are  the  author's  own  and  are  not 
necessarily  shared  by  RAND  or  its  research  sponsors. 
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•  Private  employer -employee  group  insurance,  serving  over  150 
million  people  as  a  primary  source  of  coverage,  works  very  well 
for  most  of  the  employed  and  their  dependents;  and 

•  In  addition  to  the  above,  some  15  million  others  have  some  form 
of  privately  purchased  individual  insurance  plan,  although 
little  is  known  about  the  breadth  or  value  of  such  coverage. 

The  residual  of  the  population- -that  is,  the  approximately  35 
million  uninsured—is  shown  in  Table  1,  classified  by  whether  or  not  the 
family  includes  someone  with  substantial  attachment  to  the  labor  force 
and  by  their  family  income  as  a  percent  of  the  federal  poverty  level. 
About  two-thirds  of  the  uninsured  are  workers  or  their  dependents,  who 
could  in  principle  be  covered  by  private  group  insurance.    The  remaining 
one-third  are  people  without  a  substantial  tie  to  the  employment  sector. 
A  more  detailed  examination  of  each  group  will  begin  to  suggest  why  it 
is  that  these  people  go  without  health  insurance. 

Consider  first  the  employed  population.    Why  aren't  they  all 
insured?    Is  it  because  employees  refuse  to  buy  health  insurance,  or  is 
it  because  their  employers  don't  offer  it?    Some  recent  data  offer  a 
striking  answer  to  these  questions.    Figure  1  shows  that  79  percent  of 
employees  aged  18-64  were  offered  health  insurance  by  their  employer,  5 
percent  of  employees  in  firms  offering  health  insurance  were  ineligible 
for  it,  while  the  remaining  16  percent  were  employed  by  firms  not 
offering  health  insurance.    Of  those  employees  offered  insurance,  nearly 
all  of  them  participated  in  the  plan  or  turned  it  down  because  they  had 
other  coverage,  generally  through  their  spouse's  employer.     Only  one 
employee  out  of  every  forty  turned  down  an  employment-based  insurance 
offer  to  go  uninsured.    Therefore,  it  doesn't  appear  that  much  of  the 
problem  of  uninsured  workers  can  be  explained  by  a  lack  of  demand  from 
workers . 

Focusing  on  the  16  percent  of  workers  employed  by  firms  that  don't 
offer  health  benefits,  Figure  2  shows  their  distribution  by  firm  size. 
Nearly  half  are  in  firms  employing  less  than  10  people;  and  over  60 
percent  work  for  firms  employing  fewer  than  25  people.    These  data 
suggest  that  we  look  to  the  problems  of  small  business  in  the  health 
insurance  market  if  we  want  to  explain  the  lion's  share  of  the  uninsured 
worker  problem. 

Now  let's  consider  the  one-third  of  the  uninsured  who  do  not  have  a 
substantial  tie  to  the  employment  sector,  but  also  are  not  eligible  for 
Medicaid  or  Medicare.    Their  only  potential  source  of  health  insurance 
is  the  market  for  individual  policies.    This  is  problematic  for  two 
reasons.    First,  we  know  the  market  for  individual  health  insurance 
doesn't  work  well  because  of  the  problem  of  "adverse  selection"  — 
avoiding  this  problem  is  the  rationale  behind  employment -based  group 
coverage.     Second,  the  incomes  of  the  group  in  question  are  so  low  that 
they  are  unable  to  afford  decent  coverage,  even  if  it  were  offered. 
Recalling  some  figures  from  Table  1,  45  percent  of  this  group  have 
family  incomes  below  the  federal  poverty  level  and  nearly  75  percent 
have  incomes  below  twice  poverty.    These  incomes  —  for  example,  the 
poverty  level  for  a  family  of  3  is  about  $10,000— are  no  match  for  the 
$3,600  price  tag  on  family  coverage  under  a  typical  employer  group 
policy  today,  let  alone  the  price  an  insurer  would  charge  for  comparable 
coverage  under  a  non-group  policy. 

WHAT  ARE  THE  IMPLICATIONS  FOR  ACCESS  TO  HEALTH  CARE? 

Because  of  the  serious  financial  barriers  they  face,  the  uninsured 
use  substantially  less  health  care  services  than  the  insured.    Figures  3 
and  4  show  the  effect  of  being  uninsured  on  the  annual  use  of  physician 
and  inpatient  hospital  services.    When  compared  to  the  use  levels  for 
privately  insured  people- -and  after  adjusting  for  differences  in  health 
status  and  other  characteristics— the  uninsured  use  about  two-thirds  the 
number  of  physician  visits.    This  difference  accounts  for  care  provided 
at  all  sites,  including  private  offices,  clinics,  and  hospital 
outpatient  departments. 
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TABLE  1.     UNINSURED  PEOPLE  BY  FAMILY  WORK  AND  POVERTY  STATUS,  1988 


Family  Income  as  a  Percent  of  Poverty 


200  and  over 


Uninsured  People 
(in  millions) 


Worker,  25  hours 

or  more 
Others 


22.5 
12.8 


4.8 
5.8 


7.4 
3.5 


10.3 
3.5 


Percent  of  Family 
Income  Group 


All 


Worker,  25  hours 

or  more 
Others 


100 


100 


100 


100 


Percent  of  Work 
Status  Group 


All 


Worker,  25  hours 

or  more 
Others 


100 


100 
100 


SOURCE:     Stephen  H.  Long  and  Jack  Rodgers,  "Americans  without  Health 
Insurance:    A  Comparison  of  Mandated  Employment -Based  In- 
surance and  Medicaid  Expansions,"  paper  presented  at  the 
American  Public  Health  Association  meetings,  Boston,  MA, 
November  1988. 

aPeople  are  classified  according  to  their  own  work  status  or  the 

work  status  of  a  family  member  whose  health  insurance  policy,  if  there 

was  one,  could  cover  them. 


FIGURE  1.     EMPLOYEE  PARTICIPATION  IN  EMPLOYMENT-BASED  HEALTH  INSURANCE,  1988* 


FIRM  OFFERS  - 

EMPLOYEE  ELIGIBLE 


FIRM  OFFERS  - 

EMPLOYEE  INELIGIBLE 


FIRM  DOES  NOT  OFFER 


~~1 


■  Employee  Buys  (70%) 

B  Employee  Has  Other  Insurance  (7%) 

□  Employee  Does  Not  Buy  (2%) 


PERCENT  OF  EMPLOYEES 
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FIGURE  2.     EMPLOYEES  IN  FIRMS  NOT  OFFERING  HEALTH  INSURANCE,  BY  FIRM  SIZE,  1988a 
50 

40 

PERCENT 
OF  30 
EMPLOYEES 
20 

10 


<  10         10-24        25-49        50-99       100-249  250+ 
FIRM  SIZE 

SOURCE:    Preliminary  RAND  tabulations  of  the  Current  Population 
Survey,  May  1988,  Survey  of  Employee  Benefits. 

Represents  the  circumstances  of  about  99  million  people  aged 
18-64  who  were  employed  for  wages  or  salaries  by  a  firm  in  May 
1988. 


The  gap  in  use  of  inpatient  hospital  services  is  even  more 
striking,  with  the  uninsured  using  only  about  one-third  the  number  of 
hospital  days  as  similarly  situated  privately  insured  people.     Part  of 
the  explanation  for  the  low  rates  of  hospitalization  among  the  uninsured 
is  the  restricted  access  to  physician  services,  since  greater  access  to 
physicians  tends  to  result  in  more  referrals  for  hospital  services. 


Unfortunately,  much  less  is  known  about  the  relationship  between 
reduced  use  of  services  and  ultimate  levels  of  health.     It  is  almost 
certainly  the  case  that  some  of  the  services  the  privately  insured  use 
are  unnecessary,  thereby  making  their  use  an  inappropriate  standard  by 
which  to  judge  the  use  of  the  uninsured.    Nonetheless,  with  access  gaps 
of  the  magnitude  indicated  in  Figures  3  and  4,  it  is  hard  to  believe 
that  there  isn't  some  considerable  hardship  associated  with  being 
uninsured,  whether  or  not  there  is  yet  much  evidence  on  something  as 
dramatic  as  mortality  differences. 


FIGURE  3.     TOTAL  USE  OF  PHYSICIAN  SERVICES  DURING  THE  LAST  YEAR, 
STATUS3 


BY  INSURANCE 


of  Total  Use 
by  Insured 


PRIVATE  INSURANCE 


NO  INSURANCE 
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FIGURE  4,     TOTAL  USE  OF  INPATIENT  HOSPITAL  SERVICES  DURING  THE  LAST  YEAR,  BY 
INSURANCE  STATUS3 


Private  Insurance  No  Insurance 


SOURCE:     Stephen  H.  Long  and  Jack  Rodgers,  "The  Effects  of  Being 

Uninsured  on  Health  Care  Service  Use:     Estimates  from  the 
Survey  of  Income  and  Program  Participation,"  paper  pre- 
sented at  Allied  Social  Sciences  Associations,  Atlanta, 
GA,  December  1989. 

Estimates  control  for  other  determinants  of  use,  such  as  health 
status,  age,  sex,  race,  marital  status,  family  size,  income,  education, 
employment  status,  and  residence. 

Mr.  Stark.  Thank  you  both. 

Let  me  see  if  I  can  sort  through  this  as  little  bit.  You  both  would 
agree  that,  looking  at  the  part  B  incidence  or  the  statistics  that 
you  brought  from  RAND,  if  people  have  insurance  available,  and  if 
it  is  reasonably  within  their  budget,  not  $3,000  a  year  when  you 
are  on  $6,000  income,  but  if  it  is  in  the  order  of  magnitude  of  what 
an  employed  person  would  be  paying,  that  they  are  going  to  take 
the  insurance,  9  times  out  of  10.  Even  with  worse  income  statistics, 
they  take  it  98  or  99  percent  for  Medicare  part  B.  They  know  they 
are  going  to  have  to  pay  something,  and  76  percent  of  those  folks 
buy  some  kind  of  medigap  insurance.  So  I  can,  without  raising  your 
hackles  too  much,  say  people  will  participate  if  it  is  available  to 
them. 

Now,  let  us  just  talk  about  access.  Is  there  any  logical  reason,  if 
you  presume  that  our  goal  is  access  for  every  resident  in  the  coun- 
try to  tie  that  access  to  employment? 

Mr.  Salisbury.  The  logical  reason  that  shows  up  from  at  least 
survey  research  is  that  individuals  prefer  to  not  know  how  much 
they  are  paying. 

Mr.  Stark.  I  said  leave  the  cost  aside,  or  let  me  back  off  and  say 
for  the  uninsured  population.  If  you  assume  that  half  of  this  unin- 
sured 16  percent,  if  you  take  Mr.  Salisbury's  statistics,  is  self-em- 
ployed or  work  with  fewer  than  25  employees,  you  are  dealing  with 
people  who  are  either  going  to  have  none  or  a  $3,000  or  $4,000  a 
year  bill  under  the  current  system. 

Second,  if  you  take  chart  3,  you  very  quickly  come  to  the  conclu- 
sion, and  I  hope  this  is  valid,  that  those  industries  which  tradition- 
ally pay  the  very  lowest  salaries,  wages,  and  have  the  most  part- 
time  work  are  host  to  almost  two-thirds  of  the  uninsured. 

So,  the  pattern  arises  that,  where  it  is  very  difficult  for  somebody 
to  pay  the  full  amount  for  part-time,  you  have  an  awful  lot  of  small 
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companies  where  the  costs  are  very  high.  Also,  children  often  are 
battled  over  by  parents  who  disclaim  them,  for  one  reason  or  an- 
other, and  children  now  have  five  or  six  parents  by  the  time  they 
reach  maturity,  rather  than  the  normal  biblical  two.  The  solution 
does  not  seem  to  be  to  find  these  people  through  the  workplace. 
That  is  all  I  am  suggesting.  The  antithesis  of  that  is  to  apply  the 
insurance  on  a  social  model,  so  the  uninsured  will  get  insurance, 
without  saying  how  much  it  will  cost  or  where  it  will  come  from. 

Mr.  Salisbury.  To  use  an  example — — 

Mr.  Stark.  Is  that  a  sound  basis? 

Mr.  Salisbury  [continuing].  There  is  a  large  company  in  the 
hotel  business  based  in  Gaithersburg,  Md.,  which  provides  choice  to 
its  workforce.  Its  workforce  turns  over  in  excess  of  100  percent  a 
year.  At  the  high  extreme  of  the  kind  of  data  that  was  presented 
by  Steve,  they  have  over  a  third  of  their  workers  who  voluntarily 
do  not  take  the  health  insurance,  and  if  they  are  turning  over  that 
quickly,  one  could  understand  why.  So,  there  may  well  be  a  large 
segment  of  the  uninsured,  where  the  most  logical  approach  would, 
in  fact,  be  some  type  of  alternative  grouping  mechanism  or  pool,  as 
compared  to  tying  it  necessarily  to  an  employment  base. 

Mr.  Stark.  My  second  question,  then,  is  this:  If  we  had  insurance 
laws  or  regulations  that  prohibit  medical  underwriting  and  re- 
quired community  rating  and  open  enrollment,  then  the  only  addi- 
tional cost  would  be  in  sales  costs  and/or  bookkeeping,  which  is 
somewhat  more  complex  for  a  person  than  a  group.  Assume  you 
further  stipulate  that  you  take  enough  time,  say,  5  years,  to  work 
out  adverse  selection  problems  that  might  get  all  of  the  hemophili- 
acs or  all  of  the  diabetics  right  away  to  run  up.  If  you  had  that 
kind  of  insurance  regulation  for  every  insurer,  self-insurer  and  pri- 
vate, then  the  costs  at  least  ought  to  be  more  uniform,  whether  for 
an  employer  of  2  or  3  people  or  30  people.  Is  that  a  sound  assump- 
tion, in  your  opinion? 

Mr.  Long.  It  seems  reasonable,  that  the  direction  of  change  you 
are  describing  is  true — that  is,  there  must  be  some  employers  out 
there  who  would  like  to  offer  good  health  insurance  to  all  of  their 
workers,  but  under  current  market  circumstances  find  it  difficult. 
Whether  all  of  these  small  firms  we  just  described  in  this  testimo- 
ny would  step  forth  voluntarily  is  another  matter.  I  am  not  sure 
about  that. 

Mr.  Stark.  Then  suppose  I  offered  it  to  them,  in  the  guise  of,  say, 
Medicare  by  another  name,  and  said  pay  the  Government  what  our 
cost  is.  If  all  the  other  insurance  companies  had  to  have  open  en- 
rollment, so  they  would  not  dump  all  of  their  problem  cases  on  me, 
I  can  do  it,  I  am  told  by  my  staff,  for  $1,000  a  year  per  under  65 
adult.  Not  bad,  at  today's  prices,  not  bad.  That  is  just  Medicare 
benefits,  plus  a  $2,500  out-of-pocket  cap,  first-dollar  coverage  for 
prenatal  and  O.B. 

My  point  is  that  there  is  still  a  big  fight  as  to  who  ought  to  pay. 
Should  it  be  the  taxpayers,  the  employers,  or  the  unions?  My  final 
question  is  don't  we  waste  a  lot  of  time  trying  to  mandate  employ- 
ers, when  even  if  we  did,  we  would  still  end  up  with  about  a  third 
or  more  of  the  uninsured  who  do  not  touch  the  employment  system 
in  any  traditional  way. 
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How  many  employers  are  cheating  today  on  that  $40  a  quarter 
withholding  for  Social  Security?  A  large  number,  I  suspect,  in  this 
room.  Look  out,  I  am  looking  at  you  who  do  not  report  your  baby- 
sitters' income  when  you  pay  them  more  than  $40  a  quarter  for 
Social  Security.  It  is  a  pervasive  conspiracy. 

What  I  am  saying  is  why  try  it  that  way?  Why  not  just  make  it 
available  at  a  price,  and  then  we  will  fight  over  who  pays  for  it 
later.  Do  you  want  to  comment? 

Mr.  Salisbury.  I  would  reiterate  your  comment,  there  are  alter- 
native methods  and  they  very  clearly  are  reasons  for  people  to  be 
attracted  to  one  versus  another. 

If  you  are  looking  at  the  group  of  individuals  who  are  unlikely  to 
find  it  convenient  to  have  employment-based  coverage,  even  if  you 
had  a  mandated  situation  that  applied  to  all  workers,  part-time 
and  otherwise,  which  most  proposals  have  not  even  done,  you  have 
obviously,  if  you  are  going  to  provide  universal  financing,  going  to 
have  to  do  it  through  some  third  approach,  which  for  some  seg- 
ment of  that  population,  say,  33  percent  or  even  possibly  half  of  the 
uninsured,  might  conveniently  be  the  type  of  approach  that  you 
are  describing. 

Mr.  Stark.  No,  I  take  children.  Seriously,  most  of  them  do  not 
work.  Most  of  them  are  so  young,  it  is  against  the  law,  yet,  how  do 
you  get  them  into  the  box?  Which  parents  do  you  collect  from  or 
which  employers  of  which  parents  do  you  saddle  with  that  obliga- 
tion? 

In  the  Pepper  Commission,  we  really  thought  about  doing  it  by 
birthweight.  There  is  no  logical  way  to  suggest  which  one  ought  to. 
Mr.  McDermott. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

I  just  want  to  ask  Mr.  Salisbury  a  question.  It  is  sort  of  a  techni- 
cal question.  Both  the  chairman  and  Mr.  Russo  put  forward  bills 
that  have  financing  mechanisms  related  to  taxes,  and  so  forth.  In 
your  statement,  on  page  6,  you  note  that  the  employers'  health 
care  costs  average  5.8  percent  of  "employee  compensation"  in  1989, 
compared  to  1.5  percent  in  1965. 

The  first  thing  I  would  like  to  ask  is  whether  the  term  '  'employ- 
ee compensation"  includes  more  than  just  wages  and  salary?  Does 
it  include  life  insurance,  pensions,  disability,  and  

Mr.  Salisbury.  In  table  3,  Congressman,  we  have  given  you  both 
columns.  We  have  given  you  a  total  compensation  line  which,  yes, 
includes  all  of  that,  and  a  wages  and  salary  column  that  is  more 
narrow,  just  the  cash  compensation,  and  the  numbers  in  the  testi- 
mony you  are  referring  to  were  total  compensation,  so  it  was  as  a 
percentage  of  all  cost,  inclusive  of  pension,  et  cetera. 

We  do  have  data  available  that  we  would  be  happy  to  share  with 
you  that  does  it  as  percentages  of  almost  any  base  that  you  wish  to 
look  at. 

Mr.  McDermott.  The  second  question,  and  maybe  that  is  what 
you  are  saying,  do  you  have  any  data  on  employee  health  care 
costs  as  a  percentage  of  profits? 

Mr.  Salisbury.  Yes,  and  we  have  done  a  summary  table,  table  2, 
which  shows  that,  in  1989,  the  after-tax  profits,  it  was  103  per- 
cent  

Mr.  McDermott.  Do  you  have  the  before-tax  profits? 
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Mr.  Salisbury.  I  do  not  have  it  in  the  testimony  and  I  do  not 
have  it  off  the  top  of  my  head,  but  I  believe  we  can  provide  you 
with  that,  yes. 

Mr.  McDermott.  I  think  this  morning  we  heard  testimony  that 
94  percent  of  the  after-tax  profits  goes  to  health  care  benefits,  and 
I  would  like  to  know  what  the  before-tax  profits  are. 

Mr.  Salisbury.  I  can  get  you  that  and  would  be  happy  to  submit 

it. 

[The  following  was  subsequently  received:] 
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Mr.  McDermott.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Chandler. 

Mr.  Chandler.  Thank  you,  Mr.  Chairman. 

Mr.  Salisbury,  your  testimony  and  Dr.  Long's  indicated  we  find  a 
considerable  number  of  low-income  people  and  uninsured  in  small 
business.  Do  you  have  any  empirical  evidence  from  a  State  or  any 
way  to  predict  what  would  happen  if,  as  the  chairman  was  saying, 
we  were  able  to  community  rate,  eliminate  mandates,  and  bring 
the  premium  costs  down  by  spreading  the  risks?  What  could  we 
expect  in  the  way  of  participation  on  the  part  of  employees  of  a 
firm  and  of  a  business  that  perhaps  provides  the  opportunity,  but 
does  not  pay  for  health  insurance? 

Mr.  Salisbury.  Based  on  the  experiments  that  have  been  done, 
which  are  principally  experiments  that  have  been  funded  by  the 
Robert  Wood  Johnson  Foundation,  as  well  as  some  individual 
States  that  have  done  it  through  the  State  mechanism,  even  in 
cases  where  they  have  been  providing  what  you  would  describe  as 
that  stripped-down  version  and  when,  after  having  stripped  it 
down,  they  are  subsidizing  50  percent  of  the  cost,  they  have  been 
achieving  market  penetration  based  upon  very  heavy  marketing  to 
small  businesses  of  only  in  the  neighborhood  of  20  percent  of  small 
businesses  voluntarily  saying  that  they  can  afford  that  highly  sub- 
sidized stripped-down  model. 

So,  there  is  reason  to  have  concerns  that  even  that  market  ap- 
proach, if  you  will,  for  companies  that  may  have  no  profits,  that 
may  be  running  off  of  bank  loans  and  an  entrepreneurial  spirit, 
can  buy  health  insurance. 

If  you  look  at  it  at  the  individual  level,  we  have  the  evidence 
that  Steve  has  mentioned,  in  terms  of  exact  cases.  The  Marriott 
case  is  another  that  we  have,  which  is  a  higher  turnover  business 
situation,  principally  minimum  wage  workers,  and  in  return  for  20 
percent  copayment  on  premium,  are  choosing  not  to  take  the 
health  insurance. 

We  have  data  from  Gallup  surveys,  which  we  fund  on  a  monthly 
basis,  that  indicate  that  individuals  asked  to  buy  health  insurance 
suggest  that  between  $400  and  $700  per  year,  on  average,  is  an  ac- 
ceptable amount  of  money  to  pay  for  health  insurance. 

When  we  turned  that  question  around  and  asked  individuals  if 
tomorrow  your  employer  offered  you  $1,500  in  cash,  would  you  take 
the  $1,500  and  give  up  your  health  insurance,  48  percent  responded 
yes  at  three  different  points  in  time  over  2  years  that  we  have 
asked  the  question. 

So,  there  is  reason  to  question  whether  individuals  understand, 
particularly  younger  individuals  who  think  they  do  not  need  health 
insurance,  the  necessities  of  health  insurance.  The  age  rated  premi- 
ums that  I  included  in  my  testimony  provide  some  evidence  as  to 
why  the  average  premium  they  are  asked  to  pay  is  a  premium  that 
subsidizes  that  $1,200  a  year  benefit  for  the  over  age  55  individual. 

Even  though  the  average  premium  might  only  be  $252  a  month, 
they  are  paying  far  more  than  what  their  risk  generally  is,  which 
is  why  they  tend  to  make  that,  if  you  will,  economic  decision,  when 
it  is  100  percent  potential  payment. 
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Mr.  Chandler.  I  have  another  question,  but  I  think  it  would 
take  more  time  than  we  have,  Mr.  Chairman.  I  thank  you. 
Mr.  Stark.  Go  right  ahead,  Mr.  Cardin. 
Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Dr.  Long,  looking  at  the  material  that  you  submitted  on  the  un- 
insured and  the  breakdown  between  employed  and  unemployed 
and  their  level  of  income,  you  can  look  at  it  three  different  ways  to 
try  to  get  the  uninsured  covered.  The  Government  could  come  up 
with  a  program  to  cover  uninsured,  you  could  mandate  the  private 
sector  or  the  employment  market  to  provide  insurance,  or  you 
could  expect  voluntary  action  by  the  private  sector. 

You  point  out  in  your  paper  that  one  immediate  problem  is  the 
individual  health  insurance  does  not  work  well,  because  of  the 
problem  of  adverse  selection.  The  chairman  has  pointed  out  that 
we  could,  from  a  national  point  of  view,  modify  the  private  insur- 
ance field  to  take  care  of  the  adverse  selection  issue,  so  that  we 
could  require  open  enrollment  and  community  rating,  et  cetera. 

If  I  understand  the  statistics  that  you  have  presented,  if  we 
reform  the  insurance  market  as  the  Pepper  Commission  had  indi- 
cated, that  may  help  a  little  bit.  There  may  be  some  employers 
that  would  find  the  insurance  an  attractive  option  and  provide  in- 
surance, but  there  is  going  to  be  a  large  number  of  people  who  still 
will  not  have  insurance  and  cannot  afford  to  buy  insurance,  that 
two-thirds  of  the  number,  basically,  or  approximately  two-thirds 
fall  within  200  percent  of  the  poverty  level,  and,  clearly,  that  group 
you  could  not  expect  to  afford  private  insurance.  Am  I  reading 
your  figures  right,  that  it  is  unreasonable  for  us  to  expect  that 
those  that  are  uninsured  can  voluntarily  afford  to  pay  the  cost  of 
insurance? 

Mr.  Long.  Let  me  restate  your  statement,  to  be  sure  we  are  on 
the  same  wave  length,  but  I  think  we  are.  Certainly,  for  the  group 
not  tied  to  the  labor  force,  I  suggested  that  they  have  very  low  in- 
comes and,  therefore,  no  matter  what  one  did,  short  of  offering  in- 
surance at  incredible  subsidies,  it  is  unlikely  that  they  could  come 
forth  and  pay  reasonable  premiums  for  reasonable  coverage.  So,  for 
that  group,  the  ones  not  tied  to  the  labor  force,  your  concern  over 
voluntary  purchase  is  warranted. 

Now,  the  ones  tied  to  the  labor  force  have  somewhat  higher  in- 
comes, and  the  table  suggests  that.  Rather  than  three-quarters 
being  under  twice  poverty,  about  half  are  under  twice  poverty. 
Now,  that  is  still  a  bunch  of  them  

Mr.  Cardin.  So,  that  50  percent,  if  their  employers  do  not  pro- 
vide the  insurance,  it  is  highly  unlikely  that  they  will  be  able  to 
afford  it? 

Mr.  Long.  That  is  true.  The  implications  of  the  data  on  which 
employers  offer  and  do  not  offer — seeing  that  most  of  those  that  do 
not  offer  are  small  firms — are  to  look  at  failures  of  that  market.  I 
did  not  mean  just  in  fixing  it  up,  so  that  the  conditions  under 
which  insurance  is  offered  are  somewhat  fairer.  I  really  think  it  is 
more  a  matter  of  these  being  marginal  businesses,  and  no  matter 
how  much  you  make  insurance  fair,  there  are  still  high  risks  that 
they  won't  buy  it. 

Mr.  Cardin.  I  guess  the  point  I  was  trying  to  make  is  that  re- 
forming of  the  insurance  industry  by  itself  will  do  little  for  those 
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people  who  are  uninsured,  as  far  as  making  available,  from  a  prac- 
tical point,  the  affordability  of  purchasing  insurance. 

Mr.  Long.  My  guess  is  that  it  would  fix  a  small  proportion, 
whether  it  is  little  or  small  of  this  total  problem  of  33  or  34  million 
or  whatever. 

Mr.  Cardin.  Well,  there  might  be  some  employers  who  want  to 
buy  insurance  and  cannot  get  it  today  because  of  the  unpredictabil- 
ity of  rates  and  all  of  the  other  real  problems  out  there.  But  for  the 
people  who  are  uninsured  after  reform,  the  availability  of  going  out 
and  buying  a  policy  still  is  not  really  a  practical  option  for  most? 

Mr.  Long.  That  is  right. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Mr.  Stark.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

Certainly  restructuring  the  small  business  market,  particularly 
freeing  it  from  the  control  of  State  mandates  and  restructuring  it 
so  that  you  cannot  eliminate  preexisting  conditions  and  things  like 
that,  would  be  a  contribution.  However,  there  certainly  is  no  ques- 
tion that  cost  remains  a  problem.  I  have  two  questions. 

In  my  bill  I  do  restructure  the  small  business  market  and  I  know 
that  will  make  purchase  possible  for  some,  but  it  is  not  going  to 
take  care  of  the  large  number  of  working  people  who  do  not  have 
insurance  because  they  are  earning  too  low  salaries.  Is  there 
anyone  who  has  looked  at  what  the  cost  of  a  premium  subsidy  pro- 
gram would  be,  carrying  those  premiums  up  to  about  200  percent 
of  poverty  income  and  assuming  the  availability  of  a  basic  plan.  Is 
there  anyone  who  has  a  computer  capability  to  model  those  costs 
that  I  would  have  access  to? 

Mr.  Salisbury.  The  numbers  on  bringing  the  full  population,  I 
believe  the  number  that  has  been  used  is  185  percent  of  poverty 
versus  200,  and  including  everyone  was  in  the  neighborhood  of  $25 
to  $26  billion  a  year. 

The  models  to  model  that  are  available  and  are  as  accurate  as 
"any  model"  is,  based  on  the  assumptions  you  put  in  place. 

Mrs.  Johnson.  Thank  you. 

Any  further  comment? 

Mr.  Long.  I  would  just  like  to  add  that  the  models  that  contain 
the  counts  of  the  population  and  their  incomes  are  available 
widely.  It  is  really  these  assumptions  that  you  all  are  disagreeing 
about  that  will  be  the  problem  in  coming  up  with  an  answer  on 
which  everyone  will  agree.  It  is  still  how  many  people  will  come 
forward  and  participate,  at  what  sliding-scale  premium,  that  we 
know  very  little  about.  No  one  has  run  those  State  demonstrations. 

Mrs.  Johnson.  The  problem  is,  unless  you  have  a  premium  pro- 
gram in  place,  you  cannot  require  that  people  buy  insurance.  So 
you  cannot  overcome  that  problem  of  choice  of  how  to  spend  your 
money,  and,  therefore,  get  away  from  the  cost-shifting  issue.  If  you 
have  an  income-related  premium,  you  can  require  purchase  and, 
therefore,  require  people  to  take  what  you  decide  is  their  equitable 
share  of  the  burden. 

But  I  did  want  to  get  back  to  another  question.  Of  the  roughly  34 
million  who  are  uninsured,  I  have  read  various  statistics  about  how 
many  of  those  are  uninsured  more  then  4  months,  more  than  7 
months,  and  more  than  9  months.  Do  you  have  that  kind  of  break- 
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down  data?  How  many  of  those  uninsured  are  uninsured  perma- 
nently? Do  you  have  the  by-month  data? 

Mr.  Long.  I  was  looking  at  those  to  prepare  my  testimony.  There 
are  a  number  of  studies  going  on  using  new  Census  Bureau  data 
set  called  the  Survey  of  Income  and  Program  Participation.  These 
are  very  difficult  data  to  work  with.  I  do  not  think  anyone  has  put 
out  yet  the  simple  table  that  gives  this  answer  for  those  time  peri- 
ods. That  is  why  I  did  not  choose  to  try  to  put  anybody  else's  work 
in  my  statement,  but  just  cited  the  statistic  on  over  the  very  long 
28-month  period,  where  almost  a  quarter  of  the  population  encoun- 
ters uninsurance  somewhere  in  that  period. 

I  think  those  numbers  show  that  about  two-thirds  uninsured  are 
uninsured  for  very  long  periods  of  time.  One  of  the  problems  is  you 
are  only  able  to  observe  with  these  surveys  2  or  3  years,  and  so  you 
do  not  really  know  the  longest  durations. 

Mrs.  Johnson.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Stark.  Mr.  Grandy. 

Mr.  Grandy.  No  questions,  Mr.  Chairman.  Thank  you. 
Mr.  Stark.  Mr.  Chandler. 

Mr.  Chandler.  If  I  may,  especially  for  Dallas  or  for  Dr.  Long,  in 
the  cases  of  those  small  businesses,  do  you  find  the  phenomenon 
occurring  to  a  great  degree  where  a  business  will  provide  health 
insurance  part  of  the  time  through  a  year.  In  other  words,  they 
will  come  in  and  out  of  the  market,  as  cash  flow  and  profitability 
permit?  Can  you  comment  on  that? 

Mr.  Salisbury.  I  am  not  aware  of  any  data  that  would  show  that 
pattern. 

Mr.  Chandler.  Any  sense  of  it  at  all?  I  have  been  told  that  is 
occurring  out  there.  For  example,  a  business  has  5  employees,  ev- 
erybody is  well,  so  the  employer  cuts  it  off  for  a  while  until  things 
improve,  and  then  they  get  back  in  if  there  is  someone  with  a  prob- 
lem. 

Mr.  Salisbury.  I  guess  it  seems  difficult  for  me  to  imagine  why 
an  insurer  would  want  to  offer  insurance  for  a  very  short  period. 
That  is  the  kind  of  thing  that  people  can  come  piling  in  with  condi- 
tions and  get  treated.  It  seems  like  an  awfully  hard  thing  to  under- 
write. And  it  is  the  degree  to  which  they  now  do  intensive  under- 
writing with  small  employers,  and  I  can  attest,  as  an  employer  of 
28,  it  is  hard  enough  to  even  find  anybody  to  bid  on  the  business 
when  you  want  to  get  the  insurance,  and  when  you  go  to  get  the 
bids  and  they  come  through,  they  do  very  heavy  underwriting,  and 
if  it  is  an  insured  product,  they  want  to  talk  to  you  about  a  mini- 
mum insurable  period  of  some  extensive  period.  So,  I  find  it  a  little 
hard  to  fathom,  that  you  would  be  getting  that  intense  type  of  let's 
do  it  this  month,  but  not  next  month,  and  then  going  back. 

Mr.  Chandler.  Just  one  more  quick  one.  Has  anybody  done  any- 
thing in  the  way  of  surveying  of  businesses,  to  see  which  of  the 
range  of  options,  which  we  all  could  identify  from  I  guess  perhaps 
Russo  to  the  Heritage  or  any  of  those  kinds  of  options,  employers 
prefer  in  the  way  of  solutions  to  their  problem? 

Mr.  Salisbury.  The  most  extensive  survey  is  one  that  was  recent- 
ly conducted  for  Metropolitan  Life  Insurance,  which  was  an  inter- 
view of  many  thousands  of  individuals,  2,000  business  executives 


across  the  size  spectrum,  plus  a  segment  of  labor,  a  segment  of  con- 
gressional leaders,  and  they  tried  to  take  all  of  the  constituency 
groups,  and  it  is  fair  to  say  that  the  conclusion  of  the  Metropolitan 
funded  survey  was  that  everyone  agrees  that  there  is  a  problem, 
everyone  agrees  that  there  needs  to  be  a  solution.  There  is  some 
minor  agreement  on  what  some  of  the  elements  of  that  solution 
would  be,  but  it  is  very  clear  that  there  is  no  single  proposal  that 
at  this  point,  based  on  the  surveys,  anyone  can  say  that  this  one 
people  like  best  or  this  one  businesses  like  best. 

I  would  add  that  if  you  go  to  individuals,  you  will  find — and  I 
note  it  in  my  testimony — that  when  Gallup  asked  individuals  for 
us,  do  you  favor  an  employer  mandate,  as  just  a  straight  question, 
just  over  50  percent  said  yes.  When  asked  do  you  favor  the  Govern- 
ment providing  for  all  Americans  to  have  health  protection,  just 
over  50  percent  said  yes.  When  you  ask  do  you  think  employers 
should  be  required  to  pay  and  the  employee  pay  a  portion  of  the 
cost,  the  support  for  the  employee  mandate  went  up  to  84  percent. 
When  asked  about  Government  provided  health  insurance  with 
higher  taxes,  the  support  drops  to  24  percent. 

So,  the  one  thing  that  does  not  get  into  a  lot  of  the  surveys  and 
was  partially  in  the  Metropolitan  survey  is  asking  people  what 
they  want,  but  forgetting  to  attempt  to  get  a  dollar  value  placed  on 
it.  If  we  only  asked  people  what  they  want,  they  will  say  they  want 
most  everything.  When  you  ask  them  how  much  they  are  willing  to 
pay,  then  you  start  to  separate  how  you  are  actually  going  to  get 
political  support. 

Mr.  Chandler.  Thank  you,  Mr.  Chairman. 

Mr.  Stark.  Thank  you. 

Again,  I  would  like  to  thank  the  panel  for  their  contribution. 

Our  next  panel  will  continue  the  discussion  of  health  insurance 
and  the  uninsured.  We  are  pleased  to  welcome  Carson  Beadle, 
managing  director  of  William  M.  Mercer,  Inc.;  Gordon  Trapnell,  an 
actuary  from  Annandale,  Va.;  Steven  Gold,  the  director  of  the 
Center  for  the  Study  of  the  States,  from  the  State  University  of 
New  York  in  Albany;  and  Arnold  Epstein,  associate  professor  at 
the  Harvard  Medical  School. 

I  am  reminded  that  the  last  panel  was  describing  to  us  who  lacks 
health  insurance,  and  that  you  gentlemen  are  about  to  enlighten 
us  as  to  why  they  lack  health  insurance.  With  that  charge,  Mr. 
Beadle,  would  you  like  to  proceed? 

STATEMENT  OF  CARSON  E.  BEADLE,  MANAGING  DIRECTOR, 
WILLIAM  M.  MERCER,  INC.,  NEW  YORK,  N.Y. 

Mr.  Beadle.  I  would,  indeed.  I  thank  you  for  inviting  me.  I  feel 
most  privileged  to  be  invited  to  give  you  some  of  my  thoughts.  I 
plan  to  summarize  the  issues  that  make  it  difficult  for  small  em- 
ployers to  get  health  benefits  and  for  insurers  to  make  such  cover- 
age available,  and  hopefully  to  offer  some  solutions. 

On  the  general  topic  of  health  care,  we  have  in  the  United  States 
quite  an  incredible  health  care  apparatus,  one  that  generates  new 
ideas,  new  technologies  and  new  solutions  at  an  astounding  rate. 
That  system  has  some  very  serious  flaws,  but  it  is  important,  in  ad- 
dressing those  flaws,  to  do  so  in  the  context  of  the  significant  ac- 


290 


complishments  of  the  present  system,  so  that  any  new  rules  do  not 
slow  the  engine  that  has  arguably  given  us  the  finest  health  care 
system  in  the  world. 

Attached  to  my  testimony  are  two  articles.  One  addresses  the 
issue  of  affordability  and  where  costs  need  to  be  cut,  and  the  other 
looks  at  what  the  future  may  hold  for  the  U.S.  and  Canadian 
health  care  systems,  with  their  very  different  structures. 

On  the  subject  of  small  business,  there  is  a  perception  that  these 
companies  and  their  employees  do  not  have  available  to  them  cov- 
erage that  is  affordable.  The  two  key  words  are  ' 'available"  and 
' 'affordable."  Coverage  has  been  available  to  virtually  all  small  em- 
ployers for  a  very  long  time,  from  dozens  of  insurance  companies  in 
Blue  Cross/Blue  Shield  Plans,  and  from  a  great  many  association 
and  multiple  employer  programs,  such  as  McDonald's  franchises, 
the  Association  of  Trial  Lawyers,  and  local  Chambers  of  Commerce. 

If  this  is  so,  we  need  to  know  why  so  many  are  denied  adequate 
and  affordable  coverage. 

An  example:  An  employee  of  a  small  firm  has  an  expensive  con- 
dition which,  along  with  the  normal  claims  of  other  employees,  will 
exceed  what  premiums  the  insurer  will  get  for  all  of  that  compa- 
ny's employees.  The  insurer,  in  effect,  asks  himself  is  it  my  respon- 
sibility to  cover  a  burning  house.  Now,  that  sounds  harsh,  but  if 
the  insurer  takes  more  of  these  risks  than  his  competitors,  he  will 
soon  be  uncompetitive  and  driven  from  the  business  by  those  who 
do  not  take  their  fair  share.  Second,  it  is  not  the  insurer's  role  to 
act  as  the  social  agency. 

The  uninsured  high-risk  individuals  may  not  themselves  be  fault- 
less. They  may  have  declined  coverage,  choosing  to  run  the  risk  of 
being  caught  without  coverage  at  their  time  of  greatest  need.  The 
reasons  may  be  understandable,  such  as  not  feeling  they  can  afford 
it,  but  those  who  do  not  pay  leave  those  of  us  who  do  to  pick  up  the 
costs. 

What  we  need,  then,  is  to  get  all  insurers  to  make  available  to 
all  employees  at  least  minimum  coverage  at  affordable  rates, 
insure  that  employees  can  maintain  continuous  coverage  as  they 
move  from  one  job  to  another,  and  have  a  mechanism  to  get  high- 
risk  people  into  the  system,  without  endangering  the  survival  of  a 
particular  insurer.  Proposals  such  as  those  made  by  the  Health  In- 
surance Association  and  the  Blue  Cross/Blue  Shield  Plans  to  broad- 
en the  availability  of  coverage  and  to  provide  a  pooling  or  a  rein- 
surance mechanism  are  worthy  of  your  consideration. 

And  there  are  the  self-employed  and  partnerships  who  can 
deduct  only  25  percent  of  their  health  insurance  costs,  thereby  re- 
ducing their  incentive  to  purchase  coverage,  not  only  for  them- 
selves, but  for  their  employees. 

If  coverage  can  be  made  available,  employees  have  to  be  able  to 
afford  it,  that  is,  the  coverage  has  to  be  cheap  enough,  and  once  it 
is,  the  buyer  has  to  be  able  to  pay  for  it. 

There  is  a  popular  belief  that  health  coverage  has  to  pay  for  ev- 
erything, and  regardless  of  one's  personal  habits.  Yet,  affordable 
coverage  must,  by  definition,  have  limitations,  copayments,  no  cov- 
erage for  nonessential  services,  and  limits  on  other  services.  And  to 
be  economical,  costs  must  be  kept  under  control.  Some  kind  of 
third-party  cost  control  intervention  is  needed  to  exert  pressure  on 
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how  much  treatment  is  really  needed  and  how  much  is  prudent  to 
spend. 

An  economical,  affordable  starter  program  would,  by  definition, 
be  a  very  basic  policy,  with  good  claims  cost  control,  but  some  800 
State  mandates  prevent  many  of  these  essential  design  features, 
frustrating  the  private  sector's  efforts  to  present  an  affordable 
plan.  Preemption  of  these  State  mandates,  as  proposed  by  the  U.S. 
Chamber  of  Commerce  and  as  some  States  are  already  doing, 
would  be  a  workable  answer. 

The  word  "affordable"  also  means  able  to  pay,  and  here  is  where 
things  get  really  difficult.  Often,  small  employers  pay  low  wages. 
Health  coverage  costs  about  the  same,  regardless,  because  we  are 
all  entitled  to  the  same  care.  A  $2,000  premium  is  17  percent  of  a 
$12,000  employee's  pay.  For  the  $60,000  employee,  it  is  only  3.5  per- 
cent. At  minimum  wage,  the  premium  is  nearly  25  percent  of 
wages.  Those  percentages  double,  if  a  family  is  insured. 

As  you  have  been  discussing  today,  the  unanswered  question  is 
whose  responsibility  is  it  to  help  these  people,  the  insurer,  who  has 
to  pay  the  same  claims,  regardless  of  who  is  covered,  an  employer, 
who  is  unable  to  absorb  such  a  large  additional  payroll  cost  unless 
he  hires  less  people,  the  employee  who  has  precious  little  left  to 
pay  for  food,  rent  and  clothing,  or  is  it  governments,  who  must 
then  decide  how  much  social  largess  the  Nation  is  willing  to  sup- 
port, without  necessarily  replacing  the  entire  private  system  with  a 
Government-run  system. 

We  now  know  how  to  make  coverage  available,  as  the  HIAA  and 
others  are  proposing.  We  can  make  essential  coverage  affordable, 
with  stripped-down  starter  plans,  and  we  are  making  progress 
through  managed  care  to  control  costs.  With  help  to  repeal  State 
mandates,  we  can  implement  these  sooner,  but  the  issue  of  who 
will  pay  remains  a  very  sticky  wicket.  The  methods  and  amounts 
for  subsidizing  are  likely  best  done  at  the  local  or  State  level,  but 
some  Federal  encouragement  and  help  will  be  needed. 

In  closing,  there  are  several  broad  legislative  proposals  recently 
introduced  or  currently  under  development,  and  I  have  provided  in 
the  written  testimony  some  suggestions  which  I  hope  will  be  help- 
ful to  you. 

The  key  is  that  we  got  into  these  problems  step-by-step  over 
many  years,  and  incremental  steps  will  be  the  most  successful  way 
of  getting  out  of  them.  Each  gain  will  be  a  worthy  achievement. 

As  for  action  on  small  employer  coverage,  I  would  recommend  a 
concerted  effort  to  work  with  the  insurance  industry  and  the  busi- 
ness community  to  encourage  implementation  of  their  proposals, 
and  to  provide  the  support  they  may  need  for  example  to  imple- 
ment their  pooling  or  reinsurance  programs,  being  careful  that  any 
legislative  action  does  not  drive  insurers  from  the  business,  thereby 
worsening  the  problem,  just  as  some  workable  plans  are  in  sight. 

Last  Monday,  I  strayed  into  an  exhibit  hall  at  a  national  man- 
aged health  care  conference,  and  I  was  staggered  at  what  I  saw: 
Seven  aisles,  and  I  guess  over  100  exhibitors  displaying  their  pro- 
grams for  reducing  the  costs  and  increasing  the  quality  of  health 
care.  While  many  of  these  will  prove  ineffective  and  fail,  many  will 
survive  and  lead  us  to  a  better  way.  I  marvel  at  the  power  of  the 
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private  sector  system  to  generate  such  an  incredible  range  of  ideas 
in  a  short  time. 

I  believe  the  same  applies  to  insurance  market  reform.  I  do  not 
think  we  are  moving  as  fast  as  we  must,  but  the  will  and  the  ideas 
are  there  in  current  proposals,  and  I  believe  the  next  step  is  to  sup- 
port and  encourage  these  programs  to  get  them  up  and  working. 

Thank  you. 

[The  prepared  statement  follows:] 
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COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 
HEARINGS  ON  LONG-TERM  STRATEGIES  FOR  HEALTH  CARE 

1100  Longworth  House  Office  Building,  Washington,  D.C. 
April  17,  1991  --  2:00  p.m. 

TESTIMONY 

Carson  E.  Beadle,  Managing  Director 
William  M.  Mercer,  Incorporated 

The  intention  of  this  testimony  is  to  present  a  simplified  overview  of  the 
issues  that  have  made  it  difficult  for  small  employers  to  acquire  health 
care  benefits  for  their  employees,  and  for  insurers  to  make  such  coverage 
available,  leading  to  a  conclusion  on  courses  of  action  that  would  be 
achievable  and  useful  at  this  time. 

The  key  words  that  must  drive  any  discussion  on  how  to  make  health  care 
coverage  available  to  employees  of  small  employers  are: 

-  available  -  and  -  affordable  - 

No  solution  will  be  found  that  does  not  address  these  two  words.  Looking 
first  at  "available,"  coverage  has  been  available  to  virtually  all  small 
employers  of  10  or  more  employees  for  a  long  time. 

This  coverage  has  been  made  available  directly  by  dozens  of  insurance 
companies  and  the  Blue  Cross/Blue  Shield  plans.  It  has  also  been  made 
available  through  countless  association  and  multiple-employer  programs, 
such  as  the  plans  of  the  McDonald's  franchises,  the  retail  stores  of 
Hallmark  Cards,  the  Association  of  Trial  Lawyers  of  America  (and  their 
employees),  the  Professional  Golfers  Association  Plan  for  Professionals 
and  Employees,  Chambers  of  Commerce,  and  the  Council  of  Smaller 
Enterprises  (COSE)  of  Cleveland,  to  mention  only  a  representative  group. 

This  coverage  has  been  available  literally  for  decades,  beginning  during 
an  era  when  extremely  high  cost,  high  tech  procedures  were  virtually 
unheard  of  and  pre-existing  conditions  were  not  a  major  concern.  The 
questions  that  remain  today  are  (a)  is  this  coverage  adequate,  and  (b)  who 
is  denied  this  otherwise  available  coverage. 

There  are  indeed  difficulties  encountered  by  those  who  want  to  obtain  and 
maintain  coverage.    For  example: 

an  employee  of  a  small  firm  has  an  expensive  condition  which  will 
produce  claims  costs,  which,  along  with  the  normal  claims  of  the  other 
employees,  will  substantially  exceed  what  the  insurer  would  expect  to 
recover  from  the  premiums  of  all  employees.  The  insurer  in  effect 
asks  himself:  "Is  it  my  responsibility  to  cover  a  burning  house?" 
That  sounds  harsh,  but  the  insurer  has  no  choice  but  to  be  prudent  and 
decline  because: 

a)  to  the  extent  the  insurer  takes  more  of  these  risks  than  his 
competitors,  he  will  soon  be  uncompetitive  and  will  be  driven 
from  the  business  by  those  who  do  not  take  their  fair  share  of 
such  risks,  and 

b)  it  is  not  the  insurer's  role  to  act  as  a  social  agency. 

One  can  quickly  see  that  the  problem  in  this  case  is  the  absence  of  a 
mechanism  to  get  those  who  will  predictably  generate  very  high  costs, 
into  the  system  without  endangering  the  survival  of  a  particular 
insurer  who  has  been  more  lenient  than  the  others. 

For  example,  as  reported  in  The  Hall  Street  Journal  on  March  27, 
1991,  many  of  the  state  Blue  Cross/Blue  Shield  plans  are  having 
financial  difficulties.  While  by  no  means  the  whole  cause  of  their 
financial  problems,  the  somewhat  greater  underwriting  leniency  of  some 
of  the  Blues  has  been  a  contributing  factor. 
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If  these  same  plans  were  expected  to  carry  even  more  of  the  financial 
burden  for  high  risk  employees,  this  would  not  only  further  test  their 
financial  strength,  but  could  endanger  the  security  of  countless  thousands 
of  employees  already  covered  by  these  plans  and  who  are  counting  upon 
these  plans  for  the  time  when  they  too  encounter  high  medical  costs. 

Also,  the  uninsured  individuals  with  the  high  claims  potential  may  not 
themselves  be  faultless.  They  may,  for  example,  have  declined 
contributory  coverage  with  the  current  or  a  prior  employer,  choosing  to 
run  the  risk  of  being  caught  without  coverage  at  their  time  of  greatest 
need.  The  reasons  may  be  many  and  understandable,  such  as  not  being  able 
to  afford  it,  which  will  be  addressed  in  a  moment.  But,  this  still  leaves 
all  of  us  who  pay  our  premiums  or  contributions  on  a  consistent, 
continuous  basis,  to  pick  up  the  cost  for  those  who  choose  to  pay  only 
after  they  find  they  have  a  problem. 

We  can  draw  some  conclusions  from  these  observations: 

1.  Insurers  must  make  available  to  all  employees  of  all  employers  at 
least  minimum  coverage  at  affordable  rates  and  must  ensure  that 
employees  can  maintain  continuous  coverage  as  they  move  from  one  job 
to  another.  A  proposal  such  as  that  made  by  the  Health  Insurance 
Association  of  America  (HIAA)  is  worthy  of  consideration. 

2.  No  single  insurer  or  particular  group  of  insurers  should  be  expected 
to  absorb  the  extraordinary  costs  of  the  high  risk  uninsured  who  are 
already  in  need  of  services  costing  more  than  the  premiums  generated 
by  the  entire  group.  In  order  to  get  coverage  available  to  all  the 
currently  uninsured,  a  mechanism  is  needed  to  level  out  the  excessive 
costs  of  those  already  facing  these  extraordinary  costs. 

A  pooling  mechanism,  such  as  that  set  out  in  the  HIAA  reinsurance 
proposal  is  also  worth  considering. 

3.  Unless  we  are  going  to  legislate  that  every  man,  woman  and  child  in 
this  nation  is  obliged  by  law  to  have  health  coverage,  we  must  expect 
that  persons  who  fail  to  maintain  continuous  coverage  will  be  left 
vulnerable  to  the  financial  uncertainties  of  ill  health. 

There  are  other  "availability"  issues,  such  as: 

coverage  between  jobs  and  during  waiting  periods  under  new  employers' 
plans.  The  current  HIAA  proposals  would  require  that  waiting  periods 
and  preexisting  conditions  be  waived  once  a  person  has  been  insured 
and  maintains  continuous  coverage. 

coverage  for  those  who  work  for  companies  or  partnerships  of  generally 
less  than  10  employees.  Association  programs  such  as  those  described 
above  make  coverage  available  to  a  wide  range  of  very  small  groups  and 
need  to  be  encouraged. 

the  income  tax  rules  still  treat  part  of  this  group  unfairly  compared 
to  other  employers  by  allowing  self  employed  small  business  owners  to 
deduct  only  25%  of  the  cost  of  health  insurance,  which  reduces  the 
incentive  to  purchase  coverage  not  only  for  themselves  but  for  their 
employees.  We  are  all  aware  that  the  budget  deficit  impairs  any 
attempt  to  extend  this  important  help  to  non- incorporated  businesses, 
but  we  cannot  ignore  that  this  does  limit  the  number  of  persons  ready 
to  buy  coverages  already  offered  in  the  marketplace. 

there  are  also  regulatory  constraints  on  the  operation  of  Multiple 
Employer  Trusts  that  need  substantial  modification  to  permit  their 
use  to  provide  coverage  to  collections  of  employers  who  cannot 
otherwise  get  affordable  coverage. 
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Again,  the  two  words  that  are  essential  to  providing  adequate  small  group 
health  care  coverage  are  "available"  and  "affordable."  The  word 
"affordable"  goes  to  two  issues  that  are  quite  different  from  each  other. 

One  is  whether  coverage  is  "cheap  enough"  to  be  able  to  afford  it,  and  the 
other  is  the  "ability  to  pay"  for  it. 

Dealing  first  with  whether  it  is  cheap  enough,  there  is  an  immensely 
serious  problem  of  expectations  here.  There  has  developed  a  popular 
belief  that  having  health  care  coverage  means  getting  everything  paid, 
and  regardless  of  one's  personal  health  habits.  If  everything  is  not 
paid,  the  coverage  is  considered  poor.  (When  such  coverage  is  provided  by 
governments  and  becomes  political,  this  view  becomes  even  more  intense  and 
heat  is  focused  on  the  politician  rather  than  on  the  individual,  to  ensure 
that  the  the  individual  is  "looked  after.") 

Yet,  affordable  or  "cheap"  coverage  must  by  definition  have  1 imitations--a 
larger  portion  paid  by  the  individual  through  copayments  --  elimination  of 
coverage  for  non-essential  services  --  and  limits  on  how  much  will  be  paid 
for  certain  services,  such  as  psychiatric  and  psychological  care. 

Further,  coverage  cannot  be  economical  unless  its  costs  are  kept 
reasonably  under  control.  Health  care  is  the  one  area  in  which  one  party 
(the  doctor)  makes  the  decisions,  another  (the  patient)  acquiesces  and 
undergoes  the  prescribed  treatment,  a  third  party  (the  insurer)  makes  the 
payments,  and  a  fourth  party  (the  employer)  actually  pays  the  bill,  with 
the  provider  and  the  payer  almost  never  meeting.  And  this  occurs  whether 
the  payor  is  a  private  sector  employer  or  a  government  agency,  such  as 
Medicare. 

It  is  little  wonder  then  that  some  kind  of  third  party  --  or  is  it  fifth 
party  --  intervention  is  needed  to  exert  pressure  on  how  much  treatment  is 
really  needed  and  how  much  is  prudent  to  spend.  That  is  a  problem  that 
did  not  exist  in  pre-insurance  times  when  the  patient  was  the  payor  and 
the  doctor  and  hospital  had  to  confront  the  payor  directly. 

A  key  factor  in  making  coverage  available  to  all  employees  of  small 
employers  is  an  economical,  affordable  policy.  One  can  see  why  a  stripped 
down  policy  with  a  good  claims  cost  control  program  would  be  essential  to 
making  available  such  an  affordable  policy,  and  why  state  mandates  that 
prevent  these  essential  design  features  frustrate  the  private  sector's 
efforts  to  present  an  affordable  plan.  (As  you  may  be  aware,  these  state 
mandates- -over  800  in  all --legislate  that  a  wide  variety  of  services  from 
optometrists  to  podiatrists  must  be  included  in  every  insurance  policy 
and,  in  some  states,  cost  control  practices  such  as  managed  care 
provisions  and  financial  incentives  to  steer  buyers  to  less  costly  plans, 
are  prohibited  by  law.) 

The  most  important  single  factor  in  the  "affordability"  of  health  care 
coverage  is  the  dramatic  rise  in  the  cost  of  services.  This  is  a  topic 
that  by  itself  could  occupy  several  hearings.  My  thoughts  are  summarized 
in  the  article  attached,  as  Exhibit  I.  Controlling  Healthcare  Costs:  Who 
Must  Act,  and  What  Must  They  Do. 

The  word  "affordable"  also  means  "able  to  pay"  and  here  is  where  a  great 
deal  of  confusion  exists.  Often  small  employers  by  their  nature  pay  low 
wages.  But,  the  cost  of  health  care  coverage  bears  little  relationship  to 
wages.  Under  our  egalitarian  health  care  delivery  system,  an  insured 
employee  earning  $12,000/year  will  be  entitled  to  essentially  the  same 
services  as  someone  earning  $60,000/year,  and  the  premiums  will  be  roughly 
the  same. 
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For  example,  if  premiums  are  $2,000  for  a  person,  or  $4,000  for  a  family, 
for  the  $12,000  employee  that's  17%  to  34%  of  pay.  For  the  $60,000 
employee  it  is  only  3.5%  to  7%.  For  those  earning  minimum  wages  for  a 
40-hour  week,  these  premiums  equal  nearly  25%  of  wages  for  a  single  person 
and  50%  if  a  family  is  insured. 

One  has  to  ponder,  whose  responsibility  is  this  discrepancy? 

Is  it  the  insurer  who  is  confronted  with  essentially  the  same  claims 
costs  regardless  of  the  insured's  salary? 

Is  it  the  employer,  who  may  not  be  able  to  absorb  such  a  large 
additional  payroll  cost  and  thereby  have  less  hiring  of  employees  (by 
the  most  prolific  job  creators  in  our  system)? 

Is  it  the  employee  who  has  precious  little  left  to  pay  for  food,  rent 
and  clothing? 

Or,  is  it  governments  who  must  then  decide  how  much  social  largesse 
the  nation  is  willing  to  support? 

This,  in  my  view,  is  the  most  perplexing  of  the  three  problems.  We  now 
know  how  to  make  coverage  available  and  the  HIAA  and  others  will  speak  to 
this.  In  fact,  the  industry  itself  has  been  making  important  strides 
towards  solving  at  least  some  of  the  problems  by  adapting  these  basic 
reforms  for  small  employers: 

guaranteed  availability  regardless  of  the  health  risk  this  presents 

coverage  of  whole  groups  with  no  one  excluded  due  to  high  medical  risk 

availability  of  coverage  and  non-cancellation  because  of  deteriorating 
health 

continuity  of  coverage  upon  change  of  job  or  insurer 
premium  pricing  limits 
(These  are  covered  in  more  detail  in  Exhibit  III.) 


We  also  know  how  to  make  coverage  reasonably  affordable  by  creating 
stripped  down  starter  plans,  and  we  are  making  progress  through  managed 
care  and  other  devices  to  control  costs.  And,  with  help  to  repeal  state 
mandates  we  can  address  these  problems  more  quickly  and  effectively.  But 
the  issue  of  who  will  pay  remains  a  very  sticky  wicket  indeed. 

When  we  studied  Senator  Kennedy's  mandated  health  care  proposals,  we  asked 
the  Employee  Benefit  Research  Institute  to  help  us  determine  who  the 
uninsured  really  were.  At  that  time  the  number  being  used  was  37 
million.  Of  these,  23  million  were  employed.  But,  of  the  23  million,  15 
million  earned  less  than  $10,000.  per  year  with  a  large  percentage  earning 
closer  to  minimum  wage.  (The  full  commentary  on  the  implications  of 
mandating  health  care  is  attached  to  this  testimony,  as  Exhibit  II.) 

Again,  the  key  concern  was  who  will  pay  for  these  people  who  cannot  afford 
the  coverage  from  their  earnings  and  whose  employers  often  would  not  be  in 
business  if  they  had  to  pay  appreciably  more,  which  would  most  certainly 
be  the  case  if  they  had  to  pay  the  cost  of  health  insurance.  I  keep 
returning  to  this  issue  because  no  matter  what  great  plan  we  devise  that 
ensures  the  coverage  will  be  made  "available"  to  all  employees,  it  will  be 
somewhere  between  useless  and  harmful  if  the  issue  of  how  to  pay  for  it  is 
not  addressed.  Determining  methods  and  amounts  that  relate  to  local 
circumstances  for  subsidizing  those  unable  to  pay,  may  well  be  done  best 
at  the  state  level.  Regardless  of  how  it  is  done,  we  need  to  be  sure  that 
the  solutions  do  not  create  larger  problems  than  we  now  have. 
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There  are  other  Issues  that  bear  noting.  We  mentioned  earlier 
insurers  who  select  only  the  very  best  risks,  thereby  making  It 
competitively  difficult  for  the  more  willing  Insurers  to  take  on  the 
higher  risks  of  those  with  poorer  health. 

There  are  also  small  employers  who  constantly  "shop"  their  plans  for 
the  lowest  rate  and  then  cry  "foul"  when  this  switching  leads  them  to  find 
no  insurer  willing  to  take  them.  I  might  add,  that  these  employers  are 
the  ones  who  tend  to  scream  loudest  to  their  political  representatives 
that  they  have  been  treated  unfairly  --  a  little  like  the  rest  of  us,  when 
we  get  caught  speeding. 

Some  of  these  issues,  such  as  policing  insurers,  are  best  left  at  the 
state  level.  Some  will  be  resolved  with  a  pooling  mechanism,  such  as  the 
HIAA  and  the  Blue  Cross/Blue  Shield  plans  propose. 

There  are  several  legislative  proposals  recently  introduced  or  currently 
under  development.  These  raise  the  serious  question  for  legislators  of 
how  these  bills  should  be  viewed,  what  should  be  the  critical  questions 
and  what  are  the  answers  that  should  be  sought. 

My  list  would  include  these  considerations: 

health  care  is  a  complex  issue  that  encompasses  the  needs  of 
individuals,  employers,  jobs,  insurers,  federal,  state  and  local 
governments,  doctors,  hospitals,  and  other  medical  providers.  As 
such,  any  simple,  comprehensive  solution  is  bound  to  be  vastly 
inadequate  and  ultimately  harmful  to  some,  if  not  all,  these 
constituencies. 

we  got  into  these  problems  step  by  step  over  many  years  and 
incremental  steps  will  likely  be  the  most  successful  way  of  getting 
out  of  them.  Small  gains  will  be  worthy  achievements.  Each  increment 
is  a  major  down  payment  on  solving  what  seems  in  its  totality,  to  be 
an  intractable  problem.  For  example,  issues  that  could  be  addressed 
now  include: 

--  small  employer  insurance  reform 
--  ERISA  preemption  of  state  mandates 
--  preemption  of  anti -managed  care  rules 
--  Tort  reform  on  malpractice  liability 

rules  or  regulations  will  need  to  be  avoided  that  may  cause  small 
employers  to  get  by  with  fewer  workers,  or  worse,  not  even  try  to 
start  a  business  in  the  first  place;  or  that  would  drive  insurers  from 
the  field,  perhaps,  leaving  government  to  fill  a  role  they  did  not 
intend.  (I  realize  there  are  legislative  proposals  to  expand  the  role 
of  government,  a  topic  for  another  hearing,  but  where  governments  such 
as  the  provinces  of  Canada  have  taken  on  this  role,  it  has  become  the 
second  most  challenging  problem  after  the  economy  itself  and  is  the 
most  persistent  and  politically  sensitive  of  all  issues.  Attached,  as 
the  last  Exhibit,  is  my  article,  The  Shape  of  Things  To  Come, 
which  is  so  bold  as  to  forecast  the  future  of  health  care  in  the  U.S. 
and  in  Canada.) 

I  would  also  be  concerned  that  rules  aimed  generally  at  addressing  the 
uninsured  and  small  employers,  not  produce  unintended  effects  on  the 
plans  of  larger  employers  that  in  turn  drive  them  to  minimize  their 
benefit  commitments  for  fear  of  losing  control  in  an  area  of  spiral ing 
cost. 

For  example,  it  is  easy  to  see  how  an  employee  who  previously  chose 
not  to  insure,  seeks  a  job  to  get  immediate  coverage  regardless  of 
their  health  or  condition.  Additionally,  once  covered  they  would  be 
able  to  continue  the  coverage  for  18  months,  following  only  a  short 
period  of  employment.  The  employer  with  the  broadest  plan  would  soon 
become  the  target  for  those  with  the  greatest  need. 
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At  Issue  1s  whether  in  our  system  we  expect  the  employer  to  be  the 
agency  to  absorb  such  cases,  and  if  so,  why  we  believe  he  can  afford 
it;  and  if  not,  what  we  believe  will  be  the  consequences,  for  example, 
lost  jobs.  It  should  be  born  in  mind  that  a  single  claim  for  an  AIDS 
or  cancer  victim  can  exceed  $100,000,  an  amount  many  employers  could 
not  survive. 


As  for  action  right  now,  I  would  strongly  recommend  that  a  concerted 
effort  be  made  to  work  with  the  Insurance  industry  and  business  community, 
with  the  HIAA,  and  Blue  Cross/Blue  Shield  plans,  to  encourage 
implementation  of  their  proposals  and  to  work  with  them  in  areas  of 
support  they  may  need,  for  example  to  implement  their  pooling  programs. 

Any  legislative  action  should  be  carefully  structured  so  that  it  does  not 
drive  insurers  from  the  business,  thereby,  exacerbating  the  availability 
of  coverage  just  as  the  industry  is  making  progress  in  developing  more 
cost  effective  methods  for  delivering  health  care.  I  refer  to  managed 
care,  to  centers  of  excellence,  to  health  promotion  and  the  morbidity 
contraction  these  programs  have  already  demonstrated. 

Last  Monday,  I  strayed  into  an  exhibit  hall  at  the  National  Managed  Health 
Care  Conference  and  was  staggered  at  what  I  saw.  Seven  aisles  and  over 
100  exhibitors  displaying  their  programs  for  reducing  the  cost  and 
increasing  the  quality  of  health  care.  While  many  of  these  will  prove 
ineffective  and  fail,  many  will  survive  and  lead  us  to  a  better  way.  I 
marveled  at  the  power  of  the  private  sector  system  to  generate  such  an 
incredible  range  of  ideas  in  such  a  short  time. 

I  believe  the  same  applies  to  insurance  market  reform.  I  do  not  think 
we're  moving  as  fast  as  we  must.  But,  the  will  and  the  ideas  are  there  in 
current  proposals.  And  I  believe  the  next  step  is  to  support  and 
encourage  these  programs,  to  get  them  up  and  working. 

#      #  # 

Carson  E.  Beadle 

Managing  Director  William  M.  Mercer,  Incorporated 

April  17,  1991 

EXHIBITS  (attached): 

I  -     "Controlling  Healthcare  Costs:    Uho  Must  Act,  and 
Uhat  They  Must  Do*" 

II  -     "Healthcare  for  the  Uninsured:  Is  Nandation  the  Answer?*" 

Ill  -     HIAA  News  Release  of  March  1,  1991: 

IV  -     U.S.  Chamber  of  Commerce  -    analysis  of  health  care, 
"A  Starting  Point  for  Reform" 

(Last)    "The  Shape  of  Things  to  Come" 


[Exhibits  III  and  IV  are  being  retained  in  the  committee  files.] 
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Mr.  Stark.  Thank  you  very  much. 
Mr.  Trapnell. 

STATEMENT  OF  GORDON  R.  TRAPNELL,  PRESIDENT,  ACTUARIAL 
RESEARCH  CORP.,  ANN  AND  ALE,  VA. 

Mr.  Trapnell.  Thank  you,  Mr.  Chairman. 

My  comments  are  also  directed  to  the  problems  of  providing  in- 
surance to  small  employment  groups,  where  many  of  the  uninsured 
are  employed.  In  particular,  I  have  addressed  how  the  way  in 
which  premium  rates  are  set  affects  the  value  of  the  coverage  to 
these  employers  and  their  employees. 

I  have  three  main  points,  that  the  insurance  products  that  are 
available  must  be  fixed,  if  small  employers  are  to  have  access  to 
insurance  that  protects  them  and  their  employees.  As  a  result  of 
certain  rate-setting  practices  that  have  appeared  in  recent  

Mr.  Stark.  I  am  missing  where  you  are  reading,  but  you  said  the 
insurance  products  must  be  fixed?.  Do  you  mean  repaired? 

Mr.  Trapnell.  All  of  these  matters  are  covered  in  detail  in  my 
written  testimony,  and  I  will  only  try  to  cover  a  few  highlights. 
The  methods  that  are  permitted  in  setting  rates  for  products  for 
small  employers  need  to  be  changed. 

Mr.  Stark.  Thank  you. 

Mr.  Trapnell.  The  next  point  I  want  to  explain  is  that  these 
problems  are  what  you  would  expect  as  a  result  of  free  competition 
in  an  efficiently  functioning  market,  and  the  incentives  of  that 
market  must  be  changed,  if  you  expect  these  rating  techniques  to 
be  changed.  I  also  want  to  suggest  some  possible  solutions  for  your 
consideration. 

Of  course,  the  main  problem  with  insurance  to  small  employers 
is  the  same  as  it  is  for  large  employers,  the  very  high  and  rapidly 
increasing  cost  of  health  care,  which  is  really  driving  everything 
else,  and  why  these  problems  become  worse  every  year.  It  is  be- 
cause the  cost  of  health  insurance  becomes  increasingly  important 
to  the  employers  that  their  behavior  changes. 

First,  the  problems  that  result  from  the  way  rates  are  set.  The 
main  problem  I  want  to  address  is  the  instability  of  rates  that  are 
offered  to  many  small  employer  groups  and  what  the  effect  of  that 
instability  is  on  the  employers  and  their  employees. 

As  a  result  of  certain  aggressive  rating  techniques  that  have  ap- 
peared and  the  underwriting  when  groups  try  to  change  insurers, 
many  small  employers  are  at  risk  of  very  large  and  abrupt  rate  in- 
creases, which  they  may  not  be  able  to  afford.  Some  of  these  em- 
ployers, when  they  cannot  pay  the  high  premiums  or  the  increase 
that  is  demanded,  will  find  that  they  cannot  afford  to  continue  the 
insurance  or  can  afford  to  continue  it  only  if  they  are  willing  to 
change  insurers  and,  in  the  process,  leave  some  of  their  employees 
partially  insured  or  not  insured.  The  partial  insurance  may  occur 
through  preexisting/ existing  exclusions  or  restrictions.  It  is  more 
straightforward  if  the  person  is  just  left  out  of  the  insurance  plan 
or  fired. 

A  more  subtle  problem  is  the  possibility  of  a  decision,  if,  in  the 
process  of  getting  a  new  insurance  product,  the  employee  is  either 
induced  or  withholds  information  about  his  health  care  on  the  ap- 
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plication,  in  order  to  be  included,  because  then  he  has  only  the  illu- 
sion of  insurance.  This  is  because  if  he  became  sick  and  filed  a 
claim  the  truth  would  be  discovered  and  the  insurance  may  be  can- 
celed. 

Let  me  move  on  to  try  to  explain  why  this  type  of  rating  is  what 
you  would  expect  in  free  competition. 

There  are  two  very  unpleasant  facts  of  life  that  drive  this 
market.  One  is  the  rapid  rate  of  increase  in  health  care  costs  and 
the  fact  that  the  increase  in  any  year  is  virtually  unpredictable, 
which  forces  insurers  to  offer  insurance  really  for  only  a  year  at  a 
time,  and  sometimes  for  just  6  months.  No  insurers  guarantee  rates 
for  more  than  a  year,  and  some  for  only  6  months.  Thus,  even 
though  these  products  are  guaranteed  to  be  renewable  in  most 
cases,  the  right  to  raise  premiums  by  an  indefinite  amount  is,  in 
effect,  the  right  to  cancel. 

Also,  combining  employers  into  groups  that  are  rated  together, 
as  in  a  multiple  employer  trust,  only  gives  the  illusion  of  protec- 
tion, because  of  what  I  have  described  in  previous  testimony  to  you, 
Mr.  Stark,  as  the  durational  rating  cycle,  and  which  is  explained  in 
more  detail  in  my  testimony.  The  essense  of  the  durational  rating 
cycle  is  that  as  a  multiple  employer  trust  ages,  the  average  cost 
rises  as  the  effects  of  screening  and  the  preexisting  exclusion 
clause  wear  off.  As  premium  rates  rise  to  cover  the  increasing  cost, 
those  groups  that  are  still  healthy  can  find  a  new  insurer,  but 
those  that  have  unhealthy  members  cannot,  and  the  antiselection 
that  occurs  drives  the  rate  up  very  rapidly  for  all  remaining  mem- 
bers of  the  group. 

The  other  unfortunate  fact  is  that  when  an  unhealthy  person  ap- 
pears in  a  group,  the  cost  to  insure  that  group  can  jump  abruptly, 
sometimes  to  a  multiple  that  is  over  double  or  triple  the  cost  with- 
out such  an  unhealthy  condition  in  the  group.  The  situation  is  very 
similar,  in  a  way,  to  how  life  insurance  companies  offer  substand- 
ard rates.  They  will  typically  offer  a  preferred  rate,  a  standard 
rate,  and  various  substandard  rates.  Although  the  insurance  com- 
pany does  not  know  which  among  those  it  offers  substandard  rates 
are  going  to  die,  or  there  would  be  no  insurance,  they  do  know  that 
they  had  better  classify  these  people  into  higher  rate  categories. 
The  same  thing  happens  in  health  insurance,  and  the  insurer,  by 
looking  at  the  claims  that  are  submitted,  can  determine  that  the 
group  is  more  likely  to  have  high  claims,  and  adjust  the  rates  ac- 
cordingly. 

The  average  cost  over  all  groups  that  have  similar  health  prob- 
lems may  be  called  the  "expected  cost"  for  each  group.  The  fact  of 
life  in  the  health  insurance  business  is  that  the  insurance  company 
that  sets  its  rates  closest  to  what  the  expected  cost  is  going  to  be 
for  each  group  insured  is  going  to  be  the  most  effective  and  effi- 
cient. Since  the  rates  charged  will  be  lowest  for  the  least  expensive 
groups,  such  an  insurer  will  increase  its  share  of  such  groups  and 
lose  the  more  expensive  ones.  But  this  will  leave  it  with  the  lowest 
costs  and  highest  profit  margins,  while  the  other  insurers  are  left 
with  the  higher  cost  groups,  so  that  their  rates  must  rise,  making 
them  less  competitive.  At  the  extreme,  the  insurer  that  systemati- 
cally sets  rates  that  are  closest  to  the  expected  cost  of  each  group 
could  drive  all  others  out  of  business. 
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These  forces  push  insurers  toward  adjusting  the  rate  to  the  risk 
during  the  next  year — or  6  months — with  all  of  the  implications  for 
the  premium  rate  if  somebody  in  the  group  becomes  unhealthy. 
Further,  the  companies  that  rerate  the  quickest  and  the  most  ruth- 
lessly may  drive  the  others  out  of  business.  This  is  where  the  finan- 
cial incentives  push  and,  in  the  long  run,  I  would  project  this 
market  to  develop  more  and  more  in  this  direction. 

There  are  solutions  that  I  believe  would  be  effective  in  changing 
the  incentives  that  insurers  have,  to  ones  that  are  more  in  the  in- 
terest of  small  employers  and  their  employees,  and  I  want  to  men- 
tion two  particular  ones. 

One  is  to  require  the  insurers  to  offer  the  same  basic  rates  to  re- 
newing groups  as  they  do  to  new  groups.  By  the  same  rates,  I  do 
not  mean  the  same  dollar  amounts,  but  to  allow  them  to  have  rate 
structures  with  cells  that  represent  any  characteristics  by  which 
health  care  costs  vary,  for  example,  in  addition  to  age  and  sex  and 
area,  income,  occupation,  whatever.  But  there  should  be  the  limita- 
tion that  none  of  these  cells  can  either  directly  represent  or  be  a 
proxy  for  health  status.  That  is,  you  would  not  be  allowed  to 
charge  a  higher  rate  for  a  person  who  is  ill  versus  one  who  is  well, 
directly  or  indirectly. 

I  call  systems  of  this  kind  "community  rating  by  actuarial  class." 
I  believe  actuarial  classes  are  necessary,  to  avoid  antiselection  by 
which  small  employers  elect  to  be  insured  and  which  ones  do  not. 

Another  method  which  is  also  very  effective  in  preventing  this 
durational  type  of  rating  is  to  require  insurers  to  allow  employ- 
ment groups  that  are  already  insured  with  them  to  transfer  to  any 
policy  form  that  they  are  offering  that  offers  comparable,  lower  or 
more  restrictive  benefits.  Further,  and  the  way  to  determine  that  is 
if  it  is  offered  at  a  lower  premium  rate.  If  it  is  offered  at  a  lower 
premium  rate,  presumably  either  the  benefits  are  not  as  good,  or  it 
is  more  restrictive.  For  example,  if  it  is  a  managed  care  plan,  it 
might  have  greater  restrictions,  if  it  is  a  preferred  provider  or  ex- 
clusive provider  format,  the  providers  must  not  be  the  most  expen- 
sive. 

With  this  type  of  open  enrollment  movement  of  groups  within 
the  same  insurer,  an  insurance  company  would  no  longer  have  the 
incentive  for  starting  a  new  policy  form  or  new  managed  care  plan 
or  a  new  provider  panel,  where  the  real  objective  is  to  be  able  to 
offer  insurance  at  a  low  rate  for  the  first  2  years  or  so,  when  they 
can  take  advantage  of  the  effects  of  underwriting  of  the  preexisting 
exclusion  clause,  with  the  idea  then  of  cutting  off  that  one  and 
moving  on  and  opening  up  a  new  product  as  that  group  became  ex- 
pensive. 

I  am  sorry  I  overran  my  time.  Thank  you  very  much. 
[The  prepared  statement  follows:] 
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TESTIMONY  OF  GORDON  R.  TRAPNELL,  F.S.A. 
ACTUARIAL  RESEARCH  CORPORATION 


BARRIOS  TO  HEALTH  INSURANCE  FOR  SMALL  EMPLOYERS 


I  am  going  to  discuss: 

o   The  problems  presented  to  small  employers  in  obtaining  health 
insurance  by  the  rating  practices  of  insurers 

o   The  technical  reasons  for  those  problems 

o   Some  potential  solutions 

o   A  brief  discussion  of  some  additional  solutions  that  may  be 
feasible  if  coverage  were  mandated  for  all  employees  and 
dependents. 


1.     The  Problems  Presented  to  Small  Employers  in  (attaining  Health 
Insurance  by  the  Rating  Practices  of  Insurers 

a.  The  High  and  Rapidly  Increasing  Cost  of  Health  Care 

The  primary  problem  of  all  employers  -  large  or  small  -  with  health 
insurance  is  that  it  costs  so  much.    Perhaps  even  worse,  the  cost 
increases  more  rapidly  than  other  costs,  revenues  and  the  capacity  of 
businesses  to  pay  for  it.    This  is  a  very  familiar  problem  to  this 
Committee,  with  responsibility  for  Medicare  and  Medicaid.    But  the  problem 
is  worse  for  employers.    They  cannot  set  limits  on  hospital  charges  and 
physician  fees,  and  force  the  providers  to  accept  them  as  full  payment. 
When  insurers,  or  self  insured  employers,  lower  the  rates  they  pay,  the 
providers  may  simply  collect  the  difference  from  the  patients. 

The  high  cost  of  health  care  has  two  important  effects.    The  first  is 
the  economic  burden  placed  on  employers,  and  on  the  incomes  of  employees 
as  employers  struggle  to  manage  this  burden.    This  testimony  will  not  deal 
with  this  issue,  despite  it  being  by  far  the  most  important. 

A  second  major  impact  of  the  high  level  of  health  costs,  however,  is 
to  lead  employers  and  their  insurers,  TPAs  and  other  advisors  to  devote  a 
major  effort  to  reduce  their  share  of  this  cost  -  often  passing  it  on  to 
others.    An  entire  service  industry  has  grown  up  that  is  largely  devoted 
to  shifting  costs  more  than  reducing  them.    One  part  of  this  activity  is 
in  the  insurance  business,  with  some  small  employers  shifting  from  one 
insurance  arrangement  to  another,  searching  for  a  lower  cost  solution,  at 
least  for  themselves  for  the  time  being.    But  in  the  process  of  doing  so, 
they  may  divert  more  of  the  premiums  paid  to  the  sales  and  administrative 
costs  of  changing  insurers,  and  to  the  cost  of  the  techniques  that  give 
insurers  an  advantage  in  the  competition  to  offer  the  lowest  rates  to  the 
healthiest  groups. 

b.  Instability  of  Premium  Rates 

The  most  important  fact  of  life  about  the  health  insurance  policies 
available  to  small  employers  is  that  the  premium  rates  are  only  fixed  for 
six  months  or  a  year  at  a  time.    Except  for  Blue  Cross  Plans  in  some 
states,  the  insurers  can  raise  rates  to  any  level  upon  renewal.    In  this 
context,  it  is  well  to  consider  that  the  unlimited  right  to  raise  premiums 
is  equivalent  to  the  right  to  cancel  (although  there  is  no  evidence  of 
insurers  using  premium  rate  increases  to  force  cancellations,  as  opposed 
to  raising  enough  revenue  to  pay  the  claims  of  a  particular  group  during 
the  next  year) . 

In  some  contractual  relationships,  the  premium  rates  can  be  raised 
for  an  individual  group.    In  such  policies,  the  rate  may  be  raised  to 
whatever  level  the  insurer  expects  will  be  needed  to  pay  for  the  claims  of 
the  group  in  the  next  year,  which  for  a  small  group  that  includes  a  very 
sick  individual  may  mean  a  very  high  rate.    In  other  arrangements, 
premiums  can  only  be  raised  for  all  members  of  a  rating  class.    An  example 
of  the  latter  is  a  multiple  employer  trust,  which  if  self  insured  is 
referred  to  as  "multiple  employer  welfare  arrangements"  or  "MEWA".  But 
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the  apparent  protection  against  rate  increases  is  less  than  might  appear. 
This  is  because  of  biased  selection  by  small  groups  as  they  seek  lower 
premiums  and  the  rating  practices  many  insurers  adopt  in  response. 

To  understand  what  is  going  on,  consider  what  may  be  called  the 
"durational  rating  cycle"  as  applied  to  MEWAs.    A  sponsor  (an  insurer  or 
other  organizer)  may  form  a  new  MEWA  from  time  to  time  and  offer  it  to 
employers  on  an  underwritten  basis.    Since  the  member  groups  are  screened, 
and  there  is  a  pre-existing  exclusion  clause,  outlays  for  claims  will  be 
very  low  for  a  year  or  two,  enabling  the  new  trust  to  charge  a  low 
premium,  at  least  initially.    The  low  rates  will  appeal  to  small  employers 
with  healthy  employees  and  dependents. 

As  the  effects  of  screening  and  the  preexisting  exclusion  clause  wear 
off,  however,  claim  frequencies  rise,  and  together  with  inflation,  lead  to 
the  need  for  a  large  rate  increase,  e.g.,  50%  or  more.    But  if  rates  are 
raised  this  much,  many  of  those  employers  that  can  still  pass  through  an 
underwriting  screen  will  move  to  another  insurer  (or  perhaps  to  a  new 
trust  being  offered  by  the  same  sponsor) .    Employers  with  unhealthy 
members  of  their  group  may  wish  to  leave  but  find  that  they  cannot  get 
everyone  covered,  and  even  if  they  did,  those  who  are  ill  would  be  subject 
to  a  new  preexisting  condition  exclusion  clause.    As  a  result,  most  of  the 
employers  that  leave  are  those  with  healthy  groups  and  the  average  cost  of 
those  rerraining  is  above  the  average  of  all  those  originally  in  the  trust, 
requiring  an  additional  rate  increase  to  cover  the  effect  of  this  adverse 
selection  by  employers.    Further,  at  this  point,  the  sponsoring  insurer 
will  not  be  able  to  sell  the  trust  to  any  new  groups  (which  will  be 
referred  instead  to  the  most  recently  formed  new  trust) . 

By  the  fourth  or  fifth  year,  only  those  groups  that  have  uninsurable 
members  (and  the  employer  is  willing  to  pay  to  keep  them  insured)  are 
likely  to  remain,  and  the  rates  will  be  very  high.    The  trust  is  likely  to 
be  caught  in  an  "anti-selection  spiral."    Any  further  increase  in  the 
rates  may  induce  some  of  the  remaining  groups  to  leave,  even  though  they 
may  not  be  able  to  find  a  new  insurer  willing  to  take  all  of  the  employees 
and  dependents  in  the  group,  or  will  cover  them  only  with  a  preexisting 
exclusion  clause.    Since  the  groups  withdrawing  tend  to  have  lower  claims 
than  those  that  remain,  the  average  cost  of  those  remaining  will  increase 
further,  so  that  a  still  higher  premium  rate  is  needed  for  the  trust.  In 
fact,  there  may  be  no  rate  increase  that  will  be  self  supporting  for  a 
trust  caught  in  an  antiselection  spiral.    Eventually,  the  sponsor  may  be 
forced  to  cancel  the  MEWA,  leaving  some  of  the  remaining  employers  without 
access  to  health  insurance  that  will  cover  all  the  members  of  their  groups 
without  restrictions. 

There  are  other  rating  methods  that  have  a  similar  effect  on  the 
nature  of  the  rate  increase  protection  offered,  such  as  "tier  rating"  and 
select  and  ultimate  rating  methods  (sometimes  referred  to  as  "durational 
rating") .    In  tier  rating,  a  group  in  which  patients  develop  expensive 
health  conditions  will  be  reclassified  to  a  higher  tier,  in  which  premium 
rates  are  a  multiple  higher  (e.g.,  125%,  150%,  200%,  etc.  of  the  basic 
rate) .    Tier  rating  may  offer  even  less  rate  increase  protection  to 
employers.    Rates  will  be  increased  each  year  by  the  compounded  effect  of 
the  inflation  (or  "trend")  factor  and  the  difference  in  tier  multiples. 
Although  some  insurers  limit  the  change  in  any  year  to  the  next  higher 
tier,  others  do  not,  so  that  the  premium  rates  may  jump  abruptly.  Most 
insurers  that  offer  tier  rates  also  limit  the  multiple  of  the  highest 
rating  tier  to  the  lowest,  or  new  business  rate  tier.    Again,  some 
apparently  do  not,  since  examples  have  been  found  in  which  the  rates 
charged  a  small  employer  were  doubled  and  redoubled  each  six  months  until 
the  employer  could  no  longer  afford  to  pay. 

It  is  argued  that  durational  rating  practices  should  be  continued 
since  the  premium  rates  for  many  small  employers  will  be  lower.    This  is 
true,  but  mainly  because  the  employers  in  question,  and  their  employees, 
are  only  partially  protected:    i.e. ,  they  are  insured  only  for  the  cost  of 
the  health  care  needed  by  a  healthy  group  during  the  next  rating  period 
(which  may  be  only  six  months) .    Continued  protection  thereafter  will  be 
far  more  expensive  and  perhaps  unaffordable,  unless  the  members  who  are 
ill  are  left  out. 
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c.  Protection  Against  cancellation 

Perhaps  the  roost  important  expectation  that  employers  have  when  they 
purchase  group  insurance  policies  is  that  the  insurance  will  be  continued. 
This  expectation  is  apparently  premised  by  most  small  group  contracts, 
which  are  "guaranteed  renewable".    Although  these  words  strongly  imply 
that  the  insurance  cannot  be  cancelled,  what  is  usually  specified  is  that 
the  insurer  will  not  cancel  a  particular  employer's  contract  unless  it 
also  cancels  all  others  in  the  same  "class"  issued  on  the  same  policy 
form.    An  example  of  a  "class"  in  this  context  is  a  particular  state. 

The  rationale  of  regulators  in  permitting  such  clauses  is  apparently 
that  an  insurer  will  only  cancel  out  a  class  of  business  if  it  is  getting 
out  of  the  small  group  health  insurance  business  altogether,  which  would 
normally  only  occur  in  dire  circumstances.    But  the  reality  is  that 
insurers  can  -  and  do  -  cancel  one  insurance  form  and  continue  others  that 
are  very  similar.    They  have  also  been  known  to  cancel  policies  in  a 
particular  state.    In  addition,  the  unrestricted  right  to  raise  rates  for 
all  policies  in  a  class  issued  on  a  particular  policy  form  is  equivalent 
to  the  right  to  cancel  anyway.    If  a  MEWA  is  involved,  a  MEWA  may  be 
cancelled  while  the  sponsor  continues  to  operate  others. 

Thus  the  "guaranteed  renewable"  clauses  do  not  actually  guarantee 
renewability,  and  the  apparent  promise  of  indefinite  continuation  of 
coverage  may  be  only  an  illusion. 

d.  Failure  of  Health  Insurance  to  Provide  Financial  Protection  for 
Many  Small  Employers 

The  effect  of  such  durational  rating  methods  is  that  the  employers 
affected  have  no  protection  against  very  large  rate  increases  if  an 
employee  or  dependent  develops  a  medical  condition  that  lasts  past  the 
next  anniversary.    Thus  many  small  groups  are  not  protected  against  the 
financial  impact  of  a  decline  in  the  health  of  the  individuals  in  the 
group. 

e.  Failure  of  Health  Insurance  as  Financial  Protection  for  the 
Employees  of  Some  Small  Employers 

When  an  employer  is  informed  of  a  large  rate  increase,  and  other 
insurers  are  not  willing  to  offer  full  coverage  to  all  members  of  the 
group,  the  employer  faces  a  dilemma:    to  pay  a  rate  that  may  make  the  firm 
uncompetitive  -  or  to  exclude  those  in  poor  health  from  the  new  policy. 
The  latter  can  occur  in  several  ways. 

o  The  person  may  be  explicitly  left  out  of  the  group,  i.e.  refused 
coverage. 

o  The  coverage  for  the  person  may  be  restricted  to  exclude  the 
condition  in  question. 

o  There  may  be  a  preexisting  condition  exclusion  clause  that  has  the 
effect  of  excluding  any  expenses  relating  to  the  condition  in 
question  for  two  years  or  longer. 

o  The  person  may  be  induced  into  lying  about  the  health  condition  on 
the  application,  with  the  result  that  the  entire  policy  could  be 
rescinded  if  that  employee  files  for  a  major  claim. 

To  get  lower,  affordable  premiums,  some  small  employers  will  subject 
their  groups  to  underwriting,  a  new  preexisting  exclusion  period,  and  the 
possibility  of  recision  of  the  policy  if  all  existing  health  conditions 
are  not  disclosed  on  the  application.    Employees  or  dependents  with 
existing  health  conditions  may  lose  all  coverage  as  a  result.  Exclusions 
or  restrictions  may  be  better  for  the  employee  in  question  since  the  fact 
of  an  absence  of  health  insurance  coverage  is  at  least  understood.  With 
preexisting  conditions  or  rescission  if  a  claim  is  filed,  there  is  only 
the  illusion  of  coverage. 
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f .  Ignorance  of  Small  Employers  About  Health  Insurance 

Most  entrepreneurs  purchase  insurance  the  way  they  buy  other  supplies 
they  use  in  their  business.    They  react  to  the  premium  as  they  would  to 
the  price  of  a  commodity.    Ihe  normal  reaction  of  most  entrepreneurs  faced 
with  a  large  rate  increase  is  to  seek  an  alternate  supplier.  Insurance 
agents  respond  by  finding  one.    If  they  did  not,  the  entrepreneur  might 
find  another  agent. 

Most  small  employers  do  not  understand  that  if  someone  in  their  group 
should  become  very  ill,  that  the  price  may  suddenly  go  up.    Ihey  also  do 
not  understand  that  they  may  not  be  able  to  find  an  alternative  supplier 
at  any  price  that  will  cover  all  of  the  health  conditions  in  their  group. 
They  do  not  understand  enough  about  insurance  to  value  longer  term  rate 
stability,  at  least  not  enough  to  pay  substantially  more  for  it.    It  is 
very  difficult  for  an  agent  to  explain  the  advantages  of  relative  rate 
stability  when  the  level  of  all  rates  is  increasing  by  10%  to  25%  per  year 
or  why  the  entrepreneur  should  not  accept  a  lower  rate  if  his  group  is 
currently  healthy. 

Further,  there  are  many  small  businessmen  who  do  not  believe  they  can 
afford  even  the  reduced  "select"  rates  that  are  available  only  to  groups 
that  can  pass  an  underwriting  screen.    It  may  only  be  feasible  for  some 
small  businesses  to  offer  insurance  at  all  by  taking  advantage  of  the 
health  of  their  groups  to  get  lower  rates.    The  possibility  of  large, 
unaffordablt  rate  increases  may  not  be  understood,  or  regarded  as  less  of 
a  problem  than  meeting  the  current  payroll,  rent,  utilities  and  payroll 
taxes.    As  health  care  costs  continue  to  increase,  these  problems  will 
only  become  worse. 

g.  Effect  on  the  Administrative  Costs  of  Insurance  for  Small 
Employment  Groups 

Turnover  can  significantly  increase  the  cost  of  health  insurance  for 
small  groups.    There  are  a  number  of  functions  that  must  be  performed  by  a 
new  insurer  that  a  continuing  insurer  would  not  have.    The  effect  of 
durational  rating  practices  combined  with  screening  new  groups  is  that 
there  is  a  constant  change  of  insurers,  with  each  transfer  involving  the 
expense  of  sales,  underwriting,  issuing  new  policies  and  booklets,  setting 
up  new  records,  etc.    As  a  result,  a  much  larger  portion  of  the  premiums 
are  devoted  to  administrative  expenses  compared  to  larger  groups. 

h.  Health  Insurance  Not  Available  at  Any  Price 

There  are  a  number  of  small  employers  for  whom  insurance  is  not 
available  at  any  price.    Some  are  dangerous  occupations,  with  higher  than 
average  accident  rates.    Others  work  in  unhealthy  conditions.    But  the 
problem  with  most  is  the  rate  of  turnover  of  employees,  persons  seeking 
employment  to  obtain  insurance  or  others  included  to  obtain  coverage.  For 
some  trades  or  businesses  the  nature  of  the  work  is  believed  to  attract 
more  persons  that  are  at  greater  risk  of  medical  conditions  that  may  lead 
to  high  health  care  needs  and  are  difficult  for  an  insurer  to  investigate. 

There  are  problems  in  determining  who  is  really  employed  in  some 
types  of  businesses,  and  being  sure  that  all  eligible  employees  are 
insured.    Some  persons,  especially  relatives  of  the  owner,  may  be 
represented  as  employees  only  if  they  have  health  problems.    A  high 
turnover  rate  or  a  type  of  business  in  which  it  is  difficult  to  determine 
employment  status  will  exacerbate  these  problems. 

In  a  large  group,  these  types  of  problem  may  not  have  a  major  impact, 
since  there  are  many  individuals  over  which  to  average  out  the  associated 
cost.    But  in  a  small  group,  a  single  unhealthy  person  can  have  a  very 
large  impact  on  the  experience.    The  claims  for  a  single  patient  may  be 
many  times  the  annual  premium. 
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2.    The  Reasons  for  the  Problems  with  Small  Enployer  Health  Insurance 

a.  Seme  Rather  Unpleasant  Facts  of  Life 

In  order  to  explain  the  problems  that  face  small  employers,  I  must 
point  out  same  of  the  very  basic  facts  of  life  about  health  insurance,  in 
the  context  of  small  employment  groups.    It  is  important  to  understand 
that  the  problems  stem  from  the  nature  of  health  insurance  and  small 
groups  in  a  free  market,  and  not  to  a  conspiracy  of  employers  or  insurers. 
In  fact,  a  majority  of  the  insurers  are  absorbing  losses  in  this  market  in 
an  effort  to  meet  the  needs  and  expectations  of  the  employers  that  they 
insure.    But  their  losses  are  likely  to  continue  to  grow,  as  their  efforts 
to  maintain  coverages  for  the  highest  cost  groups  at  rates  below  their 
expected  costs  cannot  be  subsidized  by  the  rates  charged  to  the  lower  cost 
groups,  lost  to  more  aggressive  and  less  public  minded  competitors.    It  is 
likely  that  most  insurers  will  have  to  adopt  the  aggressive  rating 
practices  in  order  to  survive  just  as  insurers  had  to  turn  from  community 
rating  to  experience  rating  to  meet  competitive  pressures. 

Consider  these  fundamental,  and  unpleasant,  facts  of  life  that 
underlie  the  problems  of  health  insurance  for  small  employment  groups: 

o   The  cost  of  the  hospital  and  physician  care  goes  up  so  rapidly, 
that  health  insurance  premiums  must  be  increased  nearly  every 
year,  sometimes  by  as  much  as  25%.    The  rate  of  increase  is 
unpredictable  even  for  the  most  sophisticated  technicians,  so  that 
no  insurer  could  afford  to  guarantee  premium  rates  much  beyond  a 
year  or  two. 

o   There  are  now  many  medical  conditions  that  lead  to  the  need  for 
very  expensive  care  for  several  years  or  longer,  and  if  some 
members  of  a  small  group  develop  these  conditions,  the  average 
cost  of  the  group  is  likely  to  be  well  above  average  until  those 
individuals  die. 

o   As  individuals  progress  through  their  lives,  their  general  health 
condition,  or  "health  status"  deteriorates  at  very  different 
rates,  so  that  the  cost  of  a  small  group  can  vary  greatly 
according  to  the  health  of  its  members. 

o  As  a  result  of  past  increases  in  the  cost  of  health  care,  premium 
rates  have  reached  such  a  high  level  that  it  is  a  matter  of 
economic  life  or  death  for  many  of  the  firms  paying  for  it.  If 
the  cost  was  not  so  high,  many  other  solutions  would  work  -  as 
they  did  when  the  cost  was  a  fraction  of  what  it  is  now  in  real 
terms. 

As  a  result  of  the  first  of  these  unpleasant  facts  premium  rates  must 
be  increased  substantially  each  year,  and  insurers  are  not  willing  to 
offer  guaranteed  rates  for  future  years. 

As  a  result  of  the  second  unpleasant  fact,  the  free  market  rate  for 
any  group  relative  to  others  may  be  very  different  -  and  can  change 
abruptly  from  one  year  to  the  next.     More  important,  selection,  that  is 
insuring  relatively  healthy  individuals,  is  much  more  important  to 
insurers  than  all  measures  of  efficiency  of  providing  care  or 
administering  the  insurance. 

As  a  result  of  the  different  rates  at  which  the  health  status  of 
individuals  deteriorates  over  their  lifetimes,  the  cost  of  different 
groups  with  similar  demographic  composition  may  be  quite  different. 

And  as  a  result  of  the  economic  impact  of  the  high  cost  of  medical 
care,  the  other  factors  have  a  major  impact  on  how  employers  and  insurers 
behave:    the  employers  to  minimi ze  their  costs  and  the  insurers  to  protect 
themselves.    Each  of  these  matters  will  be  discussed  in  more  detail  below. 

b.  Impact  of  Inflation 

The  pace  of  increasing  medical  care  costs  and  their  economic  impact 
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need  no  further  discussion  before  this  Committee.    But  compared  to 
Medicare,  small  employers  have  suffered  much  more.    Nearly  all  of  the 
insurance  plans  covering  small  employment  groups  pay  the  full  charges  of 
hospitals  and  physicians,  and  few  of  the  insurers  have  devoted  much  effort 
to  utilization  controls.    Most  HMOs  and  PPOs  have  avoided  small  groups 
because  of  the  potential  for  anti-selection  with  only  a  few  enrollees. 
Thus  while  the  cost  of  Medicare  was  reduced  by  ERGs,  the  hospital  charges 
that  nearly  all  small  employers  pay  continued  to  increase.    The  result  has 
been  a  steady  increase  in  claim  payments  for  small  groups  at  double  digit 
rates.    As  a  consequence,  premium  rate  increases  have  typically  been  in 
the  range  of  15%  to  25%.    This  rate  of  increase  has  led  to  small  employers 
shopping  for  lower  rates  almost  annually. 

With  premium  rate  increases  this  high  and  unpredictable,  it  is  not 
practical  for  insurers  to  offer  multiple  year  rate  guarantees.    If  they 
did,  they  would  insist  on  such  high  rates  to  protect  themselves  that  few 
employers  would  be  willing  to  commit  to  them.    Further,  employers  can 
cancel  at  any  time  by  not  paying  the  premiums  and  switch  to  another 
carrier  if  the  cost  of  health  care  increased  at  less  than  the  promised 
rate  (at  least  as  long  as  everyone  in  their  group  remains  healthy) .  Thus 
any  rate  guarantees  are  at  the  insurer's  risk  alone,  and  can  only  be  set 
at  the  highest  level  that  may  occur.    (As  a  practical  matter,  they  are  not 
offered,  since  they  would  be  meaningless.) 

Thus  future  rates  are  completely  open  in  a  competitive  market,  which 
essentially  means  that  insurance  is  purchased  anew  each  year,  with  the 
current  insurer  having  same  cost  advantages  in  terms  of  administrative 
expenses,  and  perhaps  some  sense  of  obligation  to  limit  the  rate  increase 
imposed  in  any  year.    Another  way  to  state  the  problem  is  that  as  a  result 
of  the  large  and  economically  devastating  annual  increases  in  premium 
rates  and  the  reactions  of  employers  trying  to  find  lower  rates,  what  is 
offered  by  insurers  is  basically  one  year  term  insurance  that  is  rerated 
the  following  year  with  respect  to  the  likely  cost  to  the  insurers  to 
renew  the  coverage  for  those  employers  that  will  renew  despite  the  premium 
rate  increases. 

c.    Effect  of  Free  Competition  in  Competitive  Markets  on  Rate  Setting 
Methods  for  Small  Groups 

In  a  competitive  free  market,  an  insurer  must  set  a  rate  for  each 
group  based  on  what  that  group  will  cost  on  the  average  during  the  next 
year.    For  very  large  groups  this  means  an  estimate  of  the  actual  claims 
to  be  paid  for  the  members  of  the  specific  group,  and  allowances  for  all 
expenses,  maintaining  adequate  surplus  and  a  return  on  capital  if  there 
are  stockholders.    This  does  not  mean  an  insurer  must  accurately  predict 
the  future  of  health  care  costs  for  the  group,  only  that  it  be  able  to  do 
so  as  well  as  any  competing  insurer.    If  an  insurer  sets  a  rate  that  is 
higher  than  other  insurers  believe  to  be  correct,  competitors  may  steal 
away  the  business.    But  if  a  lower  rate  is  set,  other  insurers  will  not  be 
interested.    The  key  point  is  that  competitors  will  prevent  rates  being 
set  higher  than  the  general  expectation,  but  will  allow  an  insurer  to  lose 
on  any  rates  set  too  low.    Thus  if  a  market  is  sufficiently  competitive, 
an  insurer  can  not  deliberately  overcharge  on  some  insured  groups  (or 
pools  of  similar  risks)  in  order  to  subsidize  other  groups,  and  expect  to 
remain  in  business. 

There  are  normally  fortuitous  gains  or  losses  when  health  costs  are 
different  than  generally  expected,  but  these  tend  to  even  out  over  long 
periods  of  time.    Thus  an  insurer  that  sets  all  rates  at  (or  above)  the 
expected  cost  (losing  the  cases  with  the  high  rates  to  competitors)  will 
wind  up  over  time  with  the  average  return  allowed  by  the  competition.  In 
other  words,  competition  tends  to  limit  profits  to  a  market  driven  return 
on  capital  and  any  windfall  from  chance,  i.e.  from  actual  health  care 
costs  being  different  than  the  consensus  of  competitors.    For  similar 
reasons,  in  competitive  markets,  insurers  must  make  each  separate  line  of 
insurance  pay  its  own  way. 

It  follows  that  insurers  must  set  rates  even  for  small  groups  that 
would  be  self  supporting  if  there  were  a  large  number  of  identical  groups, 
i.e.  with  members  of  the  same  age,  sex,  income,  occupation,  who  live  in 
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the  same  area,  etc.  -  and  who  are  in  the  same  health  condition  and  have 
the  same  preferences  for  using  health  services.    Such  rates  are  called 
"expected  rates"  in  the  sense  that  they  reflect  the  average  that  would  be 
experienced  if  there  were  enough  others  with  identical  characteristics, 
again  including  the  health  condition  and  preferences  of  the  members. 

In  practice,  the  pure  claim  rates  estimated  for  any  group  can  only 
summarize  what  an  insurer's  actuary  knows  about  a  group  of  insured  persons 
that  affects  the  claims  they  will  submit.    There  will  of  course  be  wide 
differences  between  the  actual  claims  paid  for  any  small  group  and  the 
estimates  of  expected  claims.    What  is  important  is  that  the  insurer  set 
the  premium  rates  to  reflect  the  average  for  all  groups  that  are  in  the 
same  condition. 

The  insurer  that  classifies  groups  most  accurately  according  to  what 
they  are  likely  to  cost  will  have  a  significant  advantage  over 
competitors.    This  is  because  its  premium  rates  will  be  lower  on  the 
average  for  the  least  expensive  groups,  helping  it  to  retain  a  larger 
share  of  such  groups,  and  allowing  it  to  earn  an  additional  return  equal 
to  some  portion  of  the  difference  between  the  expected  cost  and  the 
consensus  of  other  insurers. 

In  practice,  insurers  classify  small  groups  together  based  on  such 
information  as  they  have.    The  most  important  information  for  predicting 
future  health  care  costs  is  the  claims  submitted  in  the  immediate  past  for 
persons  who  will  continue  to  be  insured,  since  these  reflect  the  current 
health  status  of  the  individuals  in  the  group.    This  fact  leads  the  most 
aggressive  insurers  to  rerate  each  group  each  year  based  on  the  health 
conditions  disclosed  by  the  claims  submitted.    This  leads  to  the  most 
accurate  classification,  and  hence  gives  such  an  insurer  a  major 
competitive  advantage.    This  explains  why  insurers  adopt  durational  claim 
practices,  of  which  the  most  effective  competitively  is  a  tiered  rating 
system  without  any  annual  or  absolute  limits  on  rate  increases. 

Further,  insurers  that  do  not  rerate  each  group  each  year  are  at  a 
competitive  disadvantage  compared  to  those  that  do.    If  an  insurer  does 
not  classify  small  groups  together  based  on  similar  cost  expectations  for 
the  next  rating  period,  another  insurer  could  undercut  its  prices  for  the 
groups  with  lower  than  average  expected  costs,  and  leave  it  with  only 
those  with  higher  than  average  expected  costs.    Thus  it  will  be  left  with 
only  the  groups  for  which  a  loss  would  be  expected,  and  with  enough  such 
groups  there  will  be  losses.    The  losses  would  eventually  drive  such  an 
insurer  out  of  business. 

If  an  insurer  fails  to  meet  this  standard  on  any  type  of  insurance  or 
type  of  coverage,  it  must  make  up  the  difference  on  other  parts  of  its 
business.    But  another  insurer  that  did  not  subsidize  rates  in  other  lines 
could  charge  lower  premiums.    In  a  competitive  market  such  insurers  will 
exist  and  prevent  such  overcharging  on  one  line  of  insurance  to  subsidize 
another.    For  this  reason,  each  type  of  insurance,  and  each  type  of 
coverage  must  be  self  supporting,  at  least  ex  ante  -  that  is  going  in. 
(As  noted  before,  actual  events  may  lead  to  all  insurers  in  a  market 
making  an  unexpected  profit,  or  loss,  in  a  particular  year  on  any  type  of 
coverage.)    An  exception  would  be  an  insurer  with  a  source  of  subsidy  to 
incur  continuing  losses,  such  as  those  that  some  Blue  Cross  and  Blue 
Shield  Plans  have  from  hospital  discounts  on  large  group  accounts. 

d.    Implications  for  Small  Employment  Groups 

The  unfortunate  fact  referred  to  above  is  that  small  groups  with  sick 
members  will  cost  a  lot  more  on  the  average  than  those  without  sick 
members.    Further,  this  "health  status"  has  a  much  larger  impact  on  the 
average  claims  than  age,  sex  or  area  -  the  variables  commonly  used  to 
adjust  premium  rates  for  health  insurance  among  healthy  applicants. 
Further,  insurers  that  react  to  this  basic  fact  of  life  by  classifying 
groups  in  pools  consisting  of  groups  with  comparable  expectations  for  the 
cost  of  care  and  setting  rates  that  vary  with  such  expectations  have  a 
competitive  advantage  over  those  that  do  not. 
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Thus  free  ocnpetitign  among  insurers  and  the  basic  fact  that  small 
employment  groups  with  sick  members  will  cost  more  on  the  average  than 
groups  without  members  who  are  already  sick  -  give  a  major  competitive 
advantage  to  those  insurers  that  immediately  raise  their  rates  for  any 
group  in  which  there  are  individuals  with  health  conditions  that  are 
likely  to  be  expensive  to  treat. 

These  facts  lead  to  some  insurers  that  charge  rates  that  reflect  the 
health  status  of  each  small  group  doing  very  well  financially.  Such 
premium  rates  are  fair  in  that  the  cost  is  shared  among  groups  with 
similar  cost  characteristics,  at  least  as  far  as  what  is  known  when  the 
rates  are  offered  at  the  beginning  of  a  rating  period.    But  the  effect  is 
to  leave  the  employers  at  risk  of  unstable  rates.    Things  go  smoothly  as 
long  as  no  one  develops  a  persisting  expensive  condition.    Conditions  that 
have  a  high  cost  and  stop  are  no  problem.    Similarly  it  is  no  problem  if 
there  is  a  terminal  illness  (unless  it  lingers  into  a  new  rating  period) . 
The  insurer  can  not  know  who  will  get  sick  the  next  premium  period,  and 
thus  will  charge  an  average  rate.    But  if  the  sickness  continues,  and  has 
high  costs  year  after  year,  the  insurer  may  raise  the  rates  to  the  average 
cost  for  groups  with  such  sick  members. 

Another  way  of  looking  at  it  is  that  employers  buy  insurance  against 
a  new  illness  occurring  during  the  next  rating  period  (which  may  be  six 
months  or  a  year) .    But  they  do  not  buy  insurance  against  some  one 
becoming  sicker  and  thus  having  a  higher  expected  cost.    Consider  a  group 
with  a  member  who  develops  AIDS.    As  soon  as  the  condition  manifests 
itself  and  becomes  known  through  the  claims  experience  to  the  insurer,  the 
insurer  knows  that  one  member  of  the  group  is  likely  to  have  tens  of 
thousands  of  dollars  of  claims  over  the  next  year  or  so.    The  amount  of 
claims  for  the  particular  individual  is  not  known,  or  even  whether  he  will 
live  to  the  beginning  of  the  next  rating  period.    But  the  average  over 
individuals  in  similar  circumstances  can  be  calculated  from  past  claim 
experience,  along  with  the  probable  life  expectancy  of  the  individual,  and 
projected  to  the  future.    If  the  insurer  reflects  this  change  in  the 
expected  cost  of  the  group  fully  in  the  premium  rate  charged  for  the  next 
rating  period,  the  average  amount  of  projected  per  capita  claims  for  such 
an  individual,  loaded  for  expenses,  would  be  added  to  the  premium  rate. 
If  the  group  is  very  small,  the  premium  could  easily  double  or  triple. 
The  employer  would  find  that  the  insurance  was  only  for  the  claims  that 
could  be  submitted  in  the  current  rating  period.    There  may  be  no 
protection  against  having  a  group  that  is  much  more  expensive  to  insure. 

But  this  situation  is  the  natural  consequence  of  the  facts  of  life 
enumerated  above.    The  insurer  that  sets  rates  that  are  closest  to  the 
expected  cost  of  each  small  group  in  the  following  year  (or  six  months  if 
the  shorter  rating  period  is  used)  will  have  a  competitive  advantage. 
Competitive  advantages  lead  to  growth  in  market  share  and  eventually  force 
others  to  adopt  the  same  methods,  or  go  out  of  business.    This  fact  drives 
all  insurers  to  classify  groups  into  different  classes  that  reflect  what 
the  cost  of  such  groups  will  be. 

The  point  I  wish  you  to  understand  is  that  there  is  nothing 
underhanded  about  this  -  only  the  efficient  operation  of  a  free  market. 
The  insurance  companies  are  only  responding  to  the  financial  incentives 
and  facts  of  life  about  this  market,  including  the  behavior  of  small 
employers.    If  they  do  not  follow  some  version  of  select  and  ultimate 
rating  strategy,  they  will  not  be  competitive  in  the  market  place  for  new 
business  in  competition  with  insurers  that  offer  select  rates.    To  prevent 
this  result  requires  an  intervention  into  the  market  to  change  how  it 
operates,  i.e.  regulation. 

In  view  of  the  facts  presented  above,  it  is  surprising  that 
aggressive  durational  rating  practices  have  not  been  adopted  by  all 
insurers  is  this  market.    To  same  extent  this  reflects  a  less  than  purely 
competitive  market  place.    But  it  may  also  may  just  take  a  number  of  years 
for  the  market  pressures  to  reach  an  equilibrium.    The  current  situation 
also  reflects  the  presence  in  the  market  of  same  insurers  that  subsidize 
their  small  group  coverages.    The  subsidy  is  used  primarily  to  keep  the 
rates  charged  the  most  expensive  groups  from  rising  in  proportion  to  their 
expected  costs.    In  addition,  most  of  the  insurers  that  follow  aggressive 
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rating  and  classification  techniques  have  constrained  both  rate  increases 
and  the  maximum  tier  rates,  perhaps  to  maintain  good  public  relations, 
avoid  criticism  from  regulators  and  in  deference  to  the  relationship  of 
their  agents  to  the  employers.    Also,  the  aggressive  techniques  are 
expensive  to  administer,  offsetting  some  of  the  cost  advantages  derived 
from  the  competitive  advantages  derived. 

e.    Impact  of  the  level  of  Health  Care  Costs 

The  cost  of  health  care  has  risen  to  such  a  level  that  many  small 
employers  search  for  the  lowest  premium  rate,  not  understanding  that  it 
may  become  unaffordable  if  they  should  really  need  it,  i.e.  some  one  in 
the  group  become  very  ill.    An  expensive  health  condition  among  members  of 
a  small  group  can  lead  to  rate  increases  that  the  employer  can  not  afford 
to  pay.    The  health  of  one  or  two  individuals  in  the  group  can  lead  to 
health  costs  many  times  the  rates  for  healthy  groups,  with  the  consequent 
economic  burden  and  competitive  disadvantage  for  the  employer. 

Worse,  to  get  lower  premiums,  some  small  employers  will  subject  their 
groups  to  underwriting,  a  new  preexisting  exclusion  period,  and  perhaps 
the  possibility  of  rescission  of  the  policy  if  all  existing  health 
conditions  are  not  disclosed  on  the  application.    The  protection  provided 
by  health  insurance  in  these  circumstances  may  prove  to  be  an  illusion  for 
both  employers  and  employees. 

Nor  can  insurers  necessarily  be  blamed  for  underwriting,  refusing  to 
insure  existing  conditions  and  rescinding  coverage  obtained  through  false 
applications.  From  the  insurer's  perspective,  taking  on  such  risks  would 
be  equivalent  to  insuring  a  burning  house.  And  the  cost  of  a  single 
illness  may  be  many  times  the  annual  premiums  that  will  be  collected  from 
a  small  group. 


3.    Potential  Solutions  to  Problems  Caused  by  Durational  Rating  Methods 

In  this  section,  we  are  concerned  with  measures  that  could  be  taken 
to  improve  the  coverage  available  to  small  employment  groups  in  the 
absence  of  any  mandated  coverage.    (Additional  measures  that  may  be 
feasible  if  such  coverage  were  mandatory  are  discussed  in  the  next 
section. ) 

a.  Objectives  of  Small  Group  Rate  Reform 

There  are  two  very  different  types  of  problems  to  be  solved: 

o   How  to  make  the  health  insurance  market  responsive  to  the  needs  of 
small  employers  and  their  employees  for  rate  stability  and 
continuity  of  coverage. 

o  How  to  make  health  insurance  available  to  small  employers  that 
cannot  obtain  it. 

The  first  objective  concerns  limiting  the  products  sold  to  those  that 
perform  the  expected  functions  of  an  employer  group  health  insurance 
contract.    The  second  involves  the  broader  goal  of  improving  access  to 
insurance  for  small  employment  groups.    A  solution  necessarily  requires 
finding  sources  of  subsidy  to  offset  the  losses  that  will  occur  when 
coverage  is  made  available  to  uninsurable  groups. 

b.  Limiting  the  Market  to  Sound  Products 

We  are  concerned  here  with  assuring  that  the  products  that  are 
offered  in  private  markets  do  what  a  prudent  buyer  would  expect  them  to 
do.    The  objective  is  to  protect  both  employers  and  employees  from 
products  that  do  not  fulfill  one  or  more  of  the  miriimum  functions  that 
either  employers  or  employees  have  reason  to  expect  of  health  insurance. 
Let  us  consider  three  such  functions  that  are  not  currently  provided  by 
many  of  the  health  insurance  policies  being  purchased  by  small  employers: 
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o   Insurance  against  rate  increases  based  on  deteriorating  health 
status. 

o    Insurance  against  cancellation,  e.g.  if  a  MEWA  trust  is 
discontinued  or  an  insurer  discontinues  all  guaranteed 
renewable  small  group  policies  issued  on  a  particular 
form. 

o  Maintenance  of  coverage  for  employees  and  dependents  when  an 
employer  changes  insurers,  without  underwriting,  preexisting 
condition  exclusions  or  possible  rescissions  of  coverage. 

o   Guaranteed  issue  for  new  employees  and  dependents. 

The  first  function  concerns  protecting  employers  from  the  possibility 
of  finding  their  premium  rates  spiral ing  out  of  control  when  someone  in 
the  group  develops  an  expensive  condition  and  protecting  employees  if 
employers  react  to  such  cost  increases  by  changing  to  an  insurer  that 
limits  their  coverage  or  excludes  them  from  the  group.    A  reasonable 
expectation  for  both  employers  and  employees  is  that  premium  rates  would 
increase  at  rates  that  reflect  the  general  risk  class  of  the  employer  and 
any  change  occasioned  by  changes  in  the  characteristics  of  the  group  (e.g. 
average  age,  occupation,  location,  or  other  actuarial  characteristic  not 
related  to  health  status)  -  rather  than  the  health  status  of  the 
individuals  in  the  group. 

The  second  function  relates  to  the  expectations  of  employees  and 
dependents  for  uninterrupted  coverage  when  a  small  employer  changes 
insurers.    A  reasonable  expectation  would  be  that  if  there  is  no  major 
difference  in  the  plan  of  insurance,  that  the  name  of  the  insurer  should 
not  matter.    Thus  all  members  of  the  group  should  be  accepted  by  a  new 
insurer  without  preexisting  condition  exclusions  or  other  restrictions  and 
there  should  be  no  possibility  of  rescissions  based  on  "at  time  of  claim 
underwriting".    The  question  of  reasonable  expectations  is  especially 
important  when  employees  are  not  informed  of  a  change  in  insurance 
coverage  or  pressured  not  to  report  existing  health  conditions  on 
applications  for  the  new  insurance. 

New  employees  or  dependents  raise  another  dimension  of  the  coverage 
that  employers  may  feel  obligated  to  provide  and  employees  may  expect  in  a 
bona-fide  group  insurance  contract.    A  reasonable  expectation  for  both 
employers  and  employees  would  be  that  new  dependents  will  be  picked  up 
without  restrictions  at  rates  commensurate  with  their  actuarial 
categories.    This  would  certainly  include  new  spouses  and  children  (by 
birth  or  adoption) ,  and  may  also  be  extended  to  those  who  have  lost  other 
health  insurance  coverage.    This  expectation  would  appear  to  be  fully 
merited  for  new  members  for  whom  ex  ante  there  is  no  way  to  determine 
whether  they  will  be  more  or  less  expensive  than  the  average.    An  obvious 
example  is  new  born  children,  for  wham  at  least  before  pregnancy  there  is 
no  way  to  determine  their  prospective  health  status.    But  covering  new 
employees  and  dependents  not  previously  included  present  potential 
problems  of  antiselection. 

c.    Rate  Increases  Not  Dependent  on  Health  Status 

The  general  objective  would  be  to  limit  rate  increases  so  that  the 
financial  impact  on  an  employer  of  having  a  chronic  illness  in  the  group 
will  be  limited  to  budgetable  changes  in  the  cost  of  insurance.    As  noted 
above,  this  objective  may  be  stated  in  absolute  or  relative  terms.  Full 
protection  would  limit  the  rate  increase  for  any  small  employer  group  to 
those  based  only  on  changes  in  the  cost  of  medical  care  and  changes  in  the 
characteristics  of  the  group. 

Under  any  of  these  options  insurers  would  be  fully  responsible 
indefinitely  for  all  those  insured.    Capital  requirements  and  investment 
restrictions  would  have  to  be  required  for  offering  small  group  health 
insurance  that  are  adequate  to  provide  a  long  run  margin  of  financial 
safety  for  employers.    Insurers  that  are  not  willing  to  accept  risks  on 
this  basis,  and  put  up  risk  capital  that  guarantees  long  term  performance, 
should  not  be  allowed  to  issue  coverage. 
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(1)    Strict  Restrictions  on  Rate  Increases 

Full  protection  would  mean  that  any  change  in  an  employment  group's 
rates  would  have  to  be  justified  in  terms  of: 

(i)  A  set  of  pure  trend  factors,  one  for  each  type  of  service, 

applicable  to  all  groups  and  all  health  insurance  policy  forms 
offered  by  an  insurer  or  its  affiliates  to  small  groups. 

(ii)  Changes  in  the  relative  cost  factors  for  predetermined 
actuarial  classes. 

Separate  basic  trend  factors  should  be  allowed  for  each  type  of 
health  care  service,  and  applied  to  the  full  services  insured  (before  the 
effect  of  cost  sharing) .    Additional  adjustments  would  be  needed  to  adjust 
the  trend  factors  to  reflect  the  leverage  of  fixed  deductibles  and  cost 
sharing  maximums  or  any  other  element  of  coverage  under  a  particular 
policy  form  that  is  fixed  in  dollar  terms.    In  addition,  it  may  be 
appropriate  to  change  the  administrative  expense  load  if  the  group  falls 
in  size.    But  the  basis  of  the  trend  factors  would  have  to  be  the  same  for 
all  small  groups  insured,  for  all  policy  forms,  benefit  packages,  and 
"classes"  of  business.    Insurers  would  not  be  permitted  to  let  the 
experience  set  the  proper  rates  for  any  policy  form  or  class  of  policies 
since  the  claims  experience  is  dominated  by  changes  in  the  average  health 
status  of  all  the  employment  groups  in  the  class. 

The  other  component  of  the  permitted  rate  increase  would  be  the 
change  in  rates  that  occurs  because  of  changes  in  the  composition  of  the 
group  by  actuarial  categories.    For  example,  as  the  members  of  a  group 
grow  older,  the  average  rate  would  increase  to  reflect  the  older  average 
age. 

The  number  and  types  of  different  actuarial  classes  could  vary  from 

(i)  a  limited,  specifically  authorized  set  to  (ii)  an  open  set  that  gives 
the  flexibility  to  insurers  to  establish  any  classes  they  thought 
reasonable,  subject  to  maintaining  an  audit  trail  that  could  be  used  by 
regulators  to  look  for  a  pattern  of  abuse. 

With  a  restricted  set,  the  actuarial  categories  would  be  limited  to 
characteristics  that  have  been  established  to  be  valid  on  the  basis  of 
reliable,  reproducible  data.    An  example  of  such  a  system  is  the 
categories  included  in  the  "AAPCC"  for  at  risk  contracts  under  Medicare. 
Only  age,  sex,  whether  disabled  or  confined  in  a  nursing  home  and 
geographical  area  have  been  recognized,  but  there  have  been  experiments 
with  health  status  adjustments.    The  disadvantage  of  such  a  system  is  that 
insurers  can  not  classify  groups  according  to  criteria  that  are  difficult 
to  measure. 

Under  a  flexible  system,  insurers  would  be  permitted  to  determine 
different  actuarial  classes  and  establish  rates  for  them  provided  that  (i) 
a  logical  rationale  was  provided  for  why  the  characteristic  should  be 
predictive  of  differences  in  the  expected  cost  of  health  care  per  capita, 

(ii)  data  was  collected  in  a  form  suitable  for  scientific  studies  that 
would  determine  whether  the  characteristic  did  in  fact  have  a  significant 
impact  on  costs  and  (iii)  the  characteristic  was  not  serving  as  a  proxy 
for  health  status,  unless  it  also  reflects  a  voluntary  behavioral 
characteristic  associated  with  health  care  costs  (e.g.  smoking)  subject  to 
certain  exceptions  (e.g.  pregnancy) .    Under  a  flexible  system,  however, 
there  is  some  danger  that  insurers  would  invent  categories  that  serve  as 
substitutes  for  health  status.    Thus  periodic  regulatory  review  may  be 
needed  to  determine  that  they  were  not  in  fact  being  used  as  health  status 
adjustments. 

It  should  be  noted  that  under  this  approach  insurers  have  complete 
freedom  in  determining  the  original  rate  offered  to  an  employment  group. 
It  is  also  not  implied  that  all  members  of  any  group  would  be  offered 
coverage  initially,  or  that  new  members  be  added.    But  once  insured,  rate 
increases  would  be  strictly  regulated. 
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A  problem  with  this  general  approach  is  how  to  assure  consistency  of 
trend  factors  between  coverages  with  different  limited  provider  panels. 
The  correct  trend  factors  for  a  particular  restricted  panel  could  be 
different  from  that  for  others.    In  fact,  to  obtain  a  lower  rate  of 
increase  may  be  one  of  the  primary  aims  of  forming  a  limited  panel  and 
offering  it  in  an  HMD,  PPO  or  exclusive  provider  format.    But  insurers 
could  create  new  restricted  panels  periodically  as  a  means  of  creating  new 
business  rate  classes.    Some  degree  of  regulatory  oversight  would  be 
needed  to  prevent  such  subterfuges. 

(2)  Restrictions  on  Relative  Increases 

The  disadvantage  of  absolute  restrictions  on  rate  increases  as 
described  above  is  that  insurers  could  not  raise  rates  to  reflect  subtle 
differences  in  expected  costs  between  different  types  of  groups.    Under  a 
tiered  rating  system,  any  differences  that  lead  to  higher  average  costs 
result  in  higher  rates. 

Less  than  full  protection  to  employers  against  rate  increases  based 
on  health  status  would  restrict  them  to  the  factors  above  plus  a 
predetermined  additional  increment.    The  latter  could  be  expressed  as  an 
amount  per  year  and/or  as  a  cumulative  amount  for  any  group.    For  example, 
the  increase  applicable  to  any  group  in  any  year  could  be  limited  to  the 
sum  of  the  trend  factor,  an  adjustment  for  changes  in  actuarial 
composition,  and  10%.    In  addition,  the  increase  over  all  years  insured 
could  be  limited  to  the  first  two  factors  plus  50%  or  100%. 

The  advantage  of  this  approach  would  be  to  permit  some  adjustments 
for  differences  in  the  nature  of  the  risk  that  can  not  be  captured  in  an 
underwriting  process.    The  obvious  disadvantage  is  that  the  financial 
incentive  to  insurers  is  to  use  it  to  adjust  for  health  status  as  well. 
It  is  also  sufficiently  more  complex  that  employers  will  not  understand 
it,  and  be  less  able  to  assess  whether  an  insurer  is  treating  them  fairly. 

(3)  Community  Rating  by  Actuarial  Classes 

A  rating  system  that  has  the  effect  of  restricting  rate  increases  to 
the  impact  of  the  trend  in  the  cost  of  the  underlying  health  care  services 
and  changes  attributable  to  the  composition  of  the  groups  is  "community 
rating  by  actuarial  class"  (CRAC) .    Under  this  approach,  insurers  are 
permitted  to  establish  classes  based  on  actuarial  characteristics  that  are 
associated  with  significant  differences  in  cost  between  employment  groups. 
This  rating  system  requires  that  all  insured  small  groups  be  offered  the 
same  rates  based  on  the  characteristics  of  their  groups. 

Strong  rate  increase  protection  is  one  of  the  advantages  of  requiring 
a  CRAC  rating  system.    The  primary  rate  increase  protection  offered  to 
existing  groups  is  that  the  same  rates  by  category  must  be  charged  to  all 
new  groups.    Thus  an  insurer  that  raised  rates  to  reflect  the  health 
status  of  insured  groups  may  find  it  impossible  to  sell. 

As  in  the  case  in  which  actuarial  categories  are  introduced  only  as  a 
permitted  component  of  rate  increases,  the  approach  to  determining 
acceptable  actuarial  classes  could  vary  from  a  highly  restricted  permitted 
set  to  an  open,  flexible  system.    But  since  insurers  could  vary  rates  only 
by  the  actuarial  categories,  a  much  more  extensive  set  of  actuarial 
categories  would  be  required  to  avoid  some  of  the  unintended  consequences 
of  community  rating  (which  can  be  viewed  as  a  special  case  of  CRAC  in 
which  the  categories  are  very  limited,  e.g.  separate  classes  for  single 
employees  and  families) .    In  particular,  separate  categories  would  be 
needed  for  each  health  service  catchment  area.    Further,  offering  new 
business  on  the  basis  of  such  established  rates  for  each  category  would 
place  a  premium  on  the  validity  of  the  categories  permitted  and  the 
consequent  accuracy  of  the  rating  produced.    Given  the  relatively 
elementary  state  of  understanding  of  the  basic  variables  that  determine 
variation  in  health  care  needs,  a  flexible  system  would  appear  to  be 
advisable. 
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(4)  Ranges  for  Rates  Based  on  Rates  for  Actuarial  Classes 

A  variation  of  the  CRAC  system  would  permit  some  latitude  for  the 
rates  for  individual  groups  to  vary  within  ranges  based  on  a  set  of 
community  rates  for  actuarial  classes.    In  this  type  of  system,  the  rate 
for  any  group  would  have  to  fall  between  that  produced  by  a  set  of 
actuarial  class  rates  and  some  ratio  (e.g.  1.50)  times  that  rate. 
Compared  to  the  actuarial  class  rates,  this  would  allow  some  flexibility 
for  insurers  to  adjust  rates  for  characteristics  of  groups  that  can  not  be 
measured.    Similarly,  it  would  undoubtedly  be  used  to  adjust  for  health 
status  as  well. 

As  in  the  case  of  other  rating  methods,  it  is  essential  that  all 
policies  with  comparable  benefits  offered  to  similar  employment  groups  be 
classified  together  for  purposes  of  determining  the  maximum  rates  that  can 
be  charged.    Otherwise  insurers  may  avoid  the  restrictions  on  rate 
increases  by  offering  a  new  policy  series  with  some  change  in  benefits, 
coinsurance,  etc. ,  or  to  offer  a  product  with  a  different  restricted  panel 
-  and  with  very  attractive  rates  for  new  business.    The  older  policy  forms 
can  then  be  closed  off,  and  the  rates  for  all  tiers  allowed  to  go  up 
according  to  the  overall  cost  of  all  policies  issued  on  that  form.  The 
nominal  rate  for  new  business  will  also  increase  to  levels  at  which  the 
insurer  can  not  sell,  but  it  will  not  matter  since  the  insurer  is  selling 
the  new  policy  form. 

(5)  Require  Insurers  to  Permit  Small  Employers  to  Transfer  to  any 
Rate  Class  Offered  to  Comparable  New  Groups  on  an  Open 
Enrollment  Basis 

A  simple  but  highly  effective  way  to  deal  with  the  problems  of 
limiting  rate  increases  would  be  to  require  that  the  insurer  permit  any 
employer  already  insured  to  convert  without  underwriting  to  any  lower 
premium  rate  policy  offered  to  new  groups  of  comparable  size  and 
composition  without  underwriting.    This  would  assure  that  the  rate 
increases  do  not  include  a  component  based  on  health  status. 

An  insurer  would  be  permitted  to  limit  transfers  to  policies  with 
higher  premium  rates  since  otherwise  an  employer  might  take  out  a 
catastrophic  only  policy  and  then  convert  to  first  dollar  coverage  when 
some  one  in  the  group  became  ill.    Similarly,  an  employer  may  enroll  in  a 
limited  panel  plan  and  then  want  to  switch  to  a  plan  with  fewer 
restrictions  when  same  one  in  the  group  wanted  access  to  other  providers. 
But  if  the  premium  rate  for  the  plan  is  lower,  the  benefits  are  presumably 
less  or  the  restrictions  greater.    A  conversion  in  that  direction  is 
presumably  not  based  on  anti-selection. 

d.  Insurance  Against  Cancellation 

Perhaps  the  most  important  expectation  that  employers  have  when  they 
purchase  a  guaranteed  renewable  group  insurance  policy  is  that  the  renewal 
guarantee  be  what  it  appears.    As  discussed  earlier,  since  "guaranteed 
renewable"  clauses  do  not  actually  guarantee  renewability,  this  is  not  the 
case  with  the  products  currently  on  the  market. 

In  addition,  rate  increase  protection  of  the  kinds  discussed  above 
could  lead  to  a  number  of  forms  becoming  unprofitable,  and  since  rates 
could  no  longer  be  raised  by  enough  to  drive  most  employers  away  and  get 
enough  revenue  from  the  rest,  insurers  would  be  driven  to  cancel  forms  or 
classes  much  more  frequently.    Thus  rate  increase  protection  would  be 
meaningless  without  cancellation  protection.    Effective  cancellation 
protection  would  require  that  insurers  continue  coverage  indefinitely,  or 
at  least  as  long  as  all  current  members  of  a  group  are  employed. 

Cancellation  protection  in  turn  requires  a  new  approach  to  setting 
minimum  capital  and  surplus  for  insurers  offering  health  insurance  to 
small  employers.    For  guarantees  of  indefinitely  continued  coverage  to  be 
bonafide  when  rates  can  not  be  raised  by  more  than  regulated  amounts, 
insurers  would  have  to  be  required  to  maintain  enough  surplus  to  stand 
behind  the  guarantees.    Otherwise  bankruptcies  of  undercapitalized 
insurers  (or  MEWAs)  could  undermine  guarantees  for  continued  coverage. 
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The  real  need  is  to  assure  the  financial  resources  to  regulators  that 
would  be  needed  to  place  business  of  an  insurer  being  liquidated  with 
another  insurer  willing  to  •continue  the  risks.    This  could  be  in  the  form 
of  earmarked  reserves  proportional  to  the  total  premium  volume  of  the 
insurer. 

The  effects  of  both  real  continuation  guarantees  and  capital  or 
reserve  requirements  to  make  them  valid  would  be  to  raise  premiums  for 
small  group  health  insurance  policies.    This  reflects  the  fundamental 
financial  fact  that  the  additional  protection  given  to  small  employers  has 
value,  and  in  a  competitive  market  such  as  that  for  small  group  insurance 
policies,  such  value  will  be  reflected  in  its  price  structure. 

e.  Continuity  of  Coverage  When  Insurer  Changed 

Continuity  of  coverage  would  mean  that  there  could  be  no  exclusion  of 
any  member  of  a  group  when  the  insurer  is  changed,  no  preexisting 
condition  exclusion  clause  for  transferred  coverage,  and  that  coverage 
could  not  be  rescinded  for  misstatements  by  employees  on  application 
forms.    Each  of  these  will  be  examined  in  the  context  of  transferred 
coverage. 

(1)    Restrictions  on  Underwriting  Transferred  Groups 

Under  current  conditions,  insurers  must  have  the  right  to  screen  new 
small  groups  for  existing  health  conditions  to  avoid  anti-selection  by 
groups  seeking  coverage  only  when  some  one  in  the  group  develops  a  health 
condition  that  will  be  expensive  to  treat.    But  if  the  group  is  just 
changing  insurers,  there  is  less  potential  for  antiselection. 

There  may  still  be  attempted  antiselection  by  employers.    Those  that 
have  been  given  large  rate  increases  in  tier  rate  systems  probably  have 
high  cost  members  in  their  groups.    Also  an  employer  may  be  attempting  to 
buy  a  richer  plan  in  order  to  obtain  better  coverage  of  a  known  health 
condition  in  the  group.    For  these  reasons,  insurers  need  to  retain  the 
right  to  screen  groups  seeking  to  transfer  to  higher  benefit  plans. 

But  it  is  feasible  to  prohibit  underwriting  in  some  circumstances. 
One  such  situation  in  which  a  prohibition  of  underwriting  is  clearly 
feasible  is  when  the  employer  wishes  to  enroll  in  another  plan  of  the  same 
insurer  or  an  affiliate  that  offers  a  lower  premium  rate  for  some  plan 
offered  to  similar  employers.    Similarly,  underwriting  could  be  prohibited 
for  groups  seeking  to  transfer  from  one  insurer  to  another  to  a  plan  with 
comparable  (or  lower)  benefits,  higher  cost  sharing  or  more  restricted 
providers.    In  this  case,  however,  the  difference  between  the  levels  of 
the  premium  rates  may  not  reflect  differences  in  the  actuarial  values  of 
the  plans  alone,  but  may  also  reflect  differences  in  the  operating 
efficiency  of  the  insurers  and  the  level  of  discounts  obtained  from 
providers. 

A  more  difficult  problem  is  how  to  prevent  employers  from  excluding  a 
member  of  the  group  in  order  to  obtain  a  lower  cost  health  insurance  plan. 
As  long  as  a  potential  new  insurer  can  underwrite  the  plan,  and  refuse  the 
coverage,  there  is  an  incentive  for  the  employer  to  resubmit  without  the 
employee  in  question.    And  if  this  is  not  permitted,  the  employer  could 
fire  the  employee  in  question. 

f .  Preexisting  Condition  Exclusion  Clauses 

In  order  to  assess  whether  preexisting  condition  exclusion  clauses 
can  be  banned  for  groups  that  change  insurers,  the  legitimate  use  of  these 
clauses  must  be  understood  as  well  as  how  they  may  be  abused.  Their 
primary  functions  are  (i)  to  reduce  the  coverage  offered  by  an  insurer  to 
a  newly  enrolled  person  to  those  health  conditions  that  begin  after  the 
insurance  is  in  force  and  (ii)  to  reduce  the  cost  to  insurers  of  taking 
applications. 

The  first  role  is  to  limit  insurance  coverage  to  events  that  occur 
after  the  issue  of  the  insurance.    This  a  just  an  application  of  perhaps 
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the  most  basic  rule  in  insurance,  that  it  is  not  feasible  to  insure 
burning  houses.    The  normal  one  or  two  year  waiting  periods  for  coverage 
of  preexisting  conditions  are  a  simple  common  sense  application  of  this 
principle,  under  the  presumption  that  episodes  of  care  that  occur  after 
two  years  are  attributable  to  new  illnesses  (and  the  empirical  finding 
that  the  cost  to  insure  such  persons  will  not  distort  the  overall  pricing 
for  a  small  group) .    (It  should  be  noted  that  some  preexisting  condition 
exclusion  clauses  will  not  continue  an  episode  of  care  that  began  before 
the  end  of  the  two  year  period.) 

The  second  role  permits  insurers  to  simplify  taking  applications  in 
group  insurance.    Since  the  cost  to  cover  all  new  individuals  that  join 
employment  groups  has  been  found  to  be  acceptable  with  a  two  year  waiting 
period  for  preexisting  exclusion  clause,  many  insurers  use  it  as  a 
substitute  for  underwriting  new  members  of  small  groups.    Same  insurers 
use  it  as  a  substitute  for  underwriting  altogether. 

A  third  role  sometimes  given  to  preexisting  exclusion  clauses  is  to 
use  them  to  reinforce  the  underwriting  process,  in  case  some  condition 
slips  through.    This  may  be  considered  an  extension  of  the  role  of 
reducing  the  cost  to  issue  policies,  since  a  more  thorough  examination 
might  have  disclosed  the  existence  of  the  condition. 

In  the  case  of  a  change  of  insurers,  the  preexisting  condition 
exclusion  clause  can  be  prohibited  in  the  same  circumstances  in  which 
underwriting  can  be  banned.    The  problems  faced  by  insurers  are  nearly 
identical. 

g.  Restrictions  on  Rescissions 

A  related  consideration  is  the  use  by  insurers  of  contract 
rescissions,  i.e.  cancellations  for  fraudulent  applications.    Again,  the 
reasons  why  rescissions  are  permitted  must  be  considered. 

The  cost  of  taking  applications  for  health  insurance  policies  would 
be  greatly  increased  if  insurers  had  to  examine  each  applicant  through  a 
paramedical  examination  and  verify  the  facts  submitted  in  applications. 
In  addition,  it  would  not  be  possible  to  obtain  all  of  the  relevant  facts. 
For  example,  if  applicants  lie  about  having  seen  a  physician  or  being 
confined  in  a  hospital,  there  is  no  way  an  insurer  can  get  this 
information.    The  cost  of  antiselection  by  persons  giving  fraudulent 
answers  on  applications  could  increase  the  cost  of  health  insurance. 
Under  common  law  principles  that  underlie  insurance  contracts,  if  an 
insurer  finds  out  that  an  applicant  has  made  false  statements  on  an 
application,  and  the  policy  would  not  have  been  issued  had  the  truth  been 
stated,  the  contract  can  be  cancelled. 

Some  insurers,  however,  abuse  the  right  to  rescind  policies  issued  on 
the  basis  of  false  information.    No  attempt  to  verify  information  is  made 
unless  a  large  claim  appears.    Then  the  insurer  may  launch  a  thorough 
investigation  of  all  facts  submitted  on  an  application,  whether  material 
to  the  particular  claim  or  not,  and  perhaps  even  for  nonclaimant  members 
of  the  group.    This  practice  is  known  as  "at  time  of  claim  underwriting" . 
The  effect  on  the  insured  can  be  pernicious.    If  no  claims  appear,  the 
insured  believes  that  they  are  insured  when  they  really  are  not,  since  if 
anything  happened  their  coverage  would  be  just  cancelled.    Also,  although 
one  may  blame  the  insured  for  having  signed  an  incomplete  or  inaccurate 
application,  they  may  have  done  so  at  the  urging  of  an  employer  or  an 
insurance  agent. 

It  follows  from  the  discussion  above  that  there  should  be  no 
possibility  of  rescission  based  on  statements  from  employees  or  their 
dependents  in  the  circumstances  in  which  underwriting  can  be  prohibited, 
but  that  the  protection  of  insurers  against  false  applications  should  be 
preserved  where  underwriting  must  be  permitted. 

h.  New  Members  of  Existing  Groups 

The  next  aspect  of  assuring  that  all  policies  on  the  market  provide 
the  features  expected  by  employers  and  employees  would  be  to  offer 
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guaranteed  issue  to  new  group  members.    The  degree  of  difficulty  and 
expense  to  require  this  feature  varies  by  the  type  of  new  member. 

(1)  Newborns  and  New  Spouses 

There  should  be  no  technical  barriers  to  requiring  full  coverage  at 
standard  rates  for  newborns  enrolled  when  the  pregnancies  are  discovered 
(and  before  any  tests  of  the  health  of  the  fetus) .    Similarly  it  is 
feasible  to  require  coverage  of  new  spouses,  at  least  after  a  reasonable 
waiting  period,  since  health  status  is  not  normally  a  factor  in 
determining  marital  decisions.    If  there  is  any  bias  it  would  appear  to  be 
toward  indicating  good  health.    But  in  view  of  the  possibility  of 
cohabitating  couples  to  marry  to  obtain  insurance  coverage  for  a  known 
illness,  a  waiting  period  and  preexisting  condition  exclusion  may  be 
appropriate,  which  could  begin  prior  to  marriage. 

(2)  Dependents  that  Have  Lost  Employer  Coverage 

A  more  difficult  problem  is  presented  by  spouses  or  dependents  who 
lose  health  coverage  when  employment  is  terminated.    Such  terminations 
could  be  associated  with  poor  health  or  pregnancies.    In  many  other  cases, 
however,  there  is  no  such  association.    The  problem  of  loss  of  coverage 
with  terminated  employment  could  also  be  solved  through  requirements  for 
employers  to  offer  conversion  privileges  when  employees  leave.    But  in  the 
absence  of  a  general  policy  toward  conversions  the  appearance  of  such 
dependents  presents  a  problem  for  employers. 

It  is  feasible  to  require  insurers  of  small  groups  to  pick  up  those 
who  were  previously  insured  through  an  employer  at  the  appropriate  rates 
for  their  characteristics  (especially  if  rates  are  based  on  CRAC) .  There 
may  be  some  antiselection,  but  not  so  much  that  it  could  not  be  absorbed 
within  the  rates  charged  to  small  employers.    In  a  CRAC  system,  separate 
rate  categories  could  be  permitted  for  such  dependents,  which  would 
recapture  some  of  the  additional  cost  from  those  groups  picking  up  the 
dependents  in  question.    The  cost  would  be  less  with  a  preexisting 
condition  exclusion  clause,  and  this  would  be  a  reasonable  provision  in 
view  of  the  opportunity  of  the  ex-employee  to  continue  coverage  with  the 
previous  employer  under  the  COBRA  extension. 

(3)  Other  Dependents 

Dependents  that  have  not  just  lost  other  coverage  present  a  category 
for  which  there  is  no  persuasive  rationale  that  insurers  should  be  forced 
to  cover  them.    Employers  have  discharged  their  responsibility  by  having 
offered  coverage  when  they  first  became  eligible.    Further,  the 
opportunities  for  antiselection  are  unlimited.    For  example,  a  dependent 
spouse  or  child  may  be  picked  up  in  anticipation  of  a  very  large 
predictable  expense,  such  as  a  transplant  operation. 

A  feasible  exception  would  be  to  require  insurers  to  pick  up 
dependents  that  had  been  previously  insured  for  comparable  coverage, 
defined  broadly.    This  might  cover  a  few  cases,  and  hence  would  not  add 
much  to  the  overall  cost  of  insurance. 

(4)  New  Employees  and  Their  Dependents 

A  much  more  difficult  problem  is  presented  by  new  employees.  From 
the  perspective  of  an  employer,  coverage  under  the  plan  should  be 
something  that  can  be  made  as  part  of  an  employment  offer.  Employers 
count  on  paying  the  scheduled  rate  for  new  employees.    Further,  physical 
examinations  or  making  employment  offers  contingent  on  acceptance  by  the 
health  insurer  may  be  judged  discriminatory. 

But  from  the  perspective  of  insurers,  a  policy  of  covering  any  new 
employee  at  standard  rates  can  be  abused.    Insurers  have  found  many 
examples  of  friends  or  relatives  of  the  owners  of  small  firms  being  hired 
to  obtain  coverage  for  known  illnesses,  or  similar  abuses.   There  is  the 
related  problem  of  determining  when  a  proposed  new  member  is  really  a 
bona-fide  employee. 


327 


Coverage  can  be  extended  to  some  new  employees  without  incurring 
significant  antiselection  costs.    Coverage  could  be  required  for  those  new 
employees  who  either  (i)  previously  had  employment  based  coverage  or  (ii) 
are  entering  the  work  force  at  a  young  age  should  not  present  a  major 
problem.    As  in  the  case  of  previously  employed  spouses,  a  better  solution 
would  be  to  require  the  previous  insurer  to  continue  coverage  under 
conversion  policies  for  anyone  that  did  not  pass  an  underwriting  screen. 
It  would  also  be  reasonable  to  cover  such  employees  only  with  a 
preexisting  condition  exclusion  clause,  since  the  COBRA  extension  is 
available. 

An  additional  exception  could  be  made  for  all  who  previously  had 
comparable  individual  insurance  coverage.    But  since  the  employee  could 
continue  to  pay  for  the  individual  coverage,  a  preexisting  condition 
exclusion  clause  would  be  reasonable. 

i.    Making  Insurance  Available  to  Uninsured  Employment  Groups 

There  are  two  separate  types  of  employment  groups  with  which  we  may 
be  concerned.    The  first  is  types  of  employment  groups  that  insurers 
regularly  accept,  but  which  may  include  uninsurable  individuals.  The 
other  are  groups  of  types  that  make  it  difficult  to  determine  who  is 
included.    With  still  others  it  is  the  nature  of  the  employment,  either  a 
high  rate  of  turnover  or  that  it  tends  to  attract  more  persons  who  are 
expensive  to  insure.    The  problem  in  all  these  cases  is  the  opportunities 
for  antiselection  by  employers  and  employees. 

In  all  cases  a  crucial  question  is  whether  there  is  a  state  (or 
federal)  pool  for  uninsurable  individuals.    If  so,  solutions  can  be  found 
easily  to  the  problems  of  guaranteeing  coverage,  based  on  placing  the 
uninsurable  individuals  in  the  pools,  or  perhaps  the  entire  groups  in 
these  pools. 

Another  general  solution  is  to  offer  a  residual  pool  for  uninsurable 
groups,  at  rates  that  are  lower  than  those  for  any  pool  for  individuals  by 
enough  to  reflect  lower  administrative  expenses  in  dealing  with  groups. 
Such  a  pool  can  be  offered  as  either  a  primary  insurer  or  a  reinsurer.  If 
as  a  reinsurer,  it  can  be  structured  in  several  different  ways. 

At  least  in  the  absence  of  mandatory  coverage,  attempts  to  solve  the 
availability  issues  for  small  groups  without  subsidized  residual  pools, 
e.g.  through  some  form  of  community  rating,  are  bound  to  fail.    The  result 
of  such  attempts  would  be  to  drive  many  small  groups  to  self  insure, 
insure  themselves  as  individuals  or  other  subterfuges  to  avoid  subsidizing 
antiselection  by  those  small  groups  that  would  take  advantage  of  the 
system. 

(1)    Policies  Based  on  Subsidized  Residual  Pools  for  Individuals 

(i)    Groups  with  Uninsurable  Individuals 

If  there  is  a  residual  pool  for  uninsurable  individuals  available  in 
the  state,  there  is  no  particular  problem  with  uninsurable  individuals  in 
groups.  Those  that  an  insurer  will  not  accept  can  be  insured  through  the 
residual  pool. 

The  insurance  could  be  direct  or  indirect.    The  impact  on  employees 
of  being  uninsurable  could  be  reduced  if  arrangements  exist  for  the 
residual  pool  to  reinsure  the  insurer  of  the  group  for  those  individuals 
that  are  found  to  be  uninsurable.    There  would  then  be  no  subtle 
differences  between  the  coverage  of  different  employees  and  no  potential 
for  there  to  be  a  stigma  attached  to  not  being  insurable  (a  potential 
privacy  issue) .    This  could  be  provided  on  a  full  or  partial  cession 
basis.    For  example,  to  provide  an  incentive  to  the  insurer  to  manage  care 
and  limit  claims  to  legitimate  ones,  insurers  could  be  required  to  keep 
some  percentage  of  the  risk,  e.g.  20%,  perhaps  with  a  maximum  per  year  of 
$5,000  or  $10,000. 
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(ii)    Uninsurable  Groups 

One  way  to  handle  uninsurable  groups  would  be  to  leave  them  to  the 
residual  pool  for  uninsurable  individuals.    That  pool  could  make 
allowances  for  any  administrative  efficiencies  in  dealing  with  groups 
rather  than  individuals.    There  would  appear  to  be  no  particular 
advantages  to  having  insurers  reinsure  such  groups  with  the  residual  pool 
rather  than  direct  insurance. 

(2)    Special  Pools  for  Uninsurable  Small  Groups 

Another  approach  is  to  set  up  special  pools  for  uninsurable  small 
groups.    This  can  be  done  either  directly  or  through  subsidized 
reinsurance  for  insurers.    The  reinsurance  can  be  offered  on  either  a 
fixed  rate  basis  or  on  a  "follow  the  fortunes"  pattern. 

Special  pools  for  uninsurable  small  groups  could  be  set  up  whether  or 
not  there  is  a  residual  pool  for  uninsurable  individuals  in  the  state. 
If  there  is,  the  relative  terms  on  which  coverage  is  offered  would  have  to 
be  taken  into  account  in  determining  the  parameters  of  the  residual  pool 
for  small  groups. 

(i)  Direct  Insurance  From  a  Small  Group  Pool 

A  small  group  residual  insurance  pool  would  operate  in  a  fashion 
similar  to  residual  pools  for  uninsurable  individuals.    Insurance  would  be 
offered  for  one  or  more  standard  plans  at  rates  that  are  enough  higher 
than  the  going  rates  for  health  insurance  that  only  those  small  groups 
that  are  unable  to  purchase  insurance  from  an  insurer  are  likely  to  apply. 
Losses  from  the  operation  of  the  pool  must  be  subsidized  by  the  state  (or 
by  Federal  Government) . 

Currently,  some  states  offer  subsidized  pools  for  individual 
insurance  (which  could  be  used  by  the  employees  of  small  employers)  and 
finance  the  subsidies  (or  deficits)  through  assessments  on  insurers  in 
proportion  to  their  individual  health  insurance  premium  volume.  The 
assessments  are  equivalent  to  special  earmarked  premium  taxes.  Since 
there  is  no  particular  reason  why  those  who  purchase  individual  health 
insurance  should  bear  the  exclusive  responsibility  for  the  higher  cost  of 
insurance  for  the  uninsurable,  a  more  broadly  based  tax  would  be  more 
equitable,  and  should  include  groups,  HMOs  and  self  insured  plans. 

(ii)  Subsidized  Reinsurance  at  Fixed  Rates 

In  a  reinsurance  system,  insurers  would  offer  reinsured  coverage  to 
small  groups  for  which  they  were  unwilling  to  accept  the  risk.  Premiums 
would  be  based  on  a  multiple  of  the  average  rates  as  the  case  with  a 
direct  residual  pool  (i.e.  not  related  to  the  premium  structure  of  the 
insurer) .    At  the  end  of  each  accounting  period,  however,  the  sum  of 
premiums  collected,  less  an  allowance  for  collection  expenses,  and  less 
the  sum  of  claims  paid  and  an  allowance  for  the  cost  to  pay  claims,  would 
be  paid  to  the  reinsurance  pool.    If  the  sum  is  negative,  the  reinsurer 
will  compensate  the  insurer. 

Subsidized  reinsurance  would  have  the  same  financial  flows  as  direct 
insurance  through  a  small  group  residual  pool.    The  only  differences  would 
be  the  result  of  differences  in  administration  between  the  insurer  and  the 
operator  of  an  independent  reinsurance  pool.    Since  the  operator  is 
usually  one  of  the  large  insurers,  for  many  of  the  groups  there  would  be 
no  difference. 

An  option  would  be  for  the  insurers  to  cede  only  part  of  the 
experience  on  groups  they  choose  to  reinsure.    The  portions  retained  could 
be  expressed  as  either  percentages  or  percentages  up  to  per  capita  maximum 
dollar  amounts.    Retaining  some  portion  of  the  risk  would  provide  an 
incentive  to  handle  all  administrative  functions  efficiently,  but  would 
also  provide  an  incentive  to  avoid  taking  applications  from  groups  that 
they  are  unlikely  to  want  to  insure.    This  could  lead  to  the  need  for  a 
channel  for  direct  writing  by  the  reinsurance  pool  to  assure  access  to  all 
groups. 
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(iii)  Follow  the  Fortunes  Reinsurance 

Under  a  "follow  the  fortunes  reinsurance"  mode,  reinsurers  accept  all 
or  part  of  the  position  of  an  individual  insurer  with  respect  to  those 
groups  reinsured.    The  rates  charged  to  the  groups  involved  could  be  the 
maximum  that  the  insurer  is  permitted  to  charge  under  a  community  rating 
by  actuarial  class  system.    The  groups  reinsured  would  be  those  that  the 
insurer  was  unwilling  to  accept  at  that  rate.    Decisions  to  elect 
reinsurance  would  be  made  at  the  time  of  original  issue.    Once  reinsured, 
the  operation  would  be  similar  to  that  for  fixed  rate  reinsurance.  The 
insurer  would  settle  with  reinsurer  concerning  the  net  of  premium  income 
over  claims  and  administrative  allowances.    The  proportion  reinsured  could 
be  less  than  100%  if  found  desirable  to  promote  efficiency. 

(iv)  Advantages  of  Different  Approaches 

All  of  these  approaches,  if  monitored  carefully,  would  produce 
effective  results.    The  "follow  the  fortunes"  approach,  however,  has  the 
disadvantage  of  providing  a  competitive  edge  to  those  insurers  that  have 
the  strictest  underwriting  standards,  and  hence  will  lead  to  such  insurers 
having  larger  market  shares  than  under  either  of  the  other  approaches. 
The  result  would  be  a  somewhat  higher  proportion  of  the  total  market  being 
reinsured,  and  hence  there  would  be  a  need  for  a  larger  subsidy.  The 
direct  insurance  approach  is  the  easiest  to  monitor.    Either  of  the 
reinsurance  approaches  would  give  rise  to  the  need  to  audit  each 
participating  insurer's  operations. 

But  all  of  the  reinsurance  approaches  are  financially  viable  only 
with  an  adequate  source  of  subsidy  from  tax  revenues  or  a  broad  based 
assessment  of  all  types  of  insurance  (including  HMOs,  self  insurance, 
etc.) 

j .    Elimination  of  the  New  Rate  Class  Approach  to  Rating 

Most  of  the  problems  with  small  group  rate  setting  methods  stem  from 
some  variant  of  what  may  be  referred  to  as  the  "new  rate  class"  approach 
to  setting  rates  for  small  group  health  insurance  policies.    In  the  new 
rate  class  approach,  a  new  class  of  insurance  policies  is  offered  to  all 
newly  underwritten  groups.    As  a  result  of  underwriting  and  the 
preexisting  exclusion  clause,  the  average  cost  of  new  groups  is  below 
average,  allowing  the  insurer  to  charge  low  rates,  which  attract  new 
business  from  unsophisticated  small  businessmen.    Diverting  all  new  issues 
to  a  new  class  makes  those  already  insured  a  closed  group.    The  average 
cost  for  those  already  insured  will  increase  at  rates  that  reflect  a 
deterioration  in  the  average  health  status  as  the  effects  of  underwriting 
wear  off  and  the  preexisting  exclusion  clause  expires.    The  rates  for  the 
closed  class  will  rise  relative  to  that  for  new  issues.    As  a  rate 
differential  appears,  employers  that  can  pass  through  an  underwriting 
screen  will  leave  the  insurer  (perhaps  to  the  new  class  offered  by  the 
same  insurer) ,  raising  the  average  cost  for  those  remaining,  thus 
justifying  still  higher  rates.     (Some  insurance  technicians  refer  to  these 
practices  as  "reentry  underwriting".) 

This  approach  is  regularly  used  by  insurers  to  offer  lower  rates  to 
new  groups  than  to  those  already  insured  under  individual  and  small  group 
contracts.    The  objective  of  new  rate  class  techniques  is  to  charge  select 
and  ultimate  rates  to  new  and  renewing  groups,  with  the  additional  twist 
that  any  groups  renewing  after  a  few  years  are  regarded  as  pariahs  that 
must  have  some  very  unhealthy  persons  if  they  are  willing  to  renew  at 
rates  set  to  minimize  losses  in  a  rapidly  deteriorating  class  of  business. 

The  regulatory  solution  to  this  problem  is  to  require  insurers  to 
permit  any  groups  already  insured  to  enroll  in  any  new  plan  offered  at  a 
lower  rate  on  an  open  enrollment  basis.    This  requirement  is  fully  fair  to 
the  insurer  since  a  lower  rate  presumably  means  either  a  less  generous 
plan,  more  restricted  providers  or  some  significant  other  disadvantage. 
This  requirement  effectively  removes  any  incentive  to  an  insurer  to  try  to 
create  new  classes  as  a  way  of  charging  separate  rates  to  new  and  old 
business,  and  precludes  durational  rating. 
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Seme  limitations  are  needed  to  protect  insurers  against  antiselection 
from  groups  that  are  already  insured  that  may  use  an  offer  of  a  new  class 
to  upgrade  coverage  to  help  pay  for  known  illnesses.    The  appropriate 
restriction  would  be  to  permit  any  groups  already  insured  to  enroll  in  any 
new  product  offered  that  had  comparable  or  greater  cost  sharing,  or 
similarly  equivalent  or  lower  benefits  for  acute  or  chronic  illnesses. 
(If  an  insurer  added  a  benefit  that  does  not  appeal  more  to  those  in  poor 
health  status,  such  as  dental  or  vision  benefits,  it  would  not  be 
considered  to  offer  improved  benefits. )    Similar  restrictions  could  be 
applied  if  the  new  class  is  based  on  a  new  managed  care  option  or 
restricted  physician  network. 

k.    Definition  of  Classes  of  Business 

Some  in  the  insurance  business  contend  that  there  are  different 
classes  of  business  that  have  inherently  different  experience.  Examples 
given  are  when  one  insurer  purchases  a  block  of  business  from  another  or 
when  a  different  marketing  approach  is  followed.    Such  differences  may 
well  comprise  valid  dimensions  for  a  community  rate  by  actuarial  class 
rating  system.    But  very  careful  attention  must  be  given  to  making  sure 
that  different  classes  of  business  are  not  a  subterfuge  for  creating  new 
rate  classes. 


4.     Additional  Solutions  That  Would  be  Feasible  if  Coverage  were  Mandated 

In  this  section,  I  will  briefly  describe  seme  of  the  measures  which 
are  not  feasible  in  a  voluntary  system  but  may  be  feasible  if  health 
insurance  is  compulsory  for  small  employers,  along  with  a  discussion  of 
same  of  the  technical  problems  that  may  be  encountered.  Specific 
recommendations,  however,  can  only  be  formulated  in  the  context  of  a 
comprehensive,  detailed  proposal. 

a.  Mandating  Coverage  for  Ml  Small  Employers  Would  Reduce  Biased 
Selection 

If  health  insurance  coverage  of  employees  were  mandatory  for  all  or 
most  small  employers,  the  collective  threat  to  insurers  from  anti- 
selection  would  be  greatly  reduced.    Consequently  other  measures  to 
protect  employers  against  rate  increases  and  to  make  coverage  available  to 
currently  uninsurable  groups  would  become  feasible.    But  depending  on  the 
details  of  precisely  what  constitutes  a  small  employment  group  for  this 
purpose  and  what  coverage  must  be  offered  and  under  what  conditions,  there 
are  still  many  technical  problems  that  may  be  encountered  with  these 
measures. 

In  particular,  the  design  of  any  proposal  must  take  into  account  the 
continued  potential  for  biased  selection  to  affect  the  financial 
experience  of  individual  insurers  participating  in  the  system,  and  how 
such  pressures  will  affect  the  coverage  offered  and  rates  charged. 
Competitive  pressures  to  insure  less  expensive  groups  can  have  important 
implications  for  the  nature  of  the  health  insurance  offered.    For  example, 
a  system  which  rewards  those  insurers  that  obtain  healthy  groups  may  lead 
to  an  emphasis  on  benefits  that  appeal  to  the  healthy  rather  than  the  ill. 
Similarly,  a  system  in  which  employers  may  satisfy  their  obligations  to 
offer  coverage  through  offering  limited  panel  plans  may  lead  to  insurers 
competing  to  offer  plans  that  have  the  least  attractive  providers  to 
discourage  utilization. 

b.  Restrictions  on  Underwriting  New  Groups  and  Group  Members 

Under  current  conditions,  insurers  must  screen  new  small  groups  for 
existing  health  conditions  to  avoid  anti-selection  by  groups  seeking 
coverage  only  when  some  one  in  the  group  develops  a  health  condition  that 
will  be  expensive  to  treat.    But  if  coverage  is  mandatory,  all  groups  must 
already  be  covered  and  there  will  be  no  groups  seeking  coverage  for  this 
reason. 
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Similarly,  most  new  employees  and  dependents  losing  coverage  would  be 
leaving  another  employment  group,  or  entering  the  work  force  for  the  first 
time.    It  would  be  feasible  to  prohibit  screening  of  such  new  members  that 
were  previously  employed  or  were  covered  as  dependents  under  another 
employment  group,  provided  that  all  insurers  (and  MEWAs)  faced  the  same 
restrictions.    If  coverage  is  mandatory,  all  groups  will  have  been 
previously  insured  and  thus  underwriting  could  be  eliminated  for  most 
existing  groups  that  wished  to  change  carriers. 

Mandatory  coverage  would  not  solve  all  the  problems  caused  by  biased 
selection.    For  example,  there  may  still  be  a  problem  with  employers 
enrolling  only  for  minimal  catastrophic  benefits,  or  for  a  highly 
restricted  limited  panel  of  providers  to  obtain  lower  costs,  and  then 
wanting  to  transfer  to  a  plan  with  full  coverage  when  some  one  in  their 
group  becomes  ill.    There  may  also  be  problems  relating  to  which  small 
groups  are  really  employment  groups.    For  example,  several  self  employed 
individuals  can  form  a  partnership  for  the  purpose  of  obtaining  health 
insurance.    Further,  they  may  wait  until  same  one  really  needs  the 
protection  before  applying.    Similarly,  if  there  is  a  minimum  size  for 
participation,  some  groups  may  find  a  new  employee  for  the  purposes  of 
obtaining  coverage  when  they  need  it. 

Similar  problems  are  posed  by  new  employees  or  dependents  not 
previously  covered,  especially  if  they  were  not  previously  covered  by  an 
employer  plan.    The  rules  can  be  different  for  those  who  were  previously 
covered  by  insurance,  but  care  must  be  taken  in  defining  who  is  eligible 
and  the  circumstances  under  which  they  would  be  accepted  without 
screening. 

Provisions  restricting  screening  of  new  groups  or  new  members  of 
existing  groups  must  be  designed  to  take  into  consideration  the  specific 
provisions  of  the  mandated  coverage,  including  how  premium  rates  are  set 
for  different  groups  and  the  conditions  under  which  any  open  enrollments 
are  held. 

c.  Preexisting  Exclusion  Clauses 

In  the  context  of  a  mandated  system,  the  use  of  preexisting  condition 
exclusion  clauses  may  be  restricted.    As  noted  earlier,  it  is  feasible  to 
require  insurers  to  waive  the  preexisting  condition  exclusion  clause  for 
employment  groups  that  have  already  been  insured.    Similarly,  it  can  be 
waived  for  any  new  members  of  such  groups  that  have  previously  been 
insured.    Mandating  coverage  will  thus  make  it  feasible  to  waive  the 
preexisting  exclusion  clause  for  groups  that  change  insurers  and  new 
members  who  were  previously  employed  under  most  circumstances. 

d.  Restrictions  on  Rescissions 

A  related  consideration  is  the  use  by  insurers  of  contract 
rescissions,  i.e.  cancellations  for  fraudulent  applications.  The 
possibility  of  rescissions  can  be  virtually  eliminated  in  the  context  of  a 
mandatory  system.    But  before  reaching  this  judgment,  the  full  context  of 
a  proposal  to  mandate  coverage  must  be  considered  in  view  of  the  reasons 
in  which  rescissions  may  be  a  valid  defense  by  insurers. 

e.  Open  Enrollments 

Within  the  context  of  mandatory  coverage,  it  may  be  feasible  to 
require  open  enrollments  that  permit  previously  uninsured  small  employers 
to  elect  among  competing  authorized  plans  and  to  permit  small  employers  to 
change  plans  in  subsequent  open  enrollments.    Open  enrollments  have  the 
attractive  feature  of  not  requiring  an  external  source  of  subsidy  to 
support  pools  for  uninsurable  employment  groups.    The  subsidy  is  obtained 
by  in  effect  taxing  all  the  insurable  groups  by  the  higher  premiums  that 
must  be  charged  to  cover  the  cost  of  including  the  uninsurable  groups  in 
the  same  rate  classes. 

There  are  many  potential  pitfalls,  however,  in  the  design  of  open 
enrollment  programs  that  may  lead  to  unintended  consequences.    I  will  not 
try  to  cover  them  here.    But  same  may  lead  to  a  highly  unfair  distribution 
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of  the  cost  of  insurance,  lock  employers  into  whatever  insurance  policy 
they  hold  at  the  beginning  of  the  program  and  even  present  a  major 
economic  burden  to  new  small  business.    Inadvertent  opportunities  may  be 
created  for  biased  selection  to  produce  unintended  incentives  for  the 
types  of  coverage  offered  and  the  rewards  given  to  insurers,  employers  and 
their  employees. 

Again,  care  must  be  taken  to  design  any  open  enrollment  requirements 
to  be  sure  that  they  take  into  consideration  all  components  of  a 
comprehensive  plan  for  mandatory  coverage.    This  is  especially  the  case  if 
a  wide  variation  in  the  scope  or  level  of  benefits,  cost  sharing  or 
eligible  providers  are  permitted.    In  addition  it  is  important  to  consider 
the  effect  of  any  provisions  to  grandfather  current  insurer  employer 
relationships . 

f .  Community  Rates 

''Community  rates"  are  really  a  subset  of  what  has  been  described 
earlier  as  community  rates  by  actuarial  class  in  which  the  classes  are 
very  limited,  e.g.  only  separate  rates  for  single  employees  and 
dependents.    Such  a  simple  rating  system  has  been  frequently  advocated  as 
a  means  of  leveling  the  cost  of  health  insurance  across  expensive  and 
inexpensive  groups.    Such  a  rating  system,  however,  is  not  feasible  in  the 
context  of  a  voluntary  competitive  system  of  health  insurance  for  small 
employment  groups,  unless  there  is  a  source  of  subsidy  to  pay  the  losses 
that  an  insurer  offering  such  a  system  will  have.    Further,  mandating 
ccfmmunity  rating  for  all  insurers  in  a  voluntary  system  could  produce  a 
number  of  unintended  effects,  such  as  driving  most  healthy  groups  to  self 
insure  up  to  relatively  high  stop  loss  limits. 

There  is  also  the  question  of  the  definition  of  the  "ccanmunity"  over 
which  community  rates  will  be  charged.    For  example,  if  the  community  is 
defined  very  broadly  to  cover  a  large  and  diverse  geographic  region, 
insurers  that  specialize  in  only  a  part  of  such  an  area  where  health  care 
costs  are  lower  will  have  a  competitive  advantage.    Such  specialization 
can  be  accomplished  through  the  selection  of  limited  provider  panels  in 
HMOs  or  PPOs,  sales  methods,  service  offices  and  other  means  than  limiting 
the  area  in  which  offered. 

As  in  the  case  with  the  other  measures  described  above,  requirements 
for  community  rating  must  be  examined  in  the  full  context  of  a 
comprehensive  proposal  before  recommendations  can  be  made. 

g.  Transition  Problems 

In  considering  any  proposal  to  mandate  coverage  of  employers,  it  is 
vital  to  consider  the  transition  rules  from  current  practices  to  the 
operation  of  the  new  program.    Transition  rules  can  have  a  fundamental 
impact  on  the  nature  of  the  coverage  available  and  the  rates  paid  by 
existing  and  new  small  employers.    For  example,  a  grandfather  provision 
that  permits  small  employers  to  maintain  existing  policies  rather  than 
join  a  new  ccmraunity  rated  system  of  coverage  to  be  offered  on  an  open 
enrollment  basis  may  have  the  unintended  effects  of  locking  existing  small 
employers  into  existing  policies  indefinitely  and  forcing  new  small 
employers  to  pay  very  high  rates.    A  valid  analysis  of  transition  rules 
can  only  be  made  in  the  context  of  a  fully  specified  proposal. 
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Mr.  Stark.  That  is  quite  interesting.  Thank  you  very  much. 
Dr.  Gold. 

STATEMENT  OF  STEVEN  D.  GOLD,  DIRECTOR,  CENTER  FOR  THE 
STUDY  OF  THE  STATES,  NELSON  A.  ROCKEFELLER  INSTITUTE 
OF  GOVERNMENT,  STATE  UNIVERSITY  OF  NEW  YORK,  ALBANY, 
N.Y. 

Mr.  Gold.  Mr.  Chairman,  thank  you  for  inviting  me. 

I  have  been  asked  to  discuss  the  following  question:  Barring  a 
change  in  Federal  policy,  how  much  progress  can  be  expected  from 
State  government  efforts  to  improve  the  access  to  health  care  for 
the  millions  of  people  who  do  not  have  private  insurance  or  eligibil- 
ity for  a  Government  health  program? 

I  do  not  appear  as  a  specialist  in  health  programs,  but,  rather,  as 
a  generalist,  with  broad  knowledge  of  State  financial  trends  and 
fiscal  policy.  Thus,  I  will  not  discuss  the  details  of  the  myriad  of 
plans  developed  to  address  this  problem,  but  I  can  place  those  ef- 
forts into  the  larger  context  of  State  budget  and  tax  policy. 

My  basic  message  is  two-fold:  First,  State  officials  are  very  con- 
cerned about  this  problem  and  have  responded  with  a  broad  range 
of  innovative  programs.  Such  efforts  will  continue  and  will  increase 
in  the  1990s.  Nevertheless,  the  strong  pressures  to  increase  State 
spending  for  other  programs,  taxpayer  resistance  to  tax  increases, 
and  intergovernmental  competition  make  it  unrealistic  to  expect 
the  States  to  solve  this  problem  by  themselves.  This  is  an  area 
where  Federal  leadership  is  needed. 

States  are  not  indifferent  to  the  needs  of  the  medically  unin- 
sured. Every  year,  most  States  consider  initiatives  to  confront  this 
problem,  and  many  States  have  launched  pilot  projects  in  this 
area. 

It  is  important  to  emphasize  that  most  of  those  programs  are 
fairly  small.  Some  of  the  most  ambitious  ones  have  not  yet  gone 
into  operation,  and  some  of  them  may  never  be  implemented,  be- 
cause of  State  fiscal  difficulties. 

This  year,  for  example,  innovative  programs  in  California,  Maine 
and  Massachusetts  are  likely  to  be  postponed  or  canceled  altogeth- 
er. Thus,  one  should  not  get  the  impression  that  State  efforts  are 
anywhere  close  to  solving  this  problem. 

States  are  likely  to  experience  fiscal  stress  throughout  the  1990s. 
Their  current  well-publicized  fiscal  problems  are  not  just  a  one-shot 
phenomenon.  This  stressed  condition  of  their  budgets  will  tend  to 
inhibit  the  initiation  of  expensive  new  programs  of  any  kind.  This 
does  not  mean  that  the  States  will  not  expand  efforts  to  provide 
health  care  for  the  uninsured,  but  it  will  tend  to  limit  the  scale  of 
those  efforts. 

Many  States  have  structural  deficits.  That  is,  their  spending 
needed  to  maintain  current  services  is  greater  than  the  revenue 
produced  by  their  existing  tax  system.  I  predict  that  many  States 
will  be  increasing  their  tax  rates  and  broadening  their  tax  bases  in 
the  1990s.  In  fact,  State  and  local  taxes  will  be  consuming  a  bigger 
percentage  of  personal  income  than  ever  before,  and  this  is  likely 
to  produce  a  backlash  from  the  taxpayers.  Nevertheless,  I  think 
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most  of  those  tax  increases  will  stick,  but  the  backlash  will  inhibit 
tax  increases. 

Even  if  my  prediction  of  a  rising  tax  burden  is  correct,  it  does 
not  imply  that  a  great  deal  of  money  will  be  available  to  fund  ex- 
pensive new  programs  for  the  medically  uninsured,  because  there 
is  very  stiff  competition  for  funds  from  several  sources. 

Medicaid  is  increasing  this  year  at  a  25-percent  annual  rate,  ac- 
cording to  OMB.  Also,  corrections,  elementary  and  secondary  edu- 
cation, aid  to  cities  and  programs  for  children  are  going  to  provide 
strong  competition  for  any  other  programs. 

A  final  consideration  is  competition  among  the  States.  One  State 
attempting  to  increase  access  to  health  care  might  harm  the  com- 
petitiveness of  its  businesses  by  imposing  costs  that  they  could 
avoid  by  operating  in  another  State. 

So,  the  States  cannot  solve  this  problem  by  themselves.  Strong 
Federal  involvement  is  essential.  Pushing  the  cost  down  to  the 
State  level  merely  substitutes  State  taxes  for  Federal  taxes,  which 
is  inherently  inequitable,  because  of  differences  in  State  fiscal  ca- 
pacities. The  Federal  Government  should  finance  most  of  the  cost 
of  health  care  for  the  uninsured,  and  should  set  national  standards 
to  assure  that  States  with  generous  programs  do  not  suffer  com- 
petitively. 

The  Federal  Government  can  also  help  greatly,  without  spending 
a  cent,  by  relaxing  the  ERISA  standards  that  foreclose  many  op- 
tions that  States  would  like  to  pursue. 

Finally,  the  Federal  Government  should  avoid  future  actions 
that  undermine  the  financial  capacity  of  the  States,  by  reducing 
the  real  value  of  aid,  by  imposing  mandates  that  raise  State  costs, 
and  by  adopting  tax  policies  that  make  it  difficult  for  States  to 
raise  their  own  taxes. 

Thank  you. 

[The  prepared  statement  follows:] 
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THE  OUTLOOK  FOR  STATE  GOVERNMENT  EFFORTS  TO  IMPROVE  ACCESS 
TO  HEALTH  CARE  FOR  THE  MEDICALLY  UNINSURED  IN  THE  1990S 

Steven  D.  Gold,  Director 
Center  for  the  Study  of  the  States 
Nelson  A.  Rockefeller  Institute  of  Government 
State  University  of  New  York 
Albany,  New  York 

Ways  and  Means  Committee 
U.  S.  House  of  Representatives 
April  17,  1991 

I  have  been  asked  to  discuss  the  following  question: 
Barring  a  change  in  federal  policy,  how  much  progress  can  be 
expected  as  a  result  of  state  government  efforts  to  attack 
the  problem  of  the  uninsured — the  large  number  of  persons 
(variously  estimated  at  31  million,   34  million,  or  37 
million)  who  do  not  have  private  health  insurance  or 
eligibility  for  a  government  health  program? 

I  do  not  appear  as  a  specialist  in  health  programs  but 
rather  as  a  generalist  with  broad  knowledge  of  state 
financial  trends  and  fiscal  policy.     Thus,   I  cannot  discuss 
the  specific  details  of  the  plethora  of  state  programs 
developed  in  response  to  this  problem,  but  I  can  place  those 
efforts  in  the  larger  context  of  state  budget  and  tax 
policy. 

My  basic  message  is  two-fold. 

o    State  officials  are  very  concerned  about  this 

problem  and  have  responded  to  it  with  a  broad  range 
of  innovative  programs.  Such  efforts  will  continue 
and  will  increase  in  the  1990s. 

o    Nevertheless,  because  of  the  strong  pressures  to 

increase  state  spending  for  other  programs,  taxpayer 
resistance  to  tax  increases,  and  intergovernmental 
competition,   it  is  unrealistic  to  expect  the  states 
to  solve  this  problem  by  themselves.     This  is  an 
area  where  federal  leadership  is  needed. 

State  Efforts 

It  would  be  a  serious  mistake  to  believe  that  states 
are  indifferent  to  the  needs  of  the  medically  uninsured. 
One  sign  of  the  concern  of  the  states  is  their  willingness 
to  expand  Medicaid  coverage  beyond  the  minimum  required  by 
the  federal  government.     For  example,  at  the  end  of  1989, 
half  of  the  states  had  expanded  eligibility  to  13  3  percent 
of  poverty,  well  ahead  of  the  April  1990  target  set  by 
federal  law,  and  15  were  taking  advantage  of  the  185  percent 
option. 1 

Every  year  the  majority  of  states  consider  initiatives 
to  confront  at  least  a  part  of  this  problem,  and  many  states 
have  launched  pilot  projects  and  larger  efforts  in  this 
area.     For  example,  a  recent  report  by  Linda  Demkovich  of 
the  Intergovernmental  Health  Policy  Project  lists  43  states 
where  noteworthy  programs  have  been  set  up.  Approaches 
include  risk  pools  for  uninsurables,  programs  funded  by 
earmarked  taxes  (on  hospitals,  or  on  companies  not  providing 
health  insurance,  or  on  products  like  cigarettes) ,  employer 
mandates,  special  efforts  targeted  at  catastrophic 
situations,  tax  credits  to  subsidize  expansion  of  employer- 
provided  insurance  coverage,  rationing,  and  so  forth. 

It  is  important  to  emphasize  that  many  of  these 
programs  are  on  a  fairly  small  scale.     Some  of  the  largest 
ones  are  on  the  books  but  have  not  yet  gone  into  operation. 
Some  of  them  may  never  be  implemented  at  all  because  of 
state  fiscal  difficulties.     This  year,  for  example, 
innovative  programs  in  California,  Maine,  and  Massachusetts 
are  likely  to  be  postponed  or  cancelled  altogether.  Thus, 
while  the  state  efforts  should  be  applauded,  one  should  not 
get  the  impression  that  they  are  anywhere  close  to  solving 
the  problem. 
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Demkovich's  conclusion  is  relatively  upbeat:3 

For  every  program  in  place  today,   full-fledged  or 
demonstration,  another  is  in  the  works,  and  the  decade 
of  the  1990s  promises  more  innovation  at  the  state 
level.     The  "access  problem"  may  not  have  been 
eradicated  by  the  turn  of  the  century.     But  thanks  to 
the  hard  work  and  creativity  of  state  policymakers,  it 
will  be  considerably  less  serious  than  it  is  today. 

I  have  three  reactions  to  this  statement.     First,  I 
hope  that  it  is  true.     Second,  because  of  the  problems  that 
I  anticipate  with  state  finances,  I  fear  that  it  may  be 
unduly  optimistic.     Third,  I  do  not  know  how  to  interpret 
the  last  statement — that  the  problem  will  be  "considerably 
less  serious  than  it  is  today."     How  much  is  that?     In  my 
view,   if  20  percent  of  the  problem  were  eliminated,  that 
would  be  "considerable"  progress,  but  it  could  still  leave 
at  least  25  million  people  uninsured. 

Of  course,  the  scope  of  the  problem  is  not  fixed.  On 
one  hand,   it  is  worsening  as  more  employers  drop  health 
insurance  because  of  its  escalating  cost.     On  the  other 
hand,  expansions  of  coverage  already  enacted  will  remove 
some  people  from  the  ranks  of  the  uninsured.     The  growth  of 
state  efforts  is  only  one  factor  influencing  the  magnitude 
of  the  problem. 

How  much  will  states  do? 

States  are  likely  to  experience  fiscal  stress 
throughout  much  of  the  decade  of  the  1990s.     Their  current 
well-publicized  fiscal  problems  are  not  a  one-shot 
phenomenon.       The  stressed  condition  of  their  budgets  will 
tend  to  inhibit  the  undertaking  of  expensive  new  programs  of 
any  kind.     This  does  not  mean  that  they  won't  expand  efforts 
to  provide  health  coverage  for  the  uninsured,  but  it  will 
tend  to  limit  the  scale  of  those  efforts. 

There  are  several  ways  of  looking  at  fiscal  conditions. 
On  a  simple  level,  the  dynamic  increases  in  spending  for 
Medicaid  and  corrections  appear  certain  to  cause  continued 
fiscal  stress.     In  the  President's  recently-presented 
budget,  0MB  estimates  that  federal  aid  for  Medicaid  will 
grow  25.4  percent  in  the  current  fiscal  year.  Since 
matching  provisions  are  unchanged,  this  implies  that  state 
spending  for  Medicaid  will  also  increase  by  that  amount. 
Looking  forward,  the  budget  projects  increases  of  16.1 
percent  in  1992,   14.5  percent  in  1993,   14.4  percent  in  1994, 
13.3  percent  in  1995,  and  12.5  percent  in  1996. 

Corrections  spending  is  also  increasing  strongly, 
particularly  because  of  the  drug  war.     The  National  Council 
on  Crime  and  Delinquency  projects  that  the  prison  population 
in  12  large  states  will  increase  68  percent  between  1989  and 
1994. 6 

Even  with  very  restrained  spending  in  other  programs, 
large  increases  in  Medicaid  and  corrections  make  it 
difficult  for  states  to  balance  their  budgets.  Moreover, 
there  is  continued  strong  pressure  to  increase  spending  for 
elementary-secondary  education,  the  largest  component  of 
state  budgets  (accounting  for  about  one-third  of  total 
spending) .     This  pressure  derives  from  three  sources — the 
urgency  of  improving  our  schools,  enrollment  increases 
following  a  long  period  of  decline7,  and  the  prospect  of  a 
teacher  shortage  that  is  projected  near  the  end  of  the 
decade.     Numerous  states  will  probably  also  need  to  spend  a 
large  amount  of  money  as  a  result  of  challenges  to  the 
fairness  of  their  school  finance  systems;  more  than  a  dozen 
suits  are  under  way. 

Even  though  there  is  greater  upward  pressure  on 
spending  in  the  1990s  than  there  was  in  the  1980s,  revenue 
from  the  existing  tax  system  is  likely  to  grow  more  slowly 
for  several  reasons: 
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o    The  economy  will  probably  grow  slower  because  new 
entrants  into  the  labor  force  are  expected  to  fall 
sharply,  reflecting  the  baby  bust  that  followed  the 
baby  boom. 

o    Sales  tax  revenue  will  be  hurt  by  the  growth  of  the 
service  sector,  which  is  taxed  much  less  than  the 
goods-producing  part  of  the  economy. 

o    Income  tax  revenue  will  slow  because  of  the  '80s 

trend  away  from  high  marginal  tax  rates,  which  boost 
the  average  effective  tax  rate  over  time.  The 
growing  importance  of  retirement  income,  often  taxed 
preferentially  by  states,  will  also  reduce  tax 
yields. 

Because  of  the  divergent  trends  of  current  services 
spending  and  revenue,  many  states  have  structural  deficits. 
That  is,  the  spending  required  to  maintain  current  services 
is  greater  than  the  revenue  produced  by  their  existing  tax 
system.     Although  this  in  itself  does  not  auger  well  for 
expanded  programs  for  the  medically  uninsured,  much  depends 
on  how  states  decide  to  eliminate  these  deficits.  By 
reforming  their  tax  and  spending  programs,  cutting  spending, 
and  increasing  tax  rates,  states  could  not  only  bring  their 
budgets  into  balance  but  also  obtain  expanded  revenue  that 
would  permit  a  greater  effort  for  the  uninsured. 

The  political  climate  is  not  exactly  favorable  for 
significant  state  tax  increases.     This  is  not  just  because 
of  the  widespread  stagnation  of  living  standards,  but  also 
because  of  the  backlash  that  resulted  in  New  Jersey  from 
that  state's  large  tax  increases  in  1990. 

Nevertheless,   I  predict  that  states  will  be  increasing 
taxes  in  the  1990s.     Faced  with  the  choice  between  (a) 
raising  taxes  and  (b)  reducing  existing  services  and  doing 
without  service  improvements,  many  states  will  opt  for  the 
latter.     In  most  states,  this  implies  that  state  and  local 
taxes  (and  revenue  from  user  charges)  will  consume  a  higher 
proportion  of  personal  income  than  ever  before.  In  fact,  in 
many  states,  the  tax  burden  is  already  higher  than  it  has 
ever  been  previously. 

This  scenario  is  likely  to  produce  a  severe  tax  revolt 
backlash.     While  most  of  the  tax  revolt  efforts  to  overturn 
tax  increases  will  fail,  they  will  nevertheless  have  an 
effect  in  inhibiting  tax  increases.     Some  of  the  tax- 
expenditure  limitations  that  states  have  had  on  their  books 
may  also  become  more  restrictive  as  tax  revenue  grows  faster 
than  the  economy. 

State  officials  who  see  the  necessity  of  tax  increases 
have  learned  two  lessons  from  the  New  Jersey  experience: 

o    Carefully  explore  the  potential  for  cutting  spending 
before  raising  tax  rates.     First,  you  need  to 
educate  the  public  about  the  implications  of  not 
increasing  taxes;  this  will  make  tax  increases  more 
acceptable. 

o    Avoid  double  barreled  increases  if  possible.  New 
Jersey's  increase  was  estimated  to  be  $2.8  billion. 
A  smaller  rise  would  not  have  been  as  controversial. 
Even  if  my  controversial  prediction  of  rising  tax 
levels  is  correct,  this  does  not  necessarily  imply  that  a 
great  deal  of  revenue  will  be  available  to  fund  expensive 
new  programs  for  the  medically  uninsured.     There  will  be 
very  stiff  competition  for  funds  from  several  sources: 
o    Medicaid,  where  a  43  percent  increase  in  the 

population  aged  75  and  over  could  add  to  the  growth 
of  costs.8 
o  Corrections. 

o    Elementary-secondary  education. 

o    Aid  to  cities,  which  are  likely  to  experience  even 

greater  fiscal  distress  than  states, 
o    Programs  for  children,  which  are  receiving 

increasing  support  and  resources  in  many  states. 
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A  final  important  consideration  is  competition  among 
the  states.     A  state  could  attempt  to  increase  access  to 
health  care  by  imposing  mandates  on  employers  rather  than 
through  state  budgets.     But  such  a  state  might  harm  the 
competitiveness  of  its  businesses  by  imposing  costs  that 
could  be  avoided  by  operating  in  another  state.     Of  course, 
interstate  competition  also  tends  to  inhibit  increases  in 
taxes,  especially  personal  income  taxes  in  states  where 
reliance  on  them  is  already  relatively  heavy. 

Hawaii  has  gone  farther  than  any  other  state  in 
combatting  the  problem  of  the  medically  uninsured,  but  it  is 
in  a  unique  position.     Hawaii  has  been  one  of  the  most 
fiscally  healthy  states  in  the  country  for  the  past  five 
years,  at  one  time  holding  surplus  revenue  of  $500  per 
person.     Because  of  its  unique  geographic  position  with 
access  to  the  booming  Pacific  Rim  and  excellent  vacation 
opportunities,   it  is  also  less  affected  by  interstate 
competition  than  other  states.10 

The  federal  role  in  attacking  this  problem 

The  states  cannot  solve  this  problem  by  themselves.  A 
strong  federal  involvement  is  essential.     The  optimal 
approach  would  be  for  the  federal  government  to  assume  the 
full  cost  of  solving  this  problem.     Pushing  the  cost  down  to 
the  state  level  merely  substitutes  state  taxes  for  federal 
taxes,  which  is  inherently  inequitable  because  of 
differences  in  state  fiscal  capacities. 

Even  without  a  totally  federal  solution,   the  federal 
government  can  play  an  essential  role  by  financing  part  of 
the  cost  of  covering  more  of  the  uninsured  and  by  setting 
national  standards  to  assure  that  states  with  generous 
programs  do  not  suffer  competitively. 

The  federal  government  can  also  help  greatly  without 
spending  a  cent — by  relaxing  the  ERISA  constraints  that  are 
a  major  barrier  to  states  that  want  to  experiment  with 
employer  mandates.     The  ERISA  provision  that  exempts  self- 
insured  employers  also  prevents  states  from  establishing  a 
level  playing  field  in  this  area. 

Finally,  the  federal  government  should  avoid  future 
actions  that  tend  to  undermine  the  ability  of  the  states  to 
deal  with  this  problem  as  well  as  others — by  not  reducing 
the  real  value  of  aid,  by  not  imposing  new  mandates  that 
raise  state  costs,  and  by  avoiding  federal  tax  policies  that 
make  it  more  difficult  for  states  to  raise  their  own 
taxes.11 

Conclusion 

As  I  stated  initially,  state  officials  are  very 
concerned  about  this  problem  and  have  responded  to  it  with  a 
broad  range  of  innovative  programs.     Such  efforts  will 
continue  and  will  increase  in  the  1990s.  Nevertheless, 
because  of  the  strong  pressures  to  increase  state  spending 
for  other  programs,  taxpayer  resistance  to  tax  increases, 
and  intergovernmental  competition,  it  is  unrealistic  to 
expect  the  states  to  solve  this  problem  by  themselves. 
Federal  leadership  is  needed. 
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United  States  Government,  Fiscal  Year  1992,   p.  Seven-161. 

6.  Cited  in  Gold,  Fiscal  Agenda,  p.  79. 

7.  Public  school  enrollments  fell  13.5  percent  between 
1973-74  and  1984-85  and  then  rose  3.2  percent  through  1990. 
They  are  projected  to  grow  another  7.5  percent  in  the  1990s. 
Ibid,   p.  29. 

8.  In  the  past  decade,  a  reduction  in  the  poverty  rate 
among  the  elderly  offset  the  increase  in  the  number  of 
senior  citizens,  but  that  may  not  continue  in  this  decade. 

9.  If  states  adopted  less  strict  sentencing  policies,  they 
could  moderate  the  growth  of  corrections  spending.  The 
popularity  of  "tough  on  crime"  campaigns  during  last  year's 
elections  does  not  suggest  that  relaxation  of  sentencing 
practices  will  be  sufficient  to  halt  large  increases  in 
corrections  spending  during  the  next  several  years. 

10.  Hawaii  is  the  only  state  where  the  highest  marginal 
income  tax  rate  is  in  double  digits.     (Montana's  nominal 
rate  is  11  percent,  but  it  allows  the  federal  income  tax  to 
be  deducted,  making  the  actual  marginal  rate  lower.) 

11.  Such  as  reducing  the  deductibility  of  income  and 
property  taxes. 
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Mr.  Stark.  Thank  you  very  much. 
Dr.  Epstein. 

STATEMENT  OF  ARNOLD  M.  EPSTEIN,  M.D.,  M.A.,  CHIEF,  SECTION 
ON  HEALTH  SERVICES  AND  POLICY  RESEARCH,  BRIGHAM  AND 
WOMEN'S  HOSPITAL,  AND  ASSOCIATE  PROFESSOR  OF  MEDI- 
CINE AND  HEALTH  CARE  POLICY,  HARVARD  MEDICAL 
SCHOOL,  AND  HARVARD  SCHOOL  OF  PUBLIC  HEALTH, 
BOSTON,  MASS. 

Dr.  Epstein.  Thank  you,  Mr.  Chairman. 

This  afternoon,  I  would  like  to  focus  on  two  specific  questions: 
First,  is  there  any  difference  between  insured  and  uninsured  popu- 
lations in  either  the  type  or  quantity  of  medical  care  they  receive; 
and,  second,  to  the  extent  that  there  are  differences,  how  do  these 
affect  health  outcomes  for  those  populations. 

I  am  going  to  make  three  basic  points:  The  first  point,  very 
simply,  is  that  there  are  important  barriers  to  care  for  the  unin- 
sured and,  as  a  result,  the  uninsured  tend  to  delay  needed  care  and 
see  the  doctor  less  frequently.  Lack  of  insurance  presents  incen- 
tives for  both  patient  and  provider  that  may  result  in  less  care. 
The  patient  has  to  pay  out-of-pocket  costs  and  the  provider  has  a 
disincentive  to  provide  services  to  patient  groups  that  are  less 
likely  to  pay  all  or  part  of  their  bill. 

We  have  good  information  that  uninsured  patients  delay  needed 
services.  Among  pregnant  women  who  need  obstetrical  care,  unin- 
sured women  are  less  likely  to  see  the  provider  until  the  third  tri- 
mester. They  see  obstetricians  less  often  and,  according  to  stand- 
ards developed  by  the  Institute  of  Medicine,  inadequate  care  a 
much  greater  percentage  of  the  time. 

Even  among  general  hospitalized  patients,  uninsured  patients 
are  much  more  likely  to  delay  needed  services.  Approximately 
twice  as  many  uninsured  patients  report  delaying  needed  services 
before  going  in  the  hospital  than  insured  patients. 

Beyond  delaying  care,  uninsured  patients  see  medical  providers 
less  often  than  insured  patients,  usually  about  60  to  70  percent  of 
the  time.  The  differentials  are  greatest  for  low-income  patients. 

One  important  issue  concerns  the  question  of  whether  differen- 
tials exist  principally  for  healthy  patients  or  unhealthy  patients. 
Perhaps  the  observed  patterns  are  due  largely  to  healthy  insured 
populations  seeing  the  doctor  more  often,  because  they  are  getting 
excess  unnecessary  services.  Unfortunately,  that  is  not  the  case.  If 
you  look  at  patients  who  are  in  fair  or  poor  health,  these  same  dif- 
ferentials persist. 

My  second  point  is  that  differentials  in  the  frequency  of  delaying 
care  or  seeing  the  doctor  may  be  only  the  tip  of  the  iceberg.  Even 
after  patients  get  to  the  doctor,  there  are  important  differences  in 
the  type  of  services  they  receive  and  the  quantity  of  services  they 
receive. 

Uninsured  patients  are  more  likely  to  receive  care  in  emergency 
wards  and  outpatient  clinics  although  sites  are  well-attuned  to  pro- 
viding acute  episodic  care,  they  are  not  particularly  well  organized 
for  providing  comprehensive  services  for  chronically  ill  populations 
or  preventive  care.  If  you  look  at  a  range  of  preventive  services — 
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breast  examinations,  blood-pressure  checks,  TB  tests,  Pap  smears — 
consistently,  uninsured  populations  receive  fewer  of  these  impor- 
tant services  than  insured  populations. 

If  you  focus  on  hospitalized  patients  who  have  severe  medical  ill- 
nesses, again,  uninsured  patients  receive  less  care.  Prevailing 
wisdom  would  have  it  that  when  a  patient  is  severely  ill,  by  the 
time  he  or  she  gets  to  the  medical  care  system  and  sees  a  provider, 
at  that  point  the  care  system  is  blind  to  payer. 

That  is  not  the  case.  Uninsured  patients  have  hospital  lengths  of 
stay  5  to  15  percent  shorter,  and  receive  fewer  of  the  whole  range 
of  important  medical  technologies  and  therapies.  Even  among  com- 
monly used  technologies,  whose  efficacy  is  well-proven — coronary 
artery  bypass  surgery,  for  example — uninsured  patients  receive  ap- 
proximately half  the  number  as  insured  patients. 

Finally,  for  my  third  point,  what  is  the  relationship  between  the 
differentials  in  health  care  services  and  medical  outcomes?  Here 
there  is  a  striking  paucity  of  information.  I  know  of  fewer  than  a 
half  dozen  studies  that  have  addressed  this  issue.  Some  have  shown 
no  differences  at  all.  Findings  from  other  studies  have  suggested 
that  in  some  instances  differential  services  does  impact  on  out- 
comes. 

The  RAND  health  insurance  experiment  showed  that  poor  pa- 
tients who  received  free  care,  who  were  essentially  fully  insured, 
had  improved  health  outcomes  in  terms  of  improved  diastolic 
blood-pressure  compared  to  those  who  had  to  pay  for  all  or  part  of 
their  care. 

Another  study  in  California  showed  that,  among  medically  indi- 
gent populations,  who  were  initially  on  Med-Cal,  and  were  forced 
to  lose  that  insurance  because  of  a  statewide  policy  change,  suf- 
fered deleterious  consequences  in  terms  of  their  general  health 
status  and  blood  pressure  control.  Another  California  study  showed 
that  offspring  of  pregnant,  uninsured  women  had  more  adverse 
outcomes  than  in  insured  populations. 

Let  me  summarize.  There  are  important  barriers  that  affect  un- 
insured populations,  and  these  result  in  delay  in  care  and  fewer 
physician  contacts.  In  addition,  once  uninsured  populations  see  the 
doctor  or  other  care  providers,  they  receive  different  sorts  of  serv- 
ices, different  quantities  of  care  and  services  of  different  caliber. 
Nevertheless,  our  ability  to  show  the  effects  of  differential  care  on 
health  outcome  has  been  limited.  There  are  some  evident  effects, 
but  to  date  these  appear  to  be  principally  for  low-income  patients 
with  chronic  disease  and  for  women  who  require  prenatal  care. 
Clearly  we  need  to  know  more  about  this  important  area. 

Thank  you.  I  will  be  glad  to  answer  further  questions. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  ARNOLD  M.    EPSTEIN,   M.D.,  M.A. 

Chief,   Section  on  Health  Services  and  Policy  Research 

Brigham  and  Women's  Hospital 

Associate  Professor  of  Medicine  and  Health  Care  Policy 
Harvard  Medical  School,   and  Harvard  School  of  Public  Health 


Mr.  Chairman,  members  of  the  Committee,  my  name  is  Arnold  M. 
Epstein.     I  am  Chief  of  the  Section  on  Health  Services  and  Policy 
Research  at  The  Brigham  and  Women's  Hospital,   and  Associate 
Professor  of  Medicine  and  Health  Care  Policy  at  the  Harvard 
Medical  School,  and  Harvard  School  of  Public  Health. 

The  focus  of  my  testimony  is  to  document  the  impact  of 
lacking  insurance  coverage  from  a  medical  point  of  view.     As  you 
well  know  this  has  been  an  area  of  longstanding  concern  for 
Congress,   other  non-government  policy  makers  and  academic  health 
policy  experts.     The  information  I  will  be  presenting  represents 
a  synthesis  of  data  that  have  accumulated  over  the  last  decade  or 
more.     The  discussion  presented  below  focusses  on  two  major 
questions:     First,  are  there  differences  in  the  type  or  quantity 
of  medical  care  received  by  individuals  with  and  without 
insurance  coverage;  and  second,  to  the  extent  that  there  are 
differences,  do  the  uninsured  suffer  worse  health  outcomes 
because  of  them. 

The  results  indicate: 

1.      THE  UNINSURED  HAVE  DIFFICULTY  ENTERING  THE  HEALTH  CARE 
DELIVERY  SYSTEM.      THIS  RESULTS  IN  DELAYED  CARE  AND  FEWER 
PHYSICIAN  CONTACTS. 

Lack  of  insurance  may  result  in  diminished  access  because  of 
its  effects  on  both  patients  and  providers.     Although  not  all 
uninsured  individuals  are  poor,  a  substantial  proportion  are. 
Especially  for  those  individuals,  the  cost  of  medical  care  can  be 
a  substantial  deterrent  to  seeking  care.     At  the  same  time 
providers  of  care  may  construct  barriers  or  at  least  fail  to 
facilitate  access  to  care  for  patient  groups  who  are  unlikely  to 
pay  all  or  part  of  their  bills. 

On  multiple  different  dimensions  we  now  have  evidence  that 
people  without  insurance  coverage  have  difficulty  entering  the 
health  care  system  and  receiving  basic  care.     Compared  to  those 
who  are  insured  twice  as  many  people  who  are  uninsured  say  they 
are  without  a  regular  source  of  care  (31%  vs.   16%).     Because  they 
lack  a  regular  physician  and  because  of  economic  incentives, 
uninsured  persons  sometimes  tend  to  delay  care.     For  example, 
compared  to  an  insured  population,  women  without  insurance 
coverage  first  seek  medical  care  later  in  their  pregnancy.     In  a 
study  by  the  General  Accounting  Office  (GAO) ,  uninsured  women 
initiating  care  in  the  third  trimester  or  having  four  or  fewer 
visits  for  pregnancy  cited  lack  of  money  as  the  main  barrier  to 
earlier  and  more  frequent  care. 

Delays  in  care  are  also  apparent  for  individuals  who  are 
more  acutely  ill.     Among  patients  whose  illness  is  serious  enough 
to  warrant  hospitalization,  uninsured  patients  are  50%  more 
likely  than  insured  patients  to  report  that  they  delayed  seeking 
medical  care.     Poor  uninsured  patients  report  delays  in  their 
medical  care  more  than  twice  as  often  as  insured  individuals. 

In  addition  to  delaying  care  the  uninsured  enter  the  health 
care  system  less  frequently.     On  average,  the  uninsured  contact 
physicians  approximately  two-thirds  as  often  as  the  insured  (3.3 
contacts  vs.   5.2)    (contacts  include  telephone  calls  to  physicians 
or  visits  to  doctors'  offices,  clinics  or  hospital  emergency 
rooms) .     These  differences  in  use  of  physician  services  between 
insured  and  uninsured  appear  to  be  growing  (Figure  1) .     Also,  as 
might  be  expected,  lack  of  coverage  has  the  greatest  impact  on 
persons  with  low  incomes.     Low  income  persons  without  insurance 
report  approximately  half  as  many  contacts  as  low  income 
individuals  with  insurance.     Whereas  uninsured  persons  with 
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incomes  greater  than  $50,000  have  85%  as  many  contacts  as  high 
income  individuals  with  insurance  (Figure  2) . 

One  important  question  is  whether  differences  in  ambulatory 
visits  effect  principally  healthy  individuals.     It  is  plausible 
that  insured  persons  in  good  health  overuse  medical  services  and 
that  if  one  examines  care  for  individuals  who  are  truly  ill,  care 
for  insured  and  uninsured  will  be  comparable.  Unfortunately, 
this  appears  not  to  be  the  case.     If  one  examines  care  received 
by  patients  who  are  in  fair  or  poor  health,  the  disparity  between 
insured  and  uninsured  is  still  evident  (Figure  3). 

2.  THE  UNINSURED  RECEIVE  FEWER  SERVICES  EVEN  AFTER  ENTERING 
THE  HEALTH  CARE  SYSTEM.     THIS  IS  TRUE  EVEN  FOR  INDIVIDUALS  WITH 
SERIOUS  MEDICAL  ILLNESS 

Differences  in  the  site  where  uninsured  individuals  receive 
ambulatory  care  may  compound  differences  in  the  frequency  with 
which  they  receive  care  and  impact  on  the  services  they  receive. 
When  the  uninsured  do  receive  care  they  are  more  likely  to  do  so 
in  hospital  outpatient  clinics  or  emergency  ward  settings.  Both 
of  these  sites,  but  especially  emergency  wards,  are  attuned  to 
providing  episodic  care  for  acutely  ill  patients,  but  not  for 
providing  important  preventive  services  or  more  comprehensive 
care  for  chronically  ill  individuals  with  long  term  needs.  These 
differences  in  site  of  care  probably  contribute  to  important 
deficits  in  the  receipt  of  preventive  services  by  the  uninsured. 
The  uninsured  are  less  likely  to  receive  skin  testing  for 
tuberculosis.     They  are  also  substantially  less  likely  to  receive 
a  Papanicolaou  smear,  breast  examination  or  have  their  blood 
pressure  checked  (Figure  4) . 

Differences  in  the  likelihood  of  delaying  care  and  in  use  of 
preventive  services  can  largely  be  explained  by  barriers,  at  the 
point  of  seeking  care  for  the  ambulatory  population.  Until 
recently,  prevailing  wisdom  has  been  that  once  a  patient  enters 
the  health  care  system,  especially  if  he  or  she  has  a  serious 
illness,  the  care  provided  will  essentially  be  blind  to  insurance 
status  and  reflect  almost  solely  his  or  her  medical  needs. 
Several  recent  studies  have  shgwn  us  this  is  not  true.  Among 
hospitalized  patients  the  uninsured  are  discharged  earlier  than 
the  insured.     The  differences  in  length  of  stay  are  generally  on 
the  order  of  5  to  15%  and  are  evident  for  many  different  types  of 
medical  conditions.     Perhaps -more  importantly  there  are  major 
differences  in  the  use  of  high  cost  therapies  for  insured  and 
uninsured  patients.     One  study  has  shown  that  among  patients  with 
lung  cancer  those  with  private  coverage  were  50%  more  likely  to 
receive  surgery.     Among  general  hospitalized  populations  the 
likelihood  of  receiving  various  surgical  procedures  is  almost 
uniformly  lower  for  patients  without  insurance.     Even  for 
procedures  whose  efficacy  is  believed  to  be  well  established  such 
as  coronary  artery  bypass  surgery  or  percutaneous  transluminal 
angioplasty,  use  for  uninsured  populations  is  approximately  half 
that  for  the  insured  (see  Figure  5) . 

3.  WE  HAVE  LITTLE  INFORMATION  ON  HOW  DIFFERENTIAL  USE  OF 
MEDICAL  SERVICES  EFFECTS  HEALTH  OUTCOMES  OF  THE  UNINSURED.  SOME 
DATA  SUGGEST  THERE  IS  A  DELETERIOUS  IMPACT  FOR  PREGNANT  WOMEN  AND 
POOR  INDIVIDUALS. 

Compared  to  the  multitude  of  studies  that  have  examined 
differences  in  utilization  between  insured  and  uninsured 
populations,  there  are  far  fewer  that  have  examined  differences 
in  outcome.     The  reason  is  that  the  latter  issues  tend  to  be  much 
more  difficult  to  study. 

Some  studies  have  shown  no  effect.     For  example,  the  study 
discussed  above  which  documented  that  patients  with  lung  cancer 
with  private  insurance  coverage  were  50%  more  likely  to  receive 
surgery  failed  to  detect  any  differences  in  survival  between 
those  who  were  and  were  not  insured.     A  few  studies  have  shown 
deleterious  effects  on  outcome  especially  for  those  with  chronic 
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diseases  who  are  poor  or  who  need  prenatal  care.     For  example,  in 
the  RAND  health  insurance  experiment,  free  care  for  those  with 
low  incomes  brought  an  improvement  in  vision  and  diastolic  blood 
pressure  compared  to  individuals  who  had  to  pay  for  part  or  all 
of  their  care.     Another  study  examined  outcomes  for  a  group  of 
indigent  patients  who  were  terminated  from  Medi-Cal  in  California 
because  of  a  statewide  policy  change  affecting  coverage. 
Compared  to  a  comparison  group  of  patients  from  the  same  care 
settings  whose  Medi-Cal  benefits  were  not  terminated,  those  who 
became  uninsured  suffered  a  general  decline  in  their  health 
status.     Among  hypertensive  patients  there  was  also  a  significant 
worsening  in  diastolic  blood  pressure.     Another  California  study 
found  that  lack  of  health  insurance  for  prenatal  care  was  related 
to  the  risk  of  death  and  serious  illness  in  newborns  and  that 
during  the  1980s  the  association  between  lack  of  insurance  and 
bad  outcomes  increased  over  time  (Figure  6) .     This  finding  has 
been  attributed  to  the  contraction  during  this  time  period  of  the 
safety  net  of  publicly  funded  hospitals,  community  health  centers 
and  nutrition  programs  which  had  provided  much  of  the  care  for 
those  who  lack  insurance  coverage. 

In  summary,  we  have  relatively  little  information  about  the 
impact  of  being  uninsured  on  health  outcome.     There  are  some  data 
which  suggest  that  for  women  requiring  prenatal  care  and  for 
those  who  are  poor  and/or  who  have  chronic  diseases  such  as 
hypertension,  lack  of  insurance  can  have  deleterious  health 
consequences. 


NUMBER  OF  PHYSICIAN  VISITS  BY  INSURANCE  COVERAGE  1982  AND  1986 


FIGURE  1 


1982 


1986 


Uninsured 


3.8 


3.2 


Insured 


4.7 


4.4 


Gap  (percent) 


-19% 


-27% 


Source:  Freeman  et  al.  Health  Affairs  1987,  Spring;  6(1):  6-18. 
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Mr.  Stark.  Thank  you  very  much,  doctor.  Mr.  Beadle,  I  would 
ask  you  and  perhaps  Mr.  Trapnell  to  comment. 

It  is  my  limited  perception,  as  I  said  earlier  today,  that  if  we  fol- 
lowed the  recommendation  of  the  Blues  and  said  limit  the  tax  ex- 
emption to  those  insurance  companies  among  us  that  agree  to  no 
medical  underwriting,  community  rating,  open  enrollment,  if  we 
made  that  the  law  of  the  land  and  forced  the  self-insured  plans  in- 
sofar as  practical  to  do  the  same,  wouldn't  you,  given  a  relatively 
short  period  of  time,  do  away  with  the  need  for  a  risk  pool,  for  ex- 
ample? 

Mr.  Beadle.  My  reaction  to  the  question  is  that  we  are  dealing 
with  some  unrelated  issues.  I  think  the  issue  of  the  tax  preference 
or  incentive  

Mr.  Stark.  No,  no,  leave  the  tax  thing  aside.  I  am  just  saying  the 
Blue  Cross  Association  said  that  this  was  a  desirable  achievement; 
this  is  good  for  America  and  this  is  good  for  the  insurance  industry 
to  have  these  types  of  regulations.  Now,  the  tax  issues  set  aside, 
why  shouldn't  all  insurance  companies  have  to  operate  under  those 
restrictions? 

Mr.  Beadle.  I  am  not  sure  I  got  the  question  exactly  right,  but 
let  me  say  that  I  do  

Mr.  Stark.  Let  me  put  it  another  way.  If  we  are  going  to  reform 
the  insurance  code  as  Jack  Meyer  said  on  the  panel  earlier  and  as 
I,  along  with  Congressman  Wyden  and  the  Pepper  Commission, 
have  suggested,  we  ought  to  make  it  the  law  of  the  land  that  insur- 
ance companies  cannot  medically  underwrite.  They  must  communi- 
ty rate  and  they  must  have  open  enrollment. 

Now  is  that  a  good  idea? 

Mr.  Beadle.  The  first  step  I  think  is  to  see  if  these  organizations 
can  do  it  voluntarily.  If  they  are  having  difficulty  doing  it,  then 
they  can  come  to  you  for  regulation. 

Mr.  Stark.  No.  Let  me  put  that  right  to  rest.  It  cannot  work,  Mr. 
Beadle,  if  one  of  them  does  not  do  it  voluntarily. 

Mr.  Beadle.  That  is  right. 

Mr.  Stark.  Because  when  they  all — if  there  is  one  that  is  out  of 
the  box,  he  goes  around  and  cherry  picks  and  the  whole  system 
falls  apart. 

Mr.  Beadle.  Yes,  I  would  say  this  may  become  absolutely  neces- 
sary, what  you  are  saying,  and  I  would  not  disagree  with  it;  it  does. 
I  do  think  that  the  HIAA  and  the  Blue  Cross  /Blue  Shield  plans  are 
very  close  to  getting  the  cooperation  of  their  members.  And  if  they 
could  do  it  voluntarily,  that  would  be  great. 

If  they  reach  the  point  where  they  cannot,  then  I  believe  they 
will  have  to  come  and  ask  for  regulation.  And  as  I  indicated  in  my 
testimony,  that  will  be  the  time  when  I  think  Congress  could  really 
be  helpful  in  legislating  those  regulations. 

Mr.  Stark.  Good.  Would  you  agree  that  far,  Mr.  Trapnell. 

Mr.  Trapnell.  I  guess  I  disagree. 

Mr.  Stark.  OK. 

Mr.  Trapnell.  I  think  that  one  of  the  main  implications  of  the 
requirements,  you  know — I  assume  I  am  addressing  requirements 
for  community  rating  with  very  limited  categories,  may  be  commu- 
nity rating  
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Mr.  Stark.  You  are  getting  a  little  more  technical.  You  have  just 
outpaced  my  ability  to  keep  up.  I  am  just  saying  basically  the  in- 
surance reform  that  would  say  no  medical  underwriting,  communi- 
ty rating  and  open  enrollment.  Now  

Mr.  Trapnell.  No  underwriting  is  very  close  to  open  enrollment. 

Mr.  Stark.  Yes. 

Mr.  Trapnell.  So  I  think  you  could  have  Blue  Cross/Blue  Shield 
monopolies  in  many  areas. 

Mr.  Stark.  That  might  not  be  all  bad.  It  would  certainly  would 
be  better  than  having  Golden  Rule  Insurance  Co.  in  some  areas,  I 
will  tell  you. 

Mr.  Trapnell.  Very  unlikely,  although  I  would  rather  the  execu- 
tives of  Golden  Rule  speak  for  themselves. 

Mr.  Stark.  That  would  be  the  day.  If  every  insurance  company 
were  operating  under  those  rules,  why  would  you  need  risk  pools, 
given  some  length  of  time  to  take  out  what  adverse  selection  exists 
in  the  system? 

Mr.  Trapnell.  I  think  there  would  be  many  unintended  conse- 
quences of  the  system  you  describe.  For  example,  many  small  em- 
ployers would  self-insure  rather  than  purchase  insurance  under 
those  rules,  or  they  would  look  for  stop  loss  insurance.  If  they  could 
not  get  it  domestically,  they  might  go  abroad.  You  would  see  a  vari- 
ety of  subterfuges  of  trying  to  avoid  paying  the  single  high  commu- 
nity rate  that  is  available  if  they  are  going  to  buy  insurance,  or 
you  might  see  combinations  of  employers  trying  to  get  a  

Mr.  Stark.  What  if  you  saw  a  single  low  community  rate? 

Mr.  Trapnell.  I  think  it  would  be  a  single  very  high  community 
rate  because  the  healthiest  and  least  expensive  groups  would  be 
the  ones  that  dropped  out  of  the  system,  self-insured  and  

Mr.  Stark.  Say  that  again,  because  why? 

Mr.  Trapnell.  The  low  cost  groups  would  be  the  ones  who  found 
an  alternative  way  to  insure  themselves  or  self-insured,  or  just  did 
not  offer  insurance  or  had  their  employees  buy  individual  insur- 
ance. 

Mr.  Beadle.  I  would  have  answered  that  question  somewhat  dif- 
ferently and  said  that  the  insurance  companies,  the  Blue  Cross 
plans,  the  Blue  Shield  plans,  are  operating  in  different  geographic 
settings.  Some  are  going  to  attract  more  of  a  bad  risk  in  one  area 
than  others.  There  is  going  to  be  some  unevenness,  and  the  rein- 
surance pools  help  level  that  out  so  they  do  not  upset  the  system. 

Mr.  Stark.  No,  what  I  am  getting  at  is  the  reinsurance  pools 
would  then  exist  as  they  exist  in  the  life  business  or  the  casualty 
business  among  the  commercial  insurers,  and  if  you  do  away  with 
adverse  selection  that  past  sign-ups  have  brought  on,  it  would  seem 
to  me  that  by  definition  you  have  created  a  risk  pool  which  in- 
volves all  the  insurers,  including  the  self-insurers,  by  definition. 
Any  self-insurer  could  end  up  with  an  employee  who  catches  AIDS 
which  it  cannot  medically  underwrite  at  this  point.  And  if  self-in- 
sured firms  are  regulated  in  the  same  way  any  commercial  insurer 
is,  they  would  be  subject  to  the  same  risk  and  not  so  apt,  if  they 
are  wise  business  people,  to  avoid  covering  themselves  unless  they 
were  big  enough. 

Successful  business  people  did  not  get  there  by  being  dumb,  and  I 
think  they  understand  the  risks  of  self-insuring  in  today's  climate. 
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Hopefully  they  would  have  good  actuaries  and  good  lawyers  who 
would  advise  them  of  those  risks,  and  they  might  very  well  do  the 
right  thing. 

Mr.  Beadle.  In  time  I  think  your  point  would  be  right.  In  the 

short  term,  and  that  could  be  as  much  as  5  or  6  years  

Mr.  Stark.  Yes. 

Mr.  Beadle  [continuing].  The  carriers,  some  of  them  and  some  of 
the  Blue  Cross  /Blue  Shield  plans  in  particular  would  have  an  accu- 
mulation of  the  higher  risks. 

Mr.  Stark.  They  have  suggested  that.  You  would  have  to  protect 
them  as  you  would  have  to  protect  initially  some  of  the  very  small 
companies  who,  because  of  geographic  location  or  isolation,  might 
get  those  groups  that  had  been  excluded  the  past  couple  of  years 
because  of  risks. 

Mr.  Beadle.  Precisely. 

Mr.  Stark.  And  it  has  been  suggested  therefore  that  the  Federal 
Government  might  operate  the  risk  pool  for  a  limited  period  of 
time  until  the  risks  equalize  to  the  extent  that  the  private  insur- 
ance industry  could  in  fact  accept  it. 

I  am  not  talking  necessarily  about  rate  setting  or  limiting.  I  am 
not  suggesting  the  rates  would  be  low,  although  competition  might 
very  well  make  them  lower.  This  idea  seems  to  me  a  possibility  be- 
cause in  a  sense  the  private  insurance  companies,  Mr.  Trapnell, 
are  asking  the  Federal  Government,  to  assume  the  risk  responsibil- 
ity and  force  standardized  billing  while  they  make  the  profit.  And 
they  are  not  offering  to  take  care  of  the  poor  people  who  cannot 
afford  it. 

I  say,  "Wait  a  minute.  If  I  am  going  to  do  all  the  work — I  being 
the  Federal  Government — and  take  the  risk  of  the  risk  pool  and  do 
all  these  other  things,  how  about  you  guys  chipping  in  a  little  bit, 
too?"  They  did  not  get  that  far.  They  want  their  dessert  before 
they  eat  their  spinach,  and  that  is  all  we  were  trying  to  straighten 
out. 

Let  us  see  if  Dr.  McDermott  would  like  to  inquire  at  this  point. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman.  I  want  to  begin  by 
acknowledging  at  least  one  of  your  witnesses'  contributions  to 
State  legislatures.  Dr.  Gold  was  the  chief  fiscal  analyst  for  the 
NCSL  for  years  and  years  and  we  used  all  your  graphs  all  the  time 
in  the  State  legislature,  and  it  is  nice  to  have  an  opportunity  to  say 
thank  you. 

I  want  to  just  follow  up  on  what  the  chairman  has  been  talking 
about.  It  seems  to  me  that  this  argument  about  community  rating 
and  medical  underwriting  is  soon  going  to  be  an  issue  for  the 
Smithsonian  Institution.  If  the  human  genome  project  is  ever  com- 
pleted and  you  have  the  capacity  with  a  drop  of  blood  to  look  at 
the  future  medical  history  of  everyone,  it  seems  to  me  health  insur- 
ance as  we  understand  it  is  really  on  the  way  out. 

And  maybe  that  is  long  term.  You  are  talking  short  term  you  are 
going  to  be  able  to  continue  this,  and  that  brings  me  to  the  ques- 
tion. Mr.  Beadle,  you  probably  know  there  is  some  legislation  pro- 
posed by  Congressmen  Johnson  and  Chandler  that  would  mandate 
the  kind  of  small  group  market  reforms  that  you  advocate,  but  it 
lacks  the  requirement  that  people  carry  insurance.  It  simply  says 
that  an  employer  must  offer  it. 
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And  my  question  to  you  is,  do  you  really  think  that  the  market 
reforms  you  advocate  would  produce  a  product  wage  earners  could 
afford,  and  what  do  you  think  the  cost  would  be?  And  the  second 
question  is,  if  the  market  reforms  were  enacted,  would  you  support 
legislation  requiring  all  employers  to  provide  the  coverage  and  pay 
some  portion  of  it,  75  percent,  80  percent,  whatever? 

Mr.  Beadle.  On  the  first  question,  I  think  under  a  totally  volun- 
tary system  there  will  always  be  people  who  choose  not  to  take  cov- 
erage because  in  their  view  it  will  take  up  too  much  of  their 
budget.  It  may  legitimately  take  up  too  much  of  their  budget  or  it 
may  be  their  view,  opposite  the  other  things  they  would  like  to 
buy. 

And  I  think  there,  there  is  a  rather  fundamental  decision  that 
needs  to  be  made  in  the  country  as  to  whether  we  want  that  to  be 
a  mandated  issue,  whether  we  want  to  take  that  sort  of  freedom 
away  as  we  have  in  some  other  areas  like  Social  Security.  And  I 
think  that  is  a  political  decision  that  I  am  glad  is  your  problem  to 
wrestle  with  and  not  mine. 

But  I  would  say  there  will  be  always  a  certain  number  of  people 
who  will  not  have  coverage  under  a  voluntary  system.  As  for  the 
employer  mandate  

Mr.  McDermott.  But  let  me  ask  you  what  do  you  think  the  prod- 
uct cost  will  be  when  they  come  up  with  this  basic  plan,  whatever? 
I  mean,  after  all  the  reforms  you  are  talking  about,  what  do  you 
think  they  are  going  to  be  asking  a  wage  earner  to  pay? 

Mr.  Beadle.  Sir,  how  much  they  would  be  willing  to  pay? 

Mr.  McDermott.  No,  not  how  much  they  are  willing  to  pay;  how 
much  will  it  be  offered  at  by  the  insurance  companies? 

Mr.  Beadle.  Well,  I  think  this  is  where  the  freedom  is  needed  to 
have  as  stripped  down  a  plan  as  one  can  have  and  then  have  layers 
so  that  people  who  do  not  want  to  spend  a  lot  of  money  and  are 
ready  to  put  some  part  of  it  out  of  their  own  pocket  can  acquire 
inexpensive  coverage  and  then  you  could  be  down  into  the  thou- 
sand dollar  a  year  range  or  perhaps  less. 

The  more  bells  and  whistles  you  put  on,  of  course,  and  the  less 
copayments  you  have,  the  more  costly  it  can  be,  and  you  can  easily 
get  up  to  $2,000  or  $2,500.  That  is  the  way  we  do  in  our  system 
with  virtually  everything.  I  hate  to  make  an  analogy  to  automo- 
biles, but  we  decide  whether  we  want  a  basic  car  or  something 
more. 

In  this  country  we  do  need  all  our  people  to  have  at  least  some 
basic  coverage,  medical  coverage  and  hospital  coverage;  some  of  the 
other  things  would  be  nice  to  have.  I  am  not  sure  that  even  as  a 
nation  we  can  afford  them  all. 

Mr.  McDermott.  I  understand  your  questions  about  State  man- 
dates and  certainly  I  participated  in  imposing  a  few  of  them.  Is 
there  a  comprehensive  list  of  what  you  consider  State  mandates, 
State  by  State? 

Mr.  Beadle.  Yes,  there  is. 

Mr.  McDermott.  I  would  appreciate  it  if  you  would  get  that  kind 
of  information  to  us.  I  think  the  committee  would  be  interested  to 
see  that  because  I  do  not  think  all  State  mandates  are  frills. 

Mr.  Beadle.  No. 
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Mr.  McDermott.  I  mean,  I  hear  talk  about  hairpieces  and  a  lot 
of  other  things,  but  alcohol  treatment,  mental  health  treatment, 
some  things  that  are  State  mandates,  it  seems  to  me,  are  beyond 
the  issue  of  frills.  And  when  you  ask  the  Congress  to  override  the 
State  legislature's  decisionmaking,  I  think  people  ought  to  really 
have  a  good  basis  for  deciding  that.  I  do  not  know  whether  you 
think  that  at  $100  a  month  you  can  provide  a  program  that  has 
alcohol  treatment  or  mental  health  services  in  it;  do  you? 

Mr.  Beadle.  Let  me  address  the  issue  of  the  State  mandates.  The 
issue  with  a  mandate  is  not  that  the  mandated  item  is  necessarily 
needed  or  not  needed,  in  fact,  it  may  be  very  important  to  have; 
but  the  fact  that  some  aspect  of  coverage  is  mandated  by  law  auto- 
matically puts  that  profession  at  an  advantage. 

It  does  not  leave  them  open  to  free  market  forces,  the  decisions 
by  the  users  to  decide  on  this  service  versus  that  service.  It  is  a 
compulsory  requirement  to  be  included  in  a  plan.  And  that  is 
where  the  concern  is  about  mandated  individual  coverages.  It  could 
be  optometry  or  ophthalmologists. 

Mr.  McDermott.  How  about  mammography  to  prevent  the  lead- 
ing cause  of  cancer  deaths  in  women,  should  that  be  mandated  by 
the  State  legislature  as  an  inclusion?  Do  you  think  they  should 
make  those  kinds  of  decisions  or  should  we  make  them  or  should  it 
just  be  the  free  market? 

Mr.  Beadle.  See  once  you  decide — I  mean,  I  cannot  argue  against 
that  being  a  very  desirable  thing,  but  once  you  put  one  item  in,  you 
then  set  up  a  competition  with  all  the  other  essential  areas  and  the 
pressure  comes  on  the  politician  then  to  consider  other  ones.  What 
about  well  baby?  What  about  prenatal?  What  about  psychiatric? 
What  about  substance  abuse  and  it  goes  sort  of  on  and  on,  and  at 
some  point,  almost  by  unintention,  you  have  designed  the  basic 
program  and  the  cost  may  not  be  affordable  for  a  great  many 
people. 

Mr.  Stark.  Would  the  gentleman  from  Washington  yield? 
Mr.  McDermott.  Surely. 

Mr.  Stark.  They  are  in  Canada.  They  have  all  those  services 
there  listed  and  they  do  it  in  Canada  for  less  than  we  do  it  here. 
Maybe  that  is  desirable. 

Mr.  Beadle.  That  is  not  really  that  case.  In  fact,  Canada  is  now 
confronted  with  a  virtual  rationing  by  virtue  of  the  less  acute  care. 
The  less  acute  care  takes  a  long  time  to  get  care  right  now  and 
there  is  an  item  attached  to  my  testimony  which  has  specific  exam- 
ples and  I  would  be  prepared  to  go  into  that  chapter  and  verse  if  it 
would  be  useful  along  the  way. 

Mr.  McDermott.  But  we  are  back  to  the  employer  mandate,  if  I 
could  just  reclaim  my  time  just  a  minute.  Do  you  think  it  is  desira- 
ble to  have  an  employer  mandated  provision  of  this  benefit,  a  la 
Kennedy- Waxman  or  some  of  the  other  proposals  of  the  Pepper 
Commission? 

Mr.  Beadle.  No,  I  happen  to  be  strongly  against  mandating  em- 
ployers to  do  it.  One  of  the  problems  with  mandates  is  you  try  to 
take  a  simple  solution  and  apply  it  to  everyone  and  every  situation 
is  not  equal.  There  will  be  employers  who  will  just  not  be  able  to 
afford  the  coverage  and  will  in  fact  reduce  the  number  of  employ- 
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ees  they  have.  So  we  are  then  dealing  with  an  employment  issue, 
not  a  health  issue. 

I  think  encouragement,  having  coverage  available — I  think  recog- 
nizing that  there  will  be  people  at  a  low  end  of  the  scale  that  need 
Government  help  that  we  should  all  get  behind  with  some  kind  of 
tax  credit  or  some  kind  of  premium  support  is  a  very  valid  thing  to 
do  but  to  mandate  

Mr.  McDermott.  How  do  you  stop  cost  shifting  if  you  do  not  get 
everybody  in  the  boat,  if  you  allow  people  to  continue  to  go  along 
and  decide,  "Well,  I  am  young;  I  am  strong;  I  am  healthy;  what  do 
I  need?"  Not  anticipating  that  they  will  come  up  with  an  accident 
or  an  illness  in  their  twenties  or  thirties  or  whatever,  how  do  you 
stop  cost  shifting  for  your  employers  if  you  do  not  do  that? 

Mr.  Beadle.  You  mean  cost  shifting  in  the  sense  that  they  have 
to  be  treated  free  and  

Mr.  McDermott.  Yes,  and  that  is  going  to  be  passed  on  some 
way. 

Mr.  Beadle.  That  becomes  one  of  the  weaknesses  of  that  particu- 
lar approach.  Every  approach  has  its  weaknesses.  That  will  be  the 
weakness  of  that  approach.  It  is  not  going  to  be  perfect. 

Mr.  McDermott.  I  will  accept  that  there  is  a  weakness  to  your 
approach. 

Mr.  Beadle.  Sure.  Absolutely. 

Mr.  McDermott.  Thank  you  very  much,  Mr.  Chairman. 
Mr.  Stark.  Mr.  Chandler. 

Mr.  Chandler.  Thank  you,  Mr.  Chairman.  I  am  going  to  have  to 
leave  in  just  a  moment  and  I  am  in  the  middle  of  my  own  health 
care  crisis  with  a  need  for  a  Seldane  tablet.  The  doctor  could  pre- 
scribe one  for  me,  but  the  leaves  are  more  beautiful  than  the  blos- 
soms. 

Mr.  Beadle,  it  seems  to  me  that  based  on  Dallas  Salisbury's  testi- 
mony, and  I  think  what  we  all  know  because  we  are  politicians  and 
we  are  out  there  asking  the  questions,  there  is  no  consensus  in  the 
United  States  about  what  to  do,  at  least  in  the  near  term.  There 
are  lots  of  proposals  and  they  all  have  their  strengths. 

I  think  the  Russo  bill  is  as  close  to  the  access  answer  as  you  can 
possibly  get.  On  the  other  side  of  it,  you  are  going  to  have  enor- 
mous problems  attempting  to  provide  enough  resources  to  pay  pro- 
viders to  keep  quality  up  and  in  the  business,  and  on  and  on. 

I  am  not  criticizing  anybody.  I  think  there  are  lots  of  good  ideas, 
and  at  least  finally  we  are  debating  not  just  what  the  problem  is 
but  some  actual  answers.  Do  you  see  anything  in  the  near  term 
that  could  be  done  by  the  Congress  perhaps  this  year  or  next  that 
would  be  politically  possible  in  the  near  term  to  enact  and  bring 
about  some  improvement  in  the  situation? 

Mr.  Beadle.  First  of  all,  I  think  the  issue  which  you  are  on 
today,  insurance  market  reform,  is  doable.  I  think  the  health  insur- 
ance industry  through  the  HIAA  and  the  Blue  Cross/Blue  Shield, 
are  close  enough  now  that,  with  a  nudge,  we  can  have  some  signifi- 
cant expansion  of  the  availability  of  coverage. 

I  think  whether  it  be  by  Federal  preemption  or  some  method  of 
encouragement  of  the  States,  the  sort  of  club  over  the  head  type  of 
thing  to  roll  back  some  of  the  State  mandates,  so  that  affordable 
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minimum  coverage  can  be  at  least  offered  in  the  States,  we  will 
make  coverage  available  to  that  many  more  people. 

The  issue  of  State  mandates  as  they  affect  managed  care  I  think 
is  terribly  important  to  deal  with,  to  the  extent  the  Federal  Gov- 
ernment can  deal  with  that  or  encourage  the  repeal  of  those  con- 
straints. The  opportunities  we  have  in  managed  care  to  find  a 
better  way  to  deliver  health  care  more  cost-effectively  can  run  its 
course.  I  think  it  could  be  cut  off  too  early.  We  have  got  some  great 

!  possibilities  here,  but  it  needs  the  opportunity  to  run  its  course. 
Finally,  as  knotty  an  issue  as  it  is,  one  that  does  not  have  a  tax 

j  cost  attached  to  it  or  a  revenue  cost  attached  to  it,  is  the  issue  of 
tort  reform,  and  I  think  it  is  time  that  we  all  got  together  and  ad- 
dressed that  issue,  not  taking  away  the  rights  of  individuals  for 

j  some  recourse  when  they  have  been  badly  treated,  but  trying  to 

|  remove  the  excess  from  the  system  which  we  have  with  the  huge 
punitive  damage  awards,  with  the  influence  of  emotional  juries, 

1  with  the  influence  of  contingency  fees.  There  are  steps  that  I  think 

i  can  be  taken  to  at  least  begin  to  moderate  the  influences  of  mal- 

I  practice  liability  on  health  care  costs. 

Mr.  Chandler.  I  think  you  are  also  familiar  with  the  experiment 

•  called  COSE  in  the  Cleveland  area.  Do  you  see  some  potential 
there  in  the  small  market  area  of  creating  groups  that  can  essen- 

I  tially  become  a  managed  care  kind  of  concept? 

Mr.  Beadle.  I  think  Council  of  Smaller  Enterprise  is  a  good 
model  for  use  in  cities  around  the  Nation.  They  have  succeeded  in 
bringing  together  large  numbers  of  small  employers.  I  think  they 
have  about  100,000  or  125,000  people  covered  under  their  plan.  It  is 
under  a  multiple-employer  trust-type  of  arrangement. 
There  are  some  State  limitations  which  make  it  a  little  difficult, 

!  if  not  impossible,  in  some  places  to  put  those  programs  together, 

I  and  as  for  the  MEW  As,  where  there  has  been  some  advantage 
taken,  maybe  a  little  like  the  S&Ls,  I  think  we  have  to  be  careful 
not  to  have  the  baby  thrown  out  with  the  dirty  bathwater.  The  con- 
cept is  good  and  would  permit  again  a  lot  more  employees  to  have 
available  coverage  at  moderate  cost,  but  there  are  some  rules  that 
need  to  be  left  in  place  to  control  the  financial  advantages  that 
were  being  taken  with  some  of  them. 

Mr.  Chandler.  I  would  just  like  to  point  out  that  Chip  Kahn,  of 
our  Ways  and  Means  staff,  has  done  some  really  outstanding  work 
in  this  area  and  probably  knows  more  about  it  than  most  on  the 
Hill.  I  think  the  committee  ought  to  take  a  look  at  what  he  has 
developed. 

I  think  you  are  right,  it  is  just  utterly  astonishing  to  me  the  re- 
strictions States  have  placed  on  things  that  could  bring  about  some 
cost  reductions  for  small  employers,  and  we  need  to  include  that  in 
our  discussions. 

Thank  you  very  much,  Mr.  Chairman. 

Mr.  Stark.  Mr.  Pease. 

Mr.  Pease.  I  have  no  questions. 

Mr.  Stark.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

First  of  all,  for  the  record,  I  really  appreciate  the  panel's  clarity 
on  the  issue  that  there  are  really  two  problems,  one  is  availability 
and  one  is  affordability.  Certainly  making  small  group  plans  more 
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available  is  not  going  to  deal  with  the  affordability.  That  is  why, 
after  a  great  deal  of  thought  and  struggle,  I  did  not  require  that 
individuals  purchase  health  insurance,  because  I  cannot  guarantee 
them  that  they  can  afford  it. 

This  committee,  more  than  any  other  committee  in  the  Congress, 
is  aware  of  how  very  difficult  it  is  to  subsidize  according  to  means. 
We  have  talked  about  it  at  great  length  with  Medicare,  and  we 
have  had  our  staff  work  on  it  extensively.  The  problem  that  I  have 
been  faced  with  and  that  Congress  will  be  faced  with  is  trying  to 
get  some  premium  subsidy  capability  in  place  for  the  under  200 
percent  of  poverty  income  group  who  are  working,  but  who  still 
cannot  purchase  health  insurance,  even  if  we  make  more  afford- 
able plans  available. 

But  I  want  to  get  back  to  the  community  rating  issue.  Having 
struggled  with  rating  for  my  bill  and  come  to  the  conclusion  that  it 
was  better  to  limit  the  swing  between  blocks  of  business  and  within 
blocks  of  business,  I  think  there  is  some  misunderstanding  about 
the  community  rate  concept. 

My  understanding  is  that,  before  ERISA  was  passed  and  Blue 
Cross  still  offered  community  rates,  employers  could  get  fairly  low 
rates.  But  with  ERISA,  a  lot  of  the  low-cost  groups  dropped  out  of 
the  market  and  became  self-insured.  I  have  two  questions. 

Can  you  require  community  rating  just  in  the  small-group 
market,  or  do  we  have  to  allow  that  risk  to  be  shared  between  both 
the  small-group  and  large-group  market?  If  we  have  to  have  com- 
munity rating  across  all  groups,  how  do  we  deal  with  premium  set- 
ting for  companies  that  only  function  in  one  sector  of  the  market 
or  the  other?  How  does  this  whole  issue  compare  now  to  the  pre- 
ERISA  era? 

If  that  is  not  exactly  the  right  question,  according  to  those  of  you 
who  know  a  lot  more  about  insurance  rating  than  I  do,  please  re- 
phrase the  question  appropriately  and  answer  it. 

Mr.  Beadle.  First  of  all,  if  community  rating  were  to  be  required, 
it  could  be  done  with  respect  to  the  small  group  market,  without 
having  to  be  applied  to  the  entire  market.  I  do  have  some  difficul- 
ties with  the  community  rating  concept,  in  that  it  removes  one  of 
the  pressures,  if  you  like,  on  the  buyer  to  remain  somewhat  in- 
volved in  the  costs,  or  in  the  programs  that  one  might  have  to  try 
to  ameliorate  rapidly  rising  costs. 

I  think  the  swings  that  are  in  the  present  system  from  the  highs 
to  the  lows  are  much  too  wide,  so  that  I  do  support  some  kind  of  a 
banded  approach,  where  there  is  a  limit  to  how  far  the  cost  swing 
would  be.  But  the  total  community  rate  I  think  removes  from  us 
one  of  the  advantages  that  is  needed  to  keep  everyone's  feet  to  the 
fire  a  little  bit  and  show  some  interest  and  concern  in  the  ultimate 
cost  of  health  care. 

Mrs.  Johnson.  Mr.  Trapnell. 

Mr.  Trapnell.  I  would  agree  that  community  rating  could  be  im- 
posed in  the  small  group  market,  but  wouldn't  require  it  in  larger 
groups.  It  is  a  segment  of  the  market.  I  remain  worried  about  any 
number  of  subterfuges  that  will  be  adopted  by  insurers  and  taken 
advantage  of  by  those  small  employers  that  have  low-cost  groups, 
to  avoid  the  restriction  of  community  rating  on  their  benefiting 
from  their  low  costs,  and  


365 


Mrs.  Johnson.  Do  you  have  any  estimate  as  to  how  many  people 
would  experience  rate  increases  under  community  rating  systems, 
as  opposed  to  

Mr.  Trapnell.  I  am  not  understanding  the  question.  Could  you 
repeat  it? 

Mrs.  Johnson.  Do  you  have  any  idea  of  what  percentage  of 
people  would  experience  increases  in  rates  under  community 
rating  versus  decreases  in  rates? 

Mr.  Trapnell.  I  think  the  overwhelming  majority  would  have 
rate  increases,  because  of  the  distribution  of  the  rates  being 
charged.  Currently,  there  are  relatively  few  people  having  to  pay 
very  high  rates  and  a  large  number  paying  much  lower  rates.  So 
that  if  you  level  the  rates,  you  are,  in  effect,  forcing  those  with  low- 
cost  groups  to  help  pay  for  the  high-cost  groups,  and  so  a  large 
number  of  employers  would  have  relatively  low  rate  increases  to 
help  pay  for  the  large  reductions  for  some  of  those  who  have  very 
high  rates. 

Mr.  Beadle.  The  HIAA  provided  some  figures  yesterday  that 
roughly  come  out  that  20  percent  of  the  employers'  cases  produce 
about  80  percent  of  the  claim  costs,  so  if  you  reverse  that  around, 
about  80  percent  would  encounter  increases  of  one  kind  or  another. 
It  is  a  very  rough  figure,  but  it  seems  to  be  that  general  order  of 
magnitude. 

Mr.  Trapnell.  Let  me  give  you  an  example  of  some  of  the  kinds 
of  subterfuges  that  insurers  might  adopt.  We  have  now  under  the 
general  banner  of  managed  care  plans,  we  have  a  number  of  plans 
that  restrict  the  providers.  The  basic  concept  is  that  you  look 
through  the  community  and  find  which  physicians  practice  styles 
that  result  in  lower  total  costs. 

As  long  as  the  competition  is  directed  to  producing  lower-cost 
care,  competition  is  beneficial,  but  insurers  can  use  the  same  type 
of  format  to  achieve  other  objectives,  for  example,  putting  together 
a  panel  of  providers  that  will  only  appeal  to  employers  who  want 
real  cheap  insurance. 

These  things  are  very  complicated,  and  the  solution  such  as 
simple  community  rating  for  all  small  employers  sounds  beguiling- 
ly  simple,  but  will  have  so  many  unintended  effects  that  it  is  better 
to  sort  through  all  of  these  complexities  and  address  them  in  any 
proposal  of  this  kind. 

Mrs.  Johnson.  I  invite  your  comments,  both  of  you,  on  both  the 
strengths  and  weaknesses  of  the  solution  that  is  in  my  legislation. 

Thank  you. 

Mr.  Stark.  Mr.  Grandy. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

Mr.  Beadle,  I  noticed  that  in  your  written  testimony  you  advo- 
cate going  from  25  percent  deductibility  for  self-employed  individ- 
uals to  100  percent.  As  I  am  sure  you  are  aware,  Mr.  Dorgan,  other 
members  of  this  committee  and  I  have  introduced  a  bill  to  that 
effect,  and  that  is  also  part  of  the  President's  budget  proposals,  at 
least  for  1  year. 

Of  course,  the  problem  that  we  encounter  on  this  committee,  and 
we  will  encounter  time  and  again,  is  that  the  revenue  loss  for  that 
is  somewhere  between  $5  billion  and  $800  million,  depending  on 
whose  numbers  you  use.  In  other  words,  it  ain't  cheap.  Everyone 
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who  has  come  up  here  and  testified  on  behalf  of  that — and  there 
have  been  many — have  gone  as  far  as  saying  that  this  is  a  good 
marketplace  mechanism  particularly  in  conjunction  with  small  em- 
ployer insurance  reform  and  the  HIAA  proposals  that  you  advocate 
and  possibly  even  the  kind  of  MEW  As  and  MET  arrangements  that 
allow  small  employers  to  band  together  and  access  cheaper  insur- 
ance. I  support  all  of  that. 

I  would  just  like  to  know  how  we  are  going  to  pay  for  the  deduc- 
tion, if  we  go  to  100  percent.  Are  you  able  to  provide  us  with  any 
thoughts  of  your  own?  None  of  this  will  be  taken  down  and  held 
against  you,  just  against  us.  For  example,  if  we  are  talking  about 
trying  to  even  out  the  spectrum  between  the  large  self-insured 
companies,  which  have  the  luxury  of  self-insuring,  and  the  small 
ones  that  do  not,  is  there  an  argument  to  be  made  in  order  to  pay 
for  changing  that  imbalance,  to  reduce  the  deductibility  on  self-in- 
sured individuals  and  bring  the  smaller  ones  up  to  parity? 

I  am  looking  for  some  ways  to  make  H.R.  784  fly,  and  at  this 
point  we  have  not  even  gotten  out  of  the  gate.  I  would  just  be  curi- 
ous to  know  how  we  offset  this,  because  that  is  the  law  of  Congress 
right  now.  If  we  want  this  very  important  needed  reform,  we  are 
going  to  have  to  hear  some  thoughts  on  how  to  pay  for  it. 

Mr.  Beadle.  I  think,  first  of  all,  on  your  point  of  $5  million  to 
$800  million  

Mr.  Grandy.  $5  billion  is  the  5-year  figure,  I  believe,  that  they 
projected. 

Mr.  Beadle.  $5  billion  to  $800  million? 
Mr.  Grandy.  Yes. 

Mr.  Beadle.  The  amount  that  it  will  cost  will  be  in  direct  propor- 
tion to  the  good  that  it  does,  in  other  words,  the  number  of  people 
that  take  advantage  of  it  will  determine  the  amount  of  lost  tax  rev- 
enue that  will  represent.  So,  in  terms  of  having  that  many  more 
people  insured,  the  bigger  the  revenue  loss,  the  more  successful  the 
program  has  been. 

Gordon  does  not  like  that  and  he  will  need  to  pick  up  on  that.  I 
think  it  is  a  terribly  important  fundamental  point,  though.  It  is  not 
going  to  cost  more  than  the  success  that  it  has  with  the  people  par- 
ticipating. 

The  question  of  where  the  money  comes  from  brings  us  back  first 
to  why  the  incentive  is  there  in  the  first  place,  and  I  think  dab- 
bling with  the  existing  one  requires  considerable  caution.  There 
are  those  who  say  it  is  increasing  the  cost  of  health  care  to  have 
that  incentive  there,  because  somehow  it  increases  the  dollars  that 
are  available  and  people  will  spend  more. 

I  happen  to  personally  think  there  are  so  many  pressure  on  us  to 
get  costs  down  right  now,  that  any  reduction  in  the  tax  incentive 
will  hurt  an  awful  lot  of  individual  employees  in  the  Nation  who 
will,  in  effect,  have  a  tax  increase  that  is  level  across  all  salary 
ranges,  because  it  will  be  a  flat  dollar  item  and  it  will  be  very  pro- 
gressive. 

If  you  put  like  a  cap,  for  example,  we  have  seen  how  uneven  that 
can  apply  across  the  Nation.  So,  I  guess  I  am  on  the  same  horn  of  a 
dilemma  that  you  folks  are.  I  do  not  think  that  the  existing  incen- 
tive should  be  reduced.  I  think  we  have  a  fairness  issue  and  an  in- 
centive issue  that  would  hopefully  increase  the  number  of  insured 
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in  that  self-employed  range,  the  25-percent  tax  range  now  that  does 
need  to  be  addressed.  I  would  like  to  have  a  magic  solution  to  give 
you  on  where  the  money  comes  from.  It  is  an  extremely  perplexing 
one. 

Mr.  Grandy.  Let  me  just  say,  and  we  do  not  have  the  time  to  get 
into  this,  but  as  somebody  who  would  probably  line  up  along  the 
Chandler-Johnson-Grandy  side  of  using  the  carrot  approach  of  pro- 
viding the  incentives,  carrots  usually  have  to  be  accompanied  by 
sticks  at  some  point,  if  you  want  the  job  to  get  done. 

Although  I  have  not  opposed  a  federally  delivered  health  care 
system,  if  we  want  the  marketplace  to  work,  we  somehow  have  to 
reconfigure  a  mandate,  which  most  of  us  on  this  side  of  the  panel 
do  not  support,  to  some  kind  of  gentle  or  loving  coercion  to  follow 
on  after  all  of  these  carrots  have  been  provided  to  make  sure  that 
34  million  uninsured  individuals  are  not  uninsured  at  the  end  of 
all  of  these  incentives. 

It  seems  to  me  that  we  are  going  to  have  to  have  some  kind  of 
combination.  Whether  or  not  that  is  allowing  small  insurers  to  pro- 
vide policies  that  are  accessible  to  employers,  or  at  some  point  re- 
quiring those  policies  to  be  offered,  or  allowing  States  to  provide 
some  risk  pool  for  the  uninsured  and  give  them  the  option  to  tax 
the  employers  to  pay  for  it,  if  they  have  thrown  them  out  of  the 
system  in  the  first  place. 

In  other  words,  at  some  point  there  is  going  to  be  a  mandate  in 
the  marketplace,  whether  or  not  we  put  in  these  incentives.  It 
seems  to  me  that  is  a  place  where  particularly  you  folks  that  come 
out  of  business  can  be  very  helpful,  because,  for  the  most  part, 
business  has  resisted  this.  But  as  I  listen  to  this  testimony,  I  must 
tell  you  that  I  think  you  are  avoiding  an  inevitable  confrontation. 
The  sooner  you  can  reconcile  that  kind  of  marketplace  coercion 
that  is  coming,  the  closer  this  committee  is  going  to  come  to  a  solu- 
tion. 

Thank  you,  Mr.  Chairman. 

Mr.  Stark.  Dr.  Epstein,  who  brings  the  most  tragic  testimony  to 
us,  has  been  silent.  But  the  fact  is,  as  I  hear  Mr.  Trapnell  suggest, 
80  percent  of  the  claims  are  generated  by  20  percent  of  the  people. 
It  is  through  the  expertise  of  Mr.  Trapnell's  professional  associates 
that  the  health  insurance  companies  can  pick  those  20  percent  out 
at  5,000  yards,  with  the  accuracy  of  a  Patriot  missile.  Sometimes 
they  can  be  more  subtle  than  that,  in  that  they  can  just  discourage 
those  people  from  even  applying. 

But  in  jacking  up  the  cost  to  the  rest  of  us  who  might  be  wanted 
by  these  private  insurers,  we  are  along  the  way  going  to  solve  Dr. 
Epstein's  problem  of  the  uninsured.  There  is  this  social  issue. 

As  we  solve  Dr.  Epstein's  problem  and  our  problem,  we  also  prob- 
ably save  some  money  to  the  system,  as  time  goes  on,  uncompen- 
sated care  and  the  rest. 

Medicare  is  community  rate,  is  it  not? 

Mr.  Trapnell.  And  reinforced  by  the  taxing  power  of  the  U.S. 
Federal  Treasury. 
Mr.  Stark.  And  no  medical  underwriting,  right? 
Mr.  Trapnell.  Yes. 
Mr.  Stark.  Open  enrollment? 
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Mr.  Trapnell.  Yes,  but  there  is  such  a  large  subsidy  from  the 
Federal  taxpayers  to  make  it  

Mr.  Stark.  $1,000  to  an  under  65  adult,  with  no  subsidy,  budget 
neutral.  Do  any  of  you  want  to  beat  that?  For  $1,000  a  year,  I  can 
provide  Medicare  to  everyone  under  65  in  the  United  States,  at  no 
cost  to  the  taxpayer. 

Mr.  Beadle.  I  would  have  to  see  the  figures  that  support  that. 

Mr.  Stark.  That  is  no  problem.  I  think  those  are  CBO,  $1,800  per 
family,  $450  for  a  kid. 

Mr.  Beadle.  The  average  cost  for  people  

Mr.  Stark.  Above  65  would  be  some-odd  hundred. 

Mr.  Beadle  [continuing].  Is  six  times  that  of  those  under  65,  and 
those  in  the  age  60  to  65  bracket  are  working: — I  have  not  got  the 
figures  right  in  front  of  me,  but  they  are  going  to  be  more  than 
those  

Mr.  Stark.  You  could  do  this  with  your  shoes  and  socks  on. 
There  are  32  or  33  million  Medicare  beneficiaries  who  we  spent 
about  $120  billion  on.  That  is  not  very  hard.  It  is  $3,500  and  change 
for  arguably  the  oldest  and  the  sickest.  As  you  said,  if  it  is  six 
times  the  cost  for  them,  my  $1,000  looks  expensive,  but  mine  is  an 
average  and  it  is  much  cheaper  for  people  in  their  twenties  and 
much  more  expensive  for  the  near-elderly.  If  your  only  reason  for 
not  signing  up  with  my  plan  is  that  you  do  not  believe  the  $1,000 
number,  be  careful,  because  I  think  I  can  prove  it.  That  adds,  I 
might  add,  a  $2,500  catastrophic  cap,  which  was  the  subject  of  some 
outstanding  legislation  in  bygone  years,  and  first-dollar  well-baby 
and  first-dollar  prenatal  care. 

Now,  the  package  does  not  take  care  of  the  first  $600  for  the  hos- 
pital stay  and  the  first  $100  for  outpatient  or  the  20  percent  copay, 
and  it  does  not  cover  pharmaceuticals.  It  is  not  nearly  as  generous 
as  many  of  the  plans  that  employers  buy  into,  but  it  ain't  bad,  es- 
pecially for  my  friends  who  are  homeless  or  uninsured  or  do  not 
have  insurance  cards. 

My  personal  theory,  which  I  am  sure  is  well  known,  is  I  would 
like  to  get  there  higgley-piggley  and  let  the  insurance  companies 
pick  up  the  medigap,  on  which  they  make  more  money  and  have 
no  long-term  liability.  If  they  ever  could  swallow  the  idea  of  the 
Government  being  involved,  they  would  say,  hey,  we  can  make  a 
lot  more  money.  I  am  handing  them  150  million  new  clients.  It 
would  be  health  insurance  salesmen's  heaven,  to  get  out  there  and 
begin  to  misinform  all  of  them,  as  they  did  my  mother  when  they 
sold  her  medigap,  and  they  would  have  a  wonderful  time. 

As  I  say,  when  you  look  at  it  that  way,  when  you  look  at  what 
Empire  Blue  Cross  does  to  stay  solvent,  you  see  that  there  have  to 
be  discounts  from  providers.  So  there  are  some  tradeoffs  there. 

Health  insurance,  as  we  knew  it  initially,  was  all  community 
rated,  nonmedically  underwritten,  correct?  You  all  know  your  his- 
tory. 

Mr.  Trapnell.  If  you  go  back  far  enough  in  history,  that  is  cer- 
tainly its  origin. 

Mr.  Stark.  And  as  we  get  away  from  it,  as  we  become  more  pre- 
cise in  underwriting,  as  long  as  one  person  gets  out  of  the  pool, 
then  we  destroy  the  Empires  and  the  people  who  try  to  community 
rate,  because  it  cannot  be  very  profitable. 
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If  you  are  Apple  Computer,  a  big  company,  and  you  have  got  a 
bunch  of  healthy  nerds  who  come  to  work  who  are  young  and 
waspy  and  they  all  went  to  college  and  had  physical  exams  and 
they  came  out  of  Kaiser-covered  families,  you  are  going  to  self- 
insure.  But  those  kids  will  get  older  and  they  will  get  AIDS  and 
they  will  get  pregnant  and  they  will  get  all  of  the  things  that  are 
going  to  cost  some  money.  It  will  even  out,  and  we  will  take  care  of 
Dr.  Epstein's  and  my  constituents. 

So,  I  know  that  we  are  going  to  have  to  do  this  reform  piecemeal, 
mostly  because  we  do  not  have  a  leader,  either  in  business  or  in 
the  insurance  industry  or  in  Congress,  much  less  in  the  administra- 
tion. 

Let  me  ask  you  guys  about  abstinence,  chastity  and  exercise,  and 
whether  you  think  these  are  a  solution  for  the  uninsured  in  this 
country.  I  am  just  conducting  a  little  poll  today.  Do  you  think  that 
would  solve  our  problem,  Mr.  Beadle? 

Mr.  Beadle.  Can  we  go  through  those  one  at  a  time? 

Mr.  Stark.  No,  no.  [Laughter.] 

I  know  which  ones  the  Republicans  would  pick  and  I  know  what 
you  would  leave  for  us. 

I  want  to  thank  you  for  your  patience  and  your  indulgence.  As  I 
say,  I  think  if  we  consult  everybody,  we  would  come  up  with  some 
kind  of  a  universal  program  and  there  would  be  room  for  the  insur- 
ance industry.  But  we  are  having  trouble  meeting  at  the  table. 

As  the  previous  panel  said,  we  still  leave — we  went  around  and 
around  and  around  on  the  Pepper  Commission  and  we  still  leave  13 
or  20  percent  of  these  folks  out  of  the  box,  those  who  do  not  work 
or  who  work  off  the  books.  There  are  8  million  people  off  the  books 
working  in  this  country,  the  bartenders,  people  who  tend  your 
home,  mow  your  lawn,  babysit  your  kids.  What  can  we  do  to  insure 
them? 

There  are  whole  neighborhoods  in  my  district  where  people  have 
lived  and  raised  their  children,  clothed  them,  sent  them  to  school, 
paid  their  rent,  paid  for  their  houses,  and  they  have  been  part  of 
the  cash  economy  since  they  were  small.  They  are  mostly  women, 
and  they  are  in  a  conspiracy  with  all  my  friends  out  in  the  sub- 
urbs, for  whom  they  serve  religiously  and  faithfully,  not  to  pay 
taxes  and  Social  Security.  What  happens  is  they  have  one  hospital 
to  serve  the  whole  county  of  200,000  to  500,000  indigents. 

Mr.  Beadle.  That  particular  plan,  I  think  you  are  one  of  the  key 
issues  

Mr.  Stark.  I  do  not  know  how  we  are  going  to  make  people  pay 
for  that. 

Mr.  Beadle.  I  think  we  have  to  find  a  way  to  help  those  people. 
The  issue  that  concerns  me,  at  least  equally,  is  that  the  solution  we 
come  up  with  for  those  folks  should  not  necessarily  drive  the 
system  that  is  appropriate  for  all  the  rest. 

Mr.  Stark.  OK.  I  will  buy  that.  I  have  a  trivia  question:  Do 
Americans  have  a  constitutional  right  to  medical  care?  Does  any- 
body know  the  answer  to  this?  Only  one  small  group.  Who?  Prison- 
ers. The  fourth  amendment  guarantees  it.  So,  if  you  do  not  have 
any  health  care,  speed  on  the  Los  Angeles  freeway,  and  not  only 
will  you  need  more  medical  care  than  you  ever  believed  possible, 
you  will  get  free  marginal  care  from  Los  Angeles  County. 
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Thank  you  very  much,  and  the  committee  stands  adjourned. 
[Whereupon,  at  4:27  p.m.,  the  committee  adjourned,  to  reconvene 
at  10  a.m.,  Tuesday,  April  23,  1991.]. 


LONG-TERM  STRATEGIES  FOR  HEALTH  CARE 


TUESDAY,  APRIL  23,  1991 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 
The  committee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Sam  M.  Gibbons,  pre- 
siding. 

Mr.  Gibbons.  Good  morning,  ladies  and  gentlemen.  I  am  Sam 
Gibbons.  I  am  chairing  this  session.  Congressman  Rostenkowski  is 
down  at  the  White  House  with  the  President  right  now,  and  he 
asked  me  to  get  the  meeting  started. 

Today  the  committee  continues  its  series  of  long-term  strategy 
hearings  on  reforming  our  health  care  delivery  system.  I  believe 
our  goals  should  be  for  no  American  to  lack  health  insurance  cov- 
erage. Unfortunately,  as  more  Americans  lose  their  insurance,  this 
objective  slips  a  little  further  away  every  year. 

My  hope  is  that  these  hearings  will  help  us  begin  to  move 
toward,  instead  of  away  from,  our  goal.  Last  week's  hearings  pro- 
vided a  perspective  of  health  care  in  the  United  States  as  it  com- 
pared to  other  nations,  as  well  as  to  important  information  on 
health  care  coverage  and  cost.  We  now  have  heard  a  great  deal 
about  the  problem  as  it  exists  and  about  the  system. 

This  week  we  will  focus  on  proposed  solutions  to  these  problems 
with  3  days  of  hearings  focused  on  specific  proposals  and  approach- 
es for  reform.  We  begin  today  with  testimony  from  the  Chairman 
of  the  Pepper  Commission,  Senator  Jay  Rockefeller  from  West  Vir- 
ginia. I  know  that  the  Commission  spent  many,  many  long  hours 
assessing  the  health  care  delivery  system,  and  we  look  forward  to 
hearing  about  its  experiences  from  Senator  Rockefeller,  and  it  has 
brought  forth  a  proposed  solution. 

This  morning  Bob  Reischauer  of  the  Congressional  Budget  Office 
will  also  discuss  the  cost  implications  of  various  approaches  to 
reform.  Bob  will  describe  the  cost  and  the  offsetting  savings  associ- 
ated with  major  health  insurance  reform  proposals. 

We  will  insert  in  the  record  at  this  point  the  statement  of  Mr. 
Roybal,  chairman  of  the  Subcommittee  on  Health  and  Long-Term 
Care  of  the  Select  Committee  on  Aging. 

[The  prepared  statement  follows:] 


(371) 


372 


NEWS 

Select  Committee  on  Aging 


EDWARD  R.  ROYBAL,  Chairman 

Subcommittee  on  Health  and  Long-Term  Care 

House  Annex  2.  Room  377 
Washington.  D.C.  20515 
202/226-3381 


U.S.  House  of  Representatives 


FOR  IMMEDIATE  RELEASE 
APRIL  23,  1991 


KATHY  GARDNER- CRAVED I 
JEFFREY  KINCHELOE 
(202)  226-3381 


STATEMENT  OF  THE  HONORABLE  EDWARD  R.  ROYBAL 
CHAIRMAN,   SUBCOMMITTEE  ON  HEALTH  AND  LONG-TERM  CARE 
HOUSE  SELECT  COMMITTEE  ON  AGING 
BEFORE  THE  HOUSE  WAYS  AND  MEANS  COMMITTEE 
ON 

LONG-TERM  HEALTH  CARE  STRATEGIES 


MR.   CHAIRMAN  AND  DISTINGUISHED  MEMBERS  OF  THE  COMMITTEE.  I 
GREATLY  APPRECIATE  THIS  OPPORTUNITY  TO  APPEAR  BEFORE  YOU  TO 
DISCUSS  WHAT  IS  ARGUABLY  THE  MOST  IMPORTANT  DOMESTIC  ISSUE  FACING 
OUR  NATION  TODAY,   HEALTH  CARE.     TO  UNDERSTAND  THE  PRESSING  NEED 
FOR  REFORM,   ONE  ONLY  HAS  TO  LISTEN  TO  A  FEW  REPRESENTATIVE  CASES 
FROM  AROUND  THE  COUNTRY: 


o         MR.   AND  MRS.   ED  HOWARD  OF  MARYLAND,   IN  THEIR  70' S,  HAD 
$140,000  IN  SAVINGS  AND  OWNED  THEIR  OWN  HOME  IN  THE  EARLY  1980' S. 
BUT  MEDICAL  BILLS  WERE  SOON  TO  RENDER  THEM  ALMOST  PENNILESS. 
MRS.   HOWARD  CONTRACTED  CANCER,   WHICH  PROVED  FATAL.     HER  MEDICAL 
BILLS  TOTALED  $17,000,   OF  WHICH  THE  COUPLE'S  INSURANCE  POLICIES 
PAID  ONLY  $64.     ED  HIMSELF  SUFFERED  A  SEVERE  STROKE,   AND  THEN 
GALL  BLADDER  AND  PROSTATE  SURGERY  FOLLOWED.     TO  MAKE  MATTERS 
WORSE,   ED  WAS  INJURED  IN  AN  AUTOMOBILE  ACCIDENT.     HE  HAS  REQUIRED 
EXTENSIVE  HOME  CARE,   NONE  OF  WHICH  WAS  COVERED  BY  HIS  HEALTH 
INSURANCE  POLICIES.     AS  HE  PUTS  IT,      "I  THOUGHT  I  HAD  IT  ALL  SEWN 
UP,   THAT  I  HAD  PROVIDED  FOR  MYSELF  FOR  THE  REST  OF  MY  DAYS.  I 
HOPE  THOSE  OF  YOU  IN  THE  CONGRESS,   WITH  YOUR  EXPERIENCE  AND 
SKILL,    CAN  THINK  OF  SOME  WAY  OF  FIXING  THE  CURRENT  SITUATION." 

o         THE  CAPOBIANCO  FAMILY,   OF  LONG  ISLAND,   NEW  YORK,  IS 
STRUGGLING  TO  STAY  TOGETHER.     THE  TWO  ELDEST  CHILDREN  HAVE  A  RARE 
GENETIC  DISORDER,   MUCOPOLYSACCHARIDOSIS  SYNDROME,   WHICH  EATS  AWAY 
AT  BRAIN  TISSUE  AND  LEAVES  ITS  VICTIMS  BLIND,   CRIPPLED  AND  DEAF. 
THE  CAPOBIANCOS  CARED  FOR  THEIR  CHILDREN  AT  HOME  AS  LONG  AS  THEY 
COULD,   BUT  SOON  THEIR  CONDITION  WORSENED  AND  THEY  REQUIRED 
SKILLED  CARE.     NO  HOME  HEALTH  CARE  WAS  AVAILABLE  FROM  STATE  OR 
FEDERAL  SOURCES,   SO  THEY  HAD  TO  PUT  THEIR  CHILDREN  ON  MEDICAID 
AND  PLACE  THEM  IN  A  HOSPITAL  25  MILES  FROM  HOME.     TO  QUALIFY  FOR 
MEDICAID,   THE  CAPOBIANCOS  HAD  TO  SPEND  DOWN  TO  $5000  IN  SAVINGS. 
THEY  REACHED  THAT  LOW  FIGURE  BY  SPENDING  $3,000  FOR  FAMILY 
CEMETERY  PLOTS. 


o         JOE  MILLER,    IN  HIS  20'S,   FROM  LOS  ANGELES,   CALIFORNIA,  WAS 
PARALYZED  IN  A  BICYCLE  ACCIDENT  IN  1985.     HIS  MOTHER'S  EMPLOYER- 
BASED  INSURANCE  PAID  MOST  OF  HIS  7-MONTH  HOSPITAL  STAY,   BUT  AFTER 
BEING  DISCHARGED,   JOE  FOUND  HE  WAS  ON  HIS  OWN  AS  FAR  AS  HOME  CARE 
AND  ANY  REHABILITATION  SERVICES.     HIS  MOTHER  HAD  TO  QUIT  HER  JOB 
TO  CARE  FOR  JOE  AT  HOME  AND  HER  POLICY  WILL  SOON  LAPSE,  LEAVING 
THEM  BOTH  UNINSURED.     THE  FAMILY  IS  TEETERING  ON  THE  EDGE  OF 
BANKRUPTCY  AT  THIS  POINT. 


TO  ADDRESS  THESE  AND  OTHER  PROBLEMS  IN  OUR  HEALTH  CARE 
SYSTEM,    I  WILL  SOON  BE  REINTRODUCING  MY  BILL,    "USHEALTH" ,  THAT 
WOULD  PROVIDE  UNIVERSAL  ACCESS  TO  COMPREHENSIVE  HEALTH  CARE 
COVERAGE  AND  LONG-TERM  CARE,   BOTH  IN  THE  HOME  AND  IN  A  NURSING 
HOME,    FOR  ALL  AMERICANS  REGARDLESS  OF  INCOME,   AGE,    OR  DISABILITY 
STATUS.     MY  BILL  WOULD  PROVIDE  HEALTH  CARE  SECURITY  IN  THE  SAME 
MANNER  THAT  SOCIAL  SECURITY  PROVIDES  INCOME  SECURITY.      BASED  ON 
SOCIAL  INSURANCE  PRINCIPLES  EVERYONE  WOULD  PAY  INTO  MY  HEALTH 
SECURITY  PLAN  IN  EXCHANGE  FOR  PROTECTION  IN  THE  EVENT  OF 
RETIREMENT,    DISABLITY,   OR  UNEMPLOYMENT. 
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EIGHTY-FIVE  PERCENT  OF  WORKING  AMERICANS  HAVE  PRIVATE 
INSURANCE  IN  CONNECTION  WITH  THEIR  EMPLOYMENT  THAT  COVERS  PRIMARY 
AND  ACUTE  CARE.     HOWEVER,   THIS  LEAVES  37  MILLION  AMERICANS 
WITHOUT  HEALTH  INSURANCE  AND  17  MILLION  AMERICANS  WHO  ARE 
UNDERINSURED.     IN  ADDITION,  NEARLY  ALL  AMERICANS  LACK  INSURANCE 
TO  COVER  THE  COSTS  OF  LONG-TERM  CARE  IN  A  NURSING  HOME  OR  AT 
HOME. 

AS  YOU  KNOW,   THE  PEPPER  COMMISSION  RECOMMENDED  THAT  WE  BUILD 
ON  WHAT  IS  CURRENTLY  IN  PLACE  BY  MAINTAINING  THE  EMPLOYER'S 
RESPONSIBILITY  TO  PROVIDE  COVERAGE  FOR  WORKING  PEOPLE  AND  THEIR 
DEPENDENTS  —  EITHER  THROUGH  CONTINUING  PRIVATE  INSURANCE  OR 
PURCHASING  A  NEWLY-DEVISED  PUBLIC  HEALTH  INSURANCE  PLAN. 
"USHEALTH"  WOULD  EMPLOY  THIS  APPROACH. 

UNDER  MY  BILL  BOTH  EMPLOYER-PROVIDED  PRIVATE  INSURANCE  AND 
"USHEALTH"     WOULD  OFFER  A  FEDERALLY  SPECIFIED  BENEFIT  PACKAGE 
THAT  WOULD  INCLUDE  PREVENTIVE  AND  PRIMARY  CARE  AS  WELL  AS  OTHER 
PHYSICIAN  AND  HOSPITAL  CARE.     THOSE  NOT  WORKING  AND  THOSE  WORKING 
FOR  EMPLOYERS  WHO  DO  NOT  PROVIDE  PRIVATE  HEALTH  INSURANCE  WOULD 
BE  COVERED  BY  "USHEALTH". 

LONG-TERM  CARE  IS  GENERALLY  NOT  COVERED  BY  EMPLOYER  PLANS. 
"USHEALTH"  WOULD  COVER  EVERYONE  FOR  LONG-TERM  CARE,  EFFECTIVELY 
ELIMINATING  THE  NEED  FOR  PRIVATE  LONG-TERM  CARE  INSURANCE 
POLICIES.      STUDIES  BY  THE  GENERAL  ACCOUNTING  OFFICE,  THE 
BROOKINGS  INSTITUTION,   CONSUMER  REPORTS  AND  OTHERS  HAVE 
DEMONSTRATED  THE  INABILITY  OF  PRIVATE  INSURANCE  TO  PROVIDE 
MEANINGFUL  AND  AFFORDABLE  LONG-TERM  CARE  PROTECTION  NOW  OR  IN  THE 
FUTURE . 

UNDER  "USHEALTH"   STATES  WOULD  BE  REQUIRED  TO  MAINTAIN  THEIR 
CURRENT  LEVEL  OF  SPENDING  ON  HEALTH  CARE  AND  BENEFICIARIES  WOULD 
PAY  SOME  PREMIUMS,    COINSURANCE,   AND  DEDUCTIBLES.      INDIVIDUALS  AND 
FAMILIES  WITH  INCOMES  BELOW  100%  OF  THE  POVERTY  LEVEL  WOULD  NOT 
HAVE  TO  PAY  ANYTHING;   THOSE  WITH  INCOMES  BETWEEN  100%  AND  2  00% 
WOULD  PAY  ON  A  SLIDING  SCALE.     MEDICAID  WOULD  BE  ELIMINATED. 

"USHEALTH"  HAS  NOT  BEEN  COSTED-OUT  YET,   BUT  THE  PEPPER 
COMMISSION  ESTIMATED  THAT  A  PLAN  OF  THIS  TYPE  COULD  BE  PROVIDED 
FOR  ABOUT  $66.8  BILLION  IN  NEW  FEDERAL  SPENDING:     $24  BILLION  TO 
COVER  THE  UNINSURED;   $18.8  BILLION  TO  COVER  CARE  IN  A  NURSING 
HOME;  AND  $24  BILLION  TO  PAY  FOR  CARE  IN  THE  HOME. 

"USHEALTH"  COULD  BE  FINANCED  LARGELY  BY  LIFTING  THE  CAP  ON 
WAGES  SUBJECT  TO  THE  HEALTH  INSURANCE  AND  SOCIAL  SECURITY  TAXES 
(ESSENTIALLY  TAXING  INCOME  ABOVE  $53,400).     THE  ROUGHLY  5%  OF 
AMERICANS  EARNING  MORE  THAN  $53,400  A  YEAR  WOULD  JOIN  OTHER 
WORKERS  IN  PAYING  THE  7.65%  PAYROLL  TAX  ON  THEIR  FULL  INCOME. 

IN  A  NATIONAL  SURVEY,    POLLSTER  LOUIS  HARRIS  FOUND  THAT  70% 
OF  AMERICANS  FAVORED  LIFTING  THE  CAP  ON  INCOME  SUBJECT  TO  THE 
HEALTH  INSURANCE  PORTION  OF  THE  PAYROLL  TAX  TO  BROADEN  MEDICARE 
COVERAGE  TO  INCLUDE  LONG-TERM  HOME  HEALTH  CARE.  SEVENTY-THREE 
PERCENT  OF  AMERICANS  EARNING  OVER  THE  CAP.    78%  OF  BUSINESS 
EXECUTIVES.   AND  61%  OF  BUSINESS  OWNERS  SUPPORTED  THIS  FINANCING. 
THIS  LAYS  TO  REST  THE  ARGUMENT  THAT  THE  RICH  WHO  WOULD  PAY  THE 
ADDITIONAL  TAXES  WOULD  NOT  SUPPORT  SUCH  A  FINANCING  PLAN.     WE  CAN 
EXPECT  THAT  A  SIMILAR  PERCENTAGE  OF  AMERICANS  WOULD  FAVOR  LIFTING 
THE  CAP  ON  WAGES  SUBJECT  TO  THE  ENTIRE  PAYROLL  TAX  TO  PAY  FOR  A 
SUCH  A  COMPREHENSIVE  HEALTH  CARE  PLAN  AS  "USHEALTH". 

MY  PROPOSED  FINANCING  AND  THE  ESTIMATED  REVENUES  THAT  WOULD 
BE  RAISED  WOULD  BE  AS  FOLLOWS:     REMOVE  THE  CAP  ON  WAGES  SUBJECT 
TO  THE  HEALTH  INSURANCE  TAX   (5  BILLION) ;  REMOVE  THE  CAP  ON  WAGES 
SUBJECT  TO  THE  SOCIAL  SECURITY  TAX   (44  BILLION) ;  AND  INCREASE  THE 
HEALTH  INSURANCE  TAX  RATE  FROM  1.45%  TO  1.8%   (18  BILLION).  THIS 
WOULD  RAISE  A  TOTAL  OF  $67  BILLION. 

WE  BEGAN  ALONG  THE  PATH  OF  LIFTING  THE  CAP  ON  WAGES  SUBJECT 
TO  PAYROLL  TAXES  IN  THE  LAST  CONGRESS  BY  LIFTING  THE  CAP  ON  WAGES 
SUBJECT  TO  THE  HEALTH  INSURANCE  PORTION  TO  $125,000  FOR  THE 
PURPOSE  OF  DEFICIT  REDUCTION.     NUMEROUS  PROPOSALS  ARE  BEING 
ADVANCED  TO  REMOVE  THE  CAP  ON  WAGES  SUBJECT  TO  THE  ENTIRE  PAYROLL 
TAX  FOR  OTHER  PURPOSES.     I  BELIEVE  IT  IS  IMPORTANT  TO  PROPOSE 
THAT  HEALTH  CARE  FOR  ALL  AMERICANS  SHOULD  HAVE  FIRST  CALL  ON  THIS 
SOURCE  OF  REVENUE.     WHAT  OTHER  ISSUE  IS  MORE  WORTHY  OF  FUNDING? 

I  AM  DELIGHTED  THAT  YOU  HAVE  CALLED  THESE  HEARINGS  AND  I 
KNOW  THAT  WE  CAN  WORK  TOGETHER  TO  GAIN  PASSAGE  OF  A  COMPREHENSIVE 
HEALTH  CARE  PLAN  FOR  ALL  AMERICANS.     THANK  YOU. 
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Mr.  Gibbons.  Senator  Rockefeller,  we  heartily  welcome  you  to 
this  hearing,  and  you  may  proceed  as  you  wish. 

STATEMENT  OF  HON.  JOHN  D.  ROCKEFELLER  IV,  A  U.S.  SENATOR 
FROM  THE  STATE  OF  WEST  VIRGINIA,  AND  CHAIRMAN,  THE 
PEPPER  COMMISSION 

Senator  Rockefeller.  Mr.  Chairman,  thank  you  very  much.  I 
welcome  being  introduced  and  presented  by  you,  sir. 

Obviously  this  isn't  the  first  time  that  the  House  Ways  and 
Means  Committee  has  held  hearings  on  this  subject.  But,  I  think 
we  don't  really  have  much  more  time  to.  try  to  do  something  about 
it.  I  will  just  give  you  one  little  statistic.  The  average  cost  to  the 
average  worker  in  this  country  just  for  health  benefits,  Mr.  Chair- 
man, today  is  $3,200.  At  current  rates  of  growth,  in  8.75  years  it 
will  be  $22,000  per  worker  just  for  health  benefits.  That  gives  a 
sense  of  the  dimension  of  the  problem. 

I  don't  think  that  people  not  having  health  insurance  is  accepta- 
ble anymore  in  this  country.  We  all  know  what  cost  shifting  does. 
We  are  the  only  industrialized  country  without  a  national  health 
care  system.  You  know  all  of  that.  It  is  an  embarrassment  to  a 
country  that  bears  the  name  United  States  of  America.  And  even 
those  who  have  health  insurance  are  getting  less  confident  about 
the  system,  as  you  know. 

I  think  that  our  job  is  to  try,  on  Ways  and  Means  and  Finance 
and  other  committees,  to  chart  the  course,  to  get  our  health  care 
system  reformed  and  working.  And  I  think  that  is  not  just  our  job, 
frankly,  Mr.  Chairman,  but  I  think  that  the  President  of  the 
United  States  has  something  to  do  with  that  also.  I  could  say  more 
about  that  or  might,  if  encouraged  to. 

Mr.  Gibbons.  We  will  certainly  encourage  you  to  say  something 
about  it.  [Laughter.] 

Senator  Rockefeller.  We  on  the  Pepper  Commission  did,  as  you 
indicated,  work  hard,  and  we  found  out,  in  fact,  that  we  don't  have 
that  many  choices.  Some  say  that  we  should  expand  Medicaid.  Do 
the  best  we  can  and  hope  for  the  best.  But  we  found  that,  in  fact,  if 
you  did  greatly  expand  Medicaid  to  cover  all  the  poor  and  if  the 
near-poor  got  subsidies  for  their  insurance,  it  would  still  only  cover 
about  half  the  people  that  don't  have  health  insurance  now,  and  it 
would  cost  $36  billion — in  fact,  $12  billion  more  than  the  final 
Pepper  plan. 

A  single-payer  system  is  very  attractive  to  some  people.  I,  myself, 
philosophically  have  nothing  against  it.  In  fact,  6  of  the  12  congres- 
sional members  on  the  Pepper  Commission  voted  for  that  as  their 
first  choice.  But  the  majority  felt  that  we  had  to  recommend  some- 
thing which  we  could  enact,  which  we  could  do  which  was  more 
practical  politically  rather  than  to  try  and  get  $325  billion  for  a 
single-payer  comprehensive  health  care  system.  So,  we  opted  to 
stay  with  the  public /private  system,  but  to  reform  it  very,  very 
radically. 

We  didn't  want  to  patch.  We  didn't  want  to  replace.  We  want  to 
reform.  And  we  stuck  with  our  job-based  system.  We  think  that  a 
job  should  bring  along  with  it  health  insurance,  just  like  it  brings 
Social  Security  and  the  guarantee  of  a  decent  minimum  wage.  We 
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think  that  is  the  way  it  ought  to  work.  Three-quarters  of  all  work- 
ers in  this  country  now  get  their  health  insurance  that  way.  In 
fact,  three-quarters  of  all  of  the  uninsured  are  workers  or  their  de- 
pendents. 

Three-quarters  of  these  people  are  working,  Mr.  Chairman,  full- 
time,  part-time,  in  order  to  make  the  American  dream  come  true 
for  them.  And  our  system  prevents  that  from  happening.  If  we 
could  get,  in  fact,  everybody  who  works  covered,  we  would  be  well 
along  the  way  toward  universal  health  insurance. 

Now,  since  large  employers,  for  the  most  part,  provide  coverage, 
getting  the  rest  of  large  employers  who  don't  to  do  so  doesn't  in- 
volve a  lot  of  change.  The  Pepper  Commission  said  that  after  3 
years,  large  employers  would  have  to  go  ahead  and  provide  health 
insurance  coverage.  And,  as  I  said,  most  of  them  already  do.  That 
would  apply  to  businesses  with  more  than  100  people  employed. 

But  we  recognize  that  small  employers  face  formidable  barriers. 
Therefore,  we  recommend  that  small  group  insurance  reform  has 
to  take  place,  radical  insurance  reform  that  would  guarantee  open 
enrollment,  community  rating,  and  a  whole  series  of  other  things. 
We  have  got  to  do  health  insurance  reform.  We  have  got  to  do  it 
radically  and  dramatically  so  that  small  business  can  come  closer 
to  affording  the  cost  of  health  insurance.  Even  businesses  of  10  or 
fewer  employees — and  that  is  a  small  business — 46  percent  of  them 
already  offer  health  insurance.  The  others,  many  of  them  want  to, 
but  they  just  can't  afford  to  do  so. 

We  would  also  make  available  to  more  businesses  tax  credits.  In 
the  Pepper  Commission  we  offer  to  pay  up  to  40  percent  of  their 
health  insurance  premiums  for  small  businesses  employing  low- 
wage  workers  for  up  to  5  years.  Unincorporated  businesses  and  the 
self-employed  would  be  allowed  to  deduct  the  entire  cost  of  their 
health  insurance  premiums. 

These  measures  should  help  small  employers  purchase  health  in- 
surance for  their  workers  and  after  5  years,  if  80  percent  of  the 
previously  uninsured  have  insurance,  then  the  HHS  Secretary 
would  recommend  ways  to  provide  insurance  to  the  few  remaining, 
about  3  percent,  Americans  without  health  insurance.  If  the  recom- 
mended coverage  targets  are  not  met,  small  business  would  be  re- 
quired to  provide  health  insurance  to  their  workers.  In  addition, 
during  the  5-year  phasein,  various  cost  containment  initiatives 
would  be  implemented,  including  malpractice  reform,  increased  re- 
search in  outcomes  research,  practice  guidelines,  and  insurance 
market  reform. 

The  Commission  believes  that  just  as  it  is  the  responsibility  of 
business  to  insure  its  workers,  we  believe  that  it  is  the  responsibil- 
ity of  Government  to  make  sure  that  business  can  obtain  affordable 
coverage.  So  rather  than  take  the  approach  of  just  say  mandate 
right  now,  we  bend  over  backward  to  help  small  business  be  able  to 
afford  health  insurance  coverage. 

In  fact,  not  only  do  we  offer  to  pay  40  percent  of  their  premiums 
and  the  other  things  I  mentioned,  but  even  at  the  end  of  5  years  we 
say,  look,  if  you  don't  want  to  buy  health  insurance  from  the  pri- 
vate market  at  a  certain  percentage  of  your  payroll,  businesses  can 
buy  coverage  for  their  employees  into  a  public  plan.  When  I  talked 
to  small  business  owners  in  West  Virginia,  many  of  them  said  they 
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would  much  prefer  that  to  buying  their  own  health  insurance.  So 
we  give  them  a  choice.  We  bend  over  backward  to  make  all  of  this 
affordable  for  small  business,  Mr.  Chairman.  That  is  the  point  that 
I  am  trying  to  make. 

Mr.  Chairman,  we  think  that  it  is  Government's  job  to  assure 
access  to  a  decent  public  program  for  people  who  don't  work  along 
with  workers  whose  employers  would  rather  not  buy  health  insur- 
ance but  opt  into  the  public  plan.  So  what  we  do  is  we  replace  Med- 
icaid, basically.  We  think  Medicaid  is  a  shabby  program.  It  doesn't 
reimburse  providers  adequately.  Currently,  Medicaid  covers  less 
than  half  of  the  people  in  poverty.  Under  this  new  public  plan,  re- 
imbursement would  be  determined  using  Medicare  reimbursement 
rules  not  necessarily  Medicare  rates  but  Medicare  rules. 

Finally,  we  say  that  for  all  Americans,  insured  and  uninsured, 
action  is  needed  to  contain  health  care  costs,  and  also  that  we  have 
to  have  quality  assurance  programs  in  both  the  public  and  the  pri- 
vate markets.  The  Pepper  Commission  recommended  a  minimum 
basic  benefit  package,  Mr.  Chairman.  We  preempt  State  mandates. 
We  say  that  you  have  got  to  offer  at  least  this  minimum  basic 
package,  which  emphasizes  primary  care  and  prevention.  It  is  not  a 
Cadillac  package,  but  it  is  not  a  Yugo  either.  It  is  a  good,  solid, 
minimum  benefit  package.  Everybody  would  have  to  offer  that 
package.  They  could  offer  more  if  they  wanted  to,  but  they  would 
have  to  offer  the  minimum  benefit  package. 

We  put  a  heavy  emphasis  on  managed  care — our  other  cost  con- 
tainment measures  include  the  extension  of  Medicare's  increasing- 
ly effective  methods  of  provider  payment  for  the  new  public  pro- 
gram, data  collection,  outcomes  research,  tort  reform,  practice 
guidelines,  utilization  review. 

Now,  Mr.  Chairman,  we  think  that  these  are  some  of  the  ele- 
ments of  a  workable  and  comprehensive  health  care  plan.  We  also 
emphasize  individual  responsibility  through  cost  sharing.  Our  basic 
benefit  package,  subject  to  ability  to  pay,  includes  a  $250  deductible 
and  20  percent  coinsurance.  Mr.  Chairman,  I  think  this  is  our  last 
shot  to  reform  health  insurance  at  what  I  would  call  an  affordable 
cost.  If  this  doesn't  work,  then  I  think  we  are  going  to  have  nation- 
al health  insurance  in  a  decade. 

The  Pepper  Commission  plan  may  not  represent  the  perfect  or 
the  ideal  for  some,  but  I  firmly  believe  it  is  a  plan  that  is  enactable 
and  doable  in  the  short  term.  To  wait  another  10  years  for  the 
system  to  come  crashing  down,  is  too  long  for  33  million  without 
health  insurance.  If  you  have  a  workable  plan,  which  you  can  do 
piece  by  piece,  all  at  once,  or  some  combination,  I  think  it  is  uncon- 
scionable not  to  try  to  do  that. 

In  fact,  we  already  have  done  that.  Last  year,  we  reformed  medi- 
gap  insurance.  We  expanded  Medicaid  eligibility  for  children  and 
improved  Medicaid  coverage  for  home  health  care  for  frail  elderly. 
It  may  be  incremental,  but  it  is  progress.  We  can  do  health  insur- 
ance reform  this  year.  We  can  further  expand  coverage  for  preg- 
nant women  and  for  children  this  year.  Once  you  get  the  ball  roll- 
ing, the  momentum  I  think  will  pick  up  because  people  will  become 
more  educated. 

I  disagree  with  those  who  say  that  we  can't  do  it,  and  I  disagree 
with  those  who  say  that  we  can't  pay  for  it.  I  just  simply  do.  The 
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same  arguments  were  used  for  Medicare,  Social  Security,  man  on 
the  Moon.  You  know,  the  list  right  down  to  the  present  situation  in 
Kuwait,  and  S&Ls.  Personally,  I  would  like  to  see  the  President 
take  this  issue,  exercise  leadership,  make  it  his  legacy.  He  can 
start  out  with  making  sure  every  pregnant  women  and  child  had 
health  insurance  coverage.  That  would  cost  about  $7.5  billion.  It 
can  be  done.  It  can  be  done,  and  it  could  be  a  domestic  agenda  for 
him.  I  don't  see  why  he  doesn't.  It  would  help  so  much,  politically, 
and,  of  course,  more  importantly,  it  would  help  pregnant  women 
and  children. 

In  any  event,  there  is  a  lot  of  activity  going  on,  and  it  is  up  to  us, 
Ways  and  Means  and  Finance,  to  lead  the  way.  We  think  we  can 
start  with  insurance  reform  and  pregnant  women  and  children. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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The  Honorable  John  D.  Rockefeller  IV 
TESTIMONY  BEFORE  COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 
APRIL  23,  1991 


Thank  you,  Mr.  Chairman.     I  feel  most  honored  to  be  asked  to 
testify  before  you  and  your  Committee.    And  I  hope  that  I  can 
help  us  move  a  step  closer  to  the  health  care  reform  you  and  I 
know  we  so  urgently  need. 

Today  is  hardly  the  first  time  this  Committee  has  explored 
solutions  to  the  health  care  problems  facing  the  nation. 
Millions  of  Americans  have  long  lacked  basic  insurance 
protection.     Health  care  costs  have  risen  rapidly  and  almost 
inexorably  for  more  than  two  decades . 

But  today's  call  for  health  care  reform  has  a  new  urgency. 
Un-insurance  is  no  longer  just  a  problem  for  a  minority  of 
Americans.     The  majority  of  our  citizens  —  hard  working 
Americans  who  get  health  coverage  through  their  jobs  —  see  the 
system  they  count  on  in  serious  danger. 

Speaking  to  you  as  colleagues,  I  want  to  argue  that  it  is 
our  job  to  provide  our  citizens  a  strategy  for  reform  that  can 
secure  health  care  coverage  for  all  Americans  —  the  millions  who 
do  not  have  it  and  the  millions  in  danger  of  losing  it  —  within 
an  affordable,  effective  health  care  system.     This  should  be  the 
collective  and  pressing  goal  for  your  Committee  and  mine,  for  all 
of  our  colleagues  in  the  Congress,  and  for  the  President  and  his 
top  officials. 

At  your  invitation,  I  will  briefly  share  with  you  how  your 
colleagues  on  the  Pepper  Commission  worked  to  develop  such  a 
strategy  that  I,  and  other  members  of  that  Commission,  firmly 
believe  we  can  achieve. 

As  you  know,  the  Pepper  Commission  spent  more  than  a  year 
deliberating  and  weighing  alternative  approaches  to  health  care 
reform.     It  is  constantly  said  that  a  consensus  eludes  us  because 
the  issue  is  so  complicated.     But  as  we  learned  in  the  course  of 
the  Commission's  work,  when  it  comes  right  down  to  it,  we  don't 
have  a  lot  of  choices  on  how  to  do  the  job. 

Some  say  we  should  limit  our  sights  to  modest,  incremental 
steps,  usually  expansions  in  Medicaid  coverage,  and  hope  for  the 
best.    But  the  Commission  concluded  that  patching  the  system  is 
simply  not  enough.    Even  if  Medicaid  were  greatly  expanded  —  to 
cover  all  the  poor  —  and  the  near  poor  got  subsidies  for  private 
insurance,  insurance  would  remain  too  expensive  for  about  half 
the  Americans  who  now  lack  coverage  (more  than  14  million 
Americans ) .    And  taxpayers  would  bear  the  costs  of  insurance  for 
workers  whose  employers,  unlike  most  employers,  do  not  provide 
coverage . 

The  Commission  also  rejected  a  single-payer,  government-run 
national  health  insurance  program.    Not  because  all  of  its 
members  didn't  like  it;  in  fact,  for  several  members,  national 
health  insurance  was  their  first  choice. 

But  the  majority  of  the  Commission  ultimately  concluded  that 
their  job  was  not  to  put  forward  an  ideal  system.     It  was  to 
recommend  a  doable  system.    Most  Americans  now  have  health 
insurance  that  can  be  made  to  protect  them;  and  most  health 
insurance  is  purchased  with  private  funds.     Our  Commission 
believed  that  to  try  to  shift  so  many  people  and  so  many  dollars 
—  an  estimated  $209  billion  —  from  the  private  to  the  public 
sector  is  neither  fiscally  sound  nor  politically  pragmatic. 

In  sum,  our  Commission  concluded  that  to  achieve  universal 
health  care  coverage  in  anything  like  the  immediate  future,  as  we 
believe  essential,  we  can  neither  patch  nor  replace  current 
coverage.     Rather,  we  must  secure  and  extend  the  combination  of 
job-based  and  public  coverage  we  now  have  into  a  system  that 
truly  guarantees  adequate  coverage  for  all  Americans  and  that 
ensures  efficient  and  quality  health  care  in  private  and  public 
coverage  alike. 
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I  will  quickly  walk  you  through  the  blueprint  proposed  by 
the  Pepper  Commission: 

First,  all  workers  must  be  entitled  to  health  care  coverage 
in  their  jobs,  just  as  they  are  entitled  to  a  decent  minimum  wage 
or  participation  in  social  security.     Three  quarters  of  all 
workers  now  get  health  coverage  through  their  jobs;  three 
quarters  of  the  uninsured  are  workers  or  in  workers'  families. 
If  all  employers  covered  employees  and  their  dependents,  as  most 
do  now,  we'd  be  well  on  our  way  to  universal  coverage. 

Since  almost  all  large  employers  now  provide  coverage, 
getting  all  of  them  to  do  so  involves  little  change.  Therefore, 
after  a  brief  period  for  adjustment,  the  Commission  would  require 
these  employers  (with  more  than  100  workers)  to  cover  employees 
and  their  nonworking  dependents. 

But  we  recognize  that  many  small  employers  now  face 
formidable  barriers  to  buying  coverage  —  hurdles  that  must  be 
dismantled  or  overcome.     The  Commission  therefore  recommended 
small  group  insurance  reform  that  would  guarantee  open 
enrollment,  community  rating  and  access  to  a  federally-defined 
minimum  standard  of  benefits  —  reforms  aimed  to  make  coverage 
available  to  small  groups.    Under  our  proposal,  tax  credits  would 
also  be  provided  to  small  employers,  to  reduce  their  insurance 
costs. 

These  reforms  should  help  small  employers  obtain  the 
coverage  they  say  they  want.    But  if  this  help  is  insufficient, 
and,  after  four  to  five  years,  workers  in  small  businesses  are 
still  without  coverage,  the  Commission  would  require  that  all 
small  businesses,  like  large  businesses,  provide  coverage  to 
their  workers.  . 

Second,  the  Commission  believed  that  just  as  it  is  the 
responsibility  of  business  to  insure  its  workers,  it  is 
government's  job  to  assure  that  businesses  can  obtain  affordable 
coverage.     Rather  than  simply  requiring  any  employer  to  buy 
private  coverage,  whatever  its  costs,  the  Commission  would 
therefore  give  employers  a  choice:    purchase  private  coverage  or 
purchase  coverage  from  a  newly-established  public  program  at 
subsidized  prices.     The  price  for  public  coverage  would  be  set 
not  to  eliminate  the  private  insurance  that  many  Americans  want 
very  much  to  retain,  but  to  make  insurance  affordable  for 
employers  of  low-wage  workers. 

Third,  the  Commission  said  it  is  government's  job  to  assure 
subsidized  access  to  a  decent  public  program  for  non-workers, 
along  with  workers  whose  employers  find  public  coverage  more 
affordable.    We  therefore  recommended  replacing  Medicaid  with  a 
new  federal  program  that  would  provide  the  same  minimum  standard 
of  benefits  that  employers  would  have  to  provide.    The  public 
program  would  pay  providers  rates  based  on  Medicare  rules,  in 
place  of  Medicaid's  abysmally  low  rates. 

Finally,  the  Commission  believed  that  for  all  Americans, 
insured  and  uninsured,  action  is  needed  to  contain  medical  costs 
and  assure  quality  of  care  in  public  and  private  coverage.  The 
Commission  would  achieve  these  objectives  through  a  number  of 
actions,  including:      a  basic  benefit  package  that  emphasizes 
prevention  and  consumer  cost-sharing;  the  encouragement  of 
managed  care  and  other  innovative  delivery  mechanisms;  extension 
of  Medicare's  increasingly  effective  methods  of  provider  payment 
to  the  new  public  program;  and  data  collection,  outcomes 
research,  and  practice  guidelines  to  help  public  and  private 
payers  alike  use  their  dollars  wisely. 

Mr.  Chairman  and  my  distinguished  colleagues,  these  are  the 
elements  of  workable  and  comprehensive  health  care  reform  — 
reform  that  extends  and  secures  coverage  and  shares  and  contains 
costs.     Putting  the  private  and  public  pieces  together  and  making 
them  work  will  take  commitment  and  effort.     It  is  not  as  pure  and 
simple  as  starting  over,  through  national  health  insurance.  But 
I  would  argue  that  holding  out  for  starting  over  is  to  hold 
millions  of  Americans  —  who  are  now  or  about-to-be  uninsured  — 
hostage  to  a  politically  infeasible  concept  of  an  "ideal"  system. 
As  long  as  an  reasonable  alternative  can  work,  and  I  firmly 
believe  it  can,  it  is  unconscionable  not  to  pursue  it. 

And  I  propose  that  we  get  going:    we  should  pursue  an 
approach  like  the  Pepper  Commission's  with  confidence  that  the 
time  has  indeed  come  for  action  to  resolve  our  health  crisis. 

whenever  I  make  this  plea,  the  obvious  question  is  "where 
will  we  get  the  money?"    When  it  is  fully  in  place,  it  is 
estimated  that  the  Pepper  Commission  will  require  an  additional 
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$24  billion  in  federal  spending.    I  am  absolutely  convinced  that 
we  can  shoulder  the  extra  costs  of  shoring  up  our  health  care 
system  by  preventing  the  much  greater  and  tragic  costs  of 
inaction.    We  have  seen  again  and  again  that  when  Americans 
perceive  a  crisis  and  their  leaders  galvanize  around  a  reasonable 
solution,  we  commit  the  necessary  funds.    The  Pepper  Commission 
identified  a  number  of  constructive  ways  to  raise  that  money, 
sharing  burdens  fairly  across  the  population.     If  our  President 
and  the  Congress  could  agree  on 'a  program,  your  committee  and 
mine  can  figure  out  how  to  raise  the  funds. 

And  I  disagree  with  those  who  say  we  can't  do  it  now;  that 
there  is  too  little  consensus  to  move  forward.  For  one,  we  have 
already  begun  to  move  forward.  At  the  end  of  the  last  Congress, 
we  enacted  new  coverage  for  children,  home  care  for  seniors,  and 
insurance  reform  —  for  Medigap  —  that  start  us  down  the  very 
step-by-step  path  to  universal  coverage  the  Pepper  Commission 
recommended . 

We  also  have  to  recognize  our  unique  role  in  forging  the 
consensus.    Health  care  reform  will  require  seeing  past  the 
criticisms  and  concerns  of  a  long  list  of  vested  interests  that 
want  someone  else  to  make  the  concessions  or  break  the  gridlock. 
We  should  craft  a  comprehensive  solution  based  on  the  principles 
of  burden  sharing  and  fairness  —  principles  that  have  proven  to 
make  sense  to  the  American  people. 

If  we  —  by  that,  I  mean  our  Committees  —  if  we  pay 
attention,  we  can  use  what  we've  already  done  to  build  momentum 
toward  full-scale  reform.     Take  the  case  of  insurance  reform,  for 
example.    The  Pepper  Commission  recommendations  have  helped  to 
spark  a  current  of  legislative  activity,  including  a  bill  by  your 
colleagues,  Reps.  Johnson  and  Chandler.    The  industry,  state 
regulators,  consumers,  small  and  large  employers  are  all 
developing  actual  proposals  or  positions  on  this  issue, 
anticipating  legislative  action.     In  other  words,  most  of  the  key 
players  are  at  edge  of  the  table  and  ready  to  deal. 

Now  it's  up  to  us  —  the  Ways  and  Means  and  the  Finance 
Committees  —  to  be  at  the  head  of  that  table;    to  lead  all  those 
players  through  the  tradeoffs  and  the  compromises  that 
legislation  will  require.    And,  when  we  go  to  work  on  insurance 
reform,  we  will  inevitably  find  ourselves  forced  to  address  all 
the  other  building  blocks  of  reform:    the  obligations  of  small 
and  large  business,  the  role  of  federal  and  state  governments, 
cost  containment,  and  so  on  —  until  the  job  is  done. 

We  have  to  lead  that  process  —  get  all  the  parties  to  go 
beyond  criticizing  someone  else's  proposal  as  unworkable  and  put 
their  own  best  ideas  on  the  table.    No  one  —  not  Congress,  not 
the  President,  not  the  insurers  or  the  businesses  or  the 
providers  or  any  one  else  —  can  any  longer  afford  to  throw  up 
their  hands  and  say:    This  issue  is  just  too  complicated;  we've 
got  to  study  it,  think  about  it,  massage  it  some  more.  Instead, 
we  should  roll  up  our  sleeves  and  get  going  —  broker  the 
compromises,  educate  the  public  and  make  reform  a  reality. 

Mr.  Chairman,  I  don't  deny  this  will  be  hard  work, 
substantively  and  politically.    But  for  both  moral  and  economic 
reasons,  we  have  to  rise  to  the  challenge. 
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Mr.  Gibbons.  Thank  you,  Senator. 

First,  we  want  to  commend  you  for  having  devoted  so  much  time 
and  so  much  effort  and  skill  to  considering  this  very  tough  prob- 
lem. Do  you  think  it  would  be  possible  to  phase  in  the  pay-or-play 
plan  by  starting  with  the  coverage  for  pregnant  women  and  chil- 
dren? 

Senator  Rockefeller.  Yes. 

Mr.  Gibbons.  You  have  already  answered  that  question.  That 
would  be  your  preferable  way. 
Senator  Rockefeller.  The  whole  thing  can  be  phased. 
Mr.  Gibbons.  Phased  in. 

Senator  Rockefeller.  It  is  totally  laid  out.  The  whole  plan  is 
laid  out  over  a  period  of  5  years,  not  just  for  access  but  also  for 
long-term  care. 

Mr.  Gibbons.  Well,  I  know  the  Pepper  Commission  didn't  spell 
out  how  cost  increases  would  be  restrained.  Let  me  ask  you  this:  Do 
you  believe  that  the  major  health  insurance  plan  should  include 
explicit  provisions  containing  cost? 

Senator  Rockefeller.  You  mean  paying  for  it  or  cost  contain- 
ment? 

Mr.  Gibbons.  Well,  the  cost  containment. 

Senator  Rockefeller.  Cost  containment.  Well,  we  recommended, 
as  I  indicated,  outcomes  research,  tort  reform,  managed  care,  prac- 
tice guidelines,  and  a  lot  of  other  things  in  it.  But  I  have  to  also 
say  that  last  week  in  the  Finance  Committee  we  had  CEOs  of 
major  companies  testifying  that  we  should  look  at  global  budgeting, 
overall  expenditure  targets,  all-payer  systems,  all  kinds  of  things. 
There  are  even  more  dramatic  proposals  on  cost  containment  on 
the  table  now,  which  big  business  and  others  are  increasingly  look- 
ing for.  Frankly,  I  think  that  one  could  argue  that  cost  contain- 
ment may  be  the  gateway  through  which  access  has  to  pass  in 
order  to  become  law. 

Mr.  Gibbons.  Last  week  I  introduced  a  bill  that  would  extend 
Medicare  to  all  Americans  regardless  of  age,  every  American,  ev- 
erybody that  is  legally  in  the  United  States.  Did  you  all  in  the 
Pepper  Commission  consider  that  during  your  deliberations? 

Senator  Rockefeller.  Sir,  we  considered  that.  We  looked  at  Med- 
icaid expansion,  national  health  insurance  or  a  single-payer,  and 
the  public-private,  employer-based  system  that  we  recommended. 
Other  proposals  were  considered,  but  we  didn't  look  at  the  one  that 
you  have  laid  out,  Mr.  Chairman,  perhaps  as  carefully. 

Mr.  Gibbons.  Well,  I  would  like  to  have  you  think  about  it  in 
light  of  your  extensive  education  in  this  area. 

Now,  it  seems  to  me  that  we  have  got  a  program  that  has  been 
in  existence  for  25  years  and  has  been  uniquely  accepted.  Every- 
body is  paying  for  it  today,  and  some  of  us  are  using  it,  or  getting 
the  benefits  from  it.  And  it  still  preserves  a  very  important  role  for 
the  private  insurance  industry  selling  their  medigap  insurance. 
And  it  gives  the  individual  American  the  right  to  choose  his  health 
care  provider  and  to  switch  health  care  providers  and  to  be  mobile 
in  the  country. 

One  of  the  things  that  worries  me  about  the  proposal  of  the 
health  care  from  the  Pepper  Commission  is  that  I  think  small  busi- 
ness has  been  the  great  stimulus  in  our  society.  The  fact  that 
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people  can  start  out  with  one  and  two  employees  and  expand  very 
rapidly,  they  have  been  the  great  innovators.  I  don't  know  how  you 
start  a  small  business— I  have  started  a  few  of  them  myself— 
throwing  that  much  health  insurance  at  them  as  a  minimum  re- 
quirement for  getting  into  business.  It  seems  to  me  that  we  would 
really  stifle  innovation  that  small  business  brings  about. 

Senator  Rockefeller.  Mr.  Chairman. 

Mr.  Gibbons.  Yes,  sir. 

Senator  Rockefeller.  If  I  could  just  speak  to  that  for  a  moment. 
Under  the  Pepper  Commission  plan,  because  of  precisely  what  you 
have  said,  small  business  employers  are  not  even  required  to  do 
anything  if  they  choose  not  to  for  a  period  of  5  years  from  enact- 
ment of  this  bill.  We  do  back  flips  for  small  business,  and  I  am  will- 
ing to  do  more  back  flips,  subsidies  and  credits,  whatever  it  might 
take  to  make  health  insurance  affordable  to  them.  Remember, 
almost  half  of  all  small  businesses  with  10  or  fewer  employees  are 
already  providing  health  insurance. 

One  of  the  problems  is  a  lot  of  those  small  businesses  are  just 
totally  written  out  by  the  health  insurance  industry.  They  can  be  a 
small  business  making  all  kinds  of  money,  and  insurance  won't 
touch  them.  That  is  why  we  must  radically  redo  health  insurance 
as  an  industry.  We  try  to  do  everything  possible — and  would  do 
more,  speaking  for  myself — to  make  it  possible  for  small  business 
to  afford  health  insurance  because  that  is  the  engine  of  our  coun- 
try. 

Mr.  Gibbons.  Thank  you,  Senator. 
Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Senator,  I  thank  you  for  all  the  time  and  effort  that  you  have 
put  into  this.  It  is  a  very  difficult  task,  as  we  all  recognize.  I  appre- 
ciate you  taking  the  time  to  come  before  our  committee  today. 

I  couldn't  help  but  think  back  on  your  comment  that  there  is  a 
perfect  system.  I  must  tell  you  that  the  "perfect"  systems  in  other 
parts  of  the  world  have  not  met  with  rave  reviews.  I  for  one  do  not 
believe  that  there  is  such  a  thing  as  a  perfect  system.  I  doubt  really 
that  you  meant  what  you  said,  but  you  said  "until  we  can  get  to 
the  perfect  system." 

I  am  curious  as  to  after  5  years  of  implementation  of  your  recom- 
mendations, who  will  still  not  be  covered?  Who  will  fall  between 
the  cracks? 

Senator  Rockefeller.  Not  one  single  man,  woman,  or  child  in 
this  country. 

Mr.  Archer.  I  think  it  is  important  for  us  to  note  that  there  are 
two  kinds  of  access.  There  is  access  to  insurance,  and  there  is 
access  to  medical  care.  Although  there  are  many  people  who  do  not 
have  access  to  insurance  today,  there  are  very  few  people  that  do 
not  have  access  to  medical  care  in  this  country. 

It  is  interesting  to  note  that  I  just  saw  a  study  in  the  last  week 
that  indicated  that  although  the  Cubans  in  this  country  seem  to 
have  the  lowest  access  to  insurance  and  the  lowest  insurance  cover- 
age, they  have  one  of  the  highest  accesses  to  medical  care.  Can  you 
give  us  any  explanation  of  that? 

Senator  Rockefeller.  Yes,  I  can,  Congressman.  What  they  are 
doing  is  they  are  going  to  the  emergency  rooms,  trauma  centers 
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around  this  country — in  fact,  the  emergency  room  has  become 
their  family  doctor.  But,  of  course,  usually  they  wait  until  it  is 
much  too  late.  When  they  do  come,  obviously  that  is  called  uncom- 
pensated care  or  free  care.  And  you  and  I  both  know  that  is  ridicu- 
lous. That  is  not  free  at  all.  The  cost  is  added  on  to  the  insurance 
premiums  of  every  other  payer  in  that  area  and,  so  to  speak, 
around  the  country. 

It  is  so  sad  because  if  those  same  folks  were  getting  the  preven- 
tive care  that  we  would  offer  under  our  standard  benefit  package, 
so  much  of  what  they  come  in  for  to  the  emergency  rooms,  too  late, 
wouldn't  happen  in  the  first  place.  Because  they  would  have  been 
getting  proper  preventive  care,  primary  care,  and  prenatal  care. 

Mr.  Archer.  I  am  sure  that  you  are  also  aware  that  prenatal 
care,  where  it  is  made  available,  produces  results  frequently  that 
are  not  up  to  the  expectations  of  those  who  talk  about  preventive 
medicine.  For  example,  Hispanics  in  this  country  who  have  access 
to  prenatal  care  have  a  worse  result  in  infant  mortality  and  low 
birth  weight  than  those  who  are  in  Mexico.  Have  you  seen  those 
studies? 

Senator  Rockefeller.  Yes.  I  saw  another  study  that  caught  my 
eye.  It  showed  that  the  State  that  had  the  best  record  on  low  birth 
weights — that  is,  the  fewest  low  birth  weights  per  capita — was 
North  Dakota.  And,  the  State  that  had  the  worst  record — that  is, 
the  highest  low  birth  weights  per  capita — was  South  Dakota.  And  I 
said,  good  grief,  what  is  going  on  here? 

You  look  a  little  bit  more  into  the  figure,  and  you  see  that  South 
Dakota  has  a  substantial  number  of  Indian  reservations;  North 
Dakota  has  many  fewer.  So  the  Indian  population  is  very  much  ob- 
viously playing  in  this  ball  park. 

If  you  have  health  insurance,  it  doesn't  mean  that  people  keep 
their  appointments  in  prenatal  care.  But  if  you  have  

Mr.  Archer.  It  doesn't  mean  that  they  do  what  the  doctors  tell 
them  either. 

Senator  Rockefeller.  That  is  right.  And  it  doesn't  mean  that, 
you  know,  all  of  our  wives  do  everything  that  the  doctor  says.  But 
if  it  is  accessible  to  them  and  if  you  reach  out  to  them  through 
rural  health  clinics  and  if  you  upgrade  the  National  Health  Service 
Corps  so  that  you  get  people  into  those  rural  areas  of  the  Dakotas 
and  New  Mexico  and  Arizona,  and  those  rural  health  clinics  are 
working  with  people,  with  families.  Let's  say  a  teenager  becomes 
pregnant,  that  teenager  develops  a  trust  toward  that  rural  health 
center  or  migrant  health  center  or  Indian  health  center.  And  so 
would  be  much  more  likely,  therefore,  to  go  in  and  get  the  prenatal 
care  and  are  more  likely  to  keep  their  appointments.  But  there  is, 
of  course,  no  guarantee. 

Mr.  Archer.  One  final  question,  Mr.  Chairman,  if  I  may. 

Senator  Rockefeller,  in  the  Pepper  Commission,  you  recommend- 
ed or  said  that  the  program  would  cost  roughly  $24  billion,  I  be- 
lieve. You  have  commented  that  that  should  not  be  a  problem  for 
this  country.  This  committee  would  really  like  to  hear  your  recom- 
mendation as  to  what  taxes  you  would  raise  to  pay  for  that  because 
that  really  is  our  role  here. 

Senator  Rockefeller.  I  will  leave  that  with  the  tax- writing  com- 
mittees. We  laid  out  six  options,  and  they  go  all  the  way  from  a  1.9 
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percent  increase — I  am  just  taking  the  highest  dollar  figure  in  each 
of  the  options — a  1.9  percent  increase  in  the  FICA  rate,  a  4  percent 
value-added  tax  with  exemptions  for  food,  shelter,  health,  that  is 
another  big  one;  33  percent  top  rate  for  income  tax,  7  percent 
surtax,  that  is  another  option;  supplemental  tax  of  4.5  percent  on 
modified  gross  income  over  $32,000  for  joint  returns.  That  last  one 
would  raise  $75  billion.  This  is  the  entire  Pepper  Commission  rec- 
ommendations I  am  talking  about,  not  just  the  $24  billion  but  the 
$70  billion  needed  for  the  whole  Pepper  Commission  plan,  which 
includes  long-term  care. 

We  lay  them  out  here.  They  all  have  the  same  principles.  They 
have  to  be  board-based,  progressive,  and  they  have  to  be  taxes  that 
will  grow  over  time. 

Mr.  Archer.  Which  one  would  you  personally  prefer  out  of  that 
list? 

Senator  Rockefeller.  I  haven't  picked  a  particular  one.  Some  of 
these  I  could  live  with  better  than  others.  The  value-added  tax  is  a 
very  interesting  tax.  I  don't  see  a  whole  lot  of  hope  for  getting  it 
done  here.  But  I  think  at  some  point  if  we  are  going  to  increase 
savings  in  this  country,  that  has  a  lot  to  be  said  for  it. 

But  let  me  just  finish  that  question.  You  talked  about  prenatal 
care.  We  are  paying  so  much  for  not  doing  this.  Good  prenatal  care 
costs  about  $600  minus  delivery.  If  you  don't  have  good  prenatal 
care — I  was  in  a  hospital  in  Orlando,  Fla.,  over  the  weekend  and 
visited  a  neonatal  intensive  care  unit.  There  were  so  many  of  those 
little  babies,  low  birth  weight  babies.  Their  parents,  most  of  them, 
didn't  have  health  insurance.  Many  of  them  were  teenagers.  The 
cost  of  a  neonatal  intensive  care  is,  at  a  minimum,  $3,000  per  day, 
or  if  they  are  on  more  expensive  technology,  $5,000  per  day.  Then 
you  start  multiplying  2  or  3  months  times  $3,000  a  day,  and  then 
some  of  those  infant  people  will  be  cognitively  or  physically  im- 
paired for  the  rest  of  their  lives.  So  you  may  be  talking  about  $2  or 
$3  million,  as  opposed  to  $600. 

So  when  you  talk  about  saving  money,  we  think  getting  at  these 
problems  is  an  investment  in  the  beginning,  but,  boy,  is  it  a  cost 
saver  later  on. 

Mr.  Archer.  But  in  your  study,  how  many  of  the  mothers  had 
access  to  prenatal  care  of  those  babies  that  you  saw? 

Senator  Rockefeller.  The  doctors  there  told  me  that  it  was  ap- 
proximately 50  percent  of  the  cases  in  the  neonatal  intensive  care 
unit.  In  Cook  County  General  Hospital,  it  would  be  much  higher 
than  that.  In  places  in  West  Virginia,  it  might  be  substantially 
higher  than  that. 

Mr.  Archer.  Well,  it  clearly  can  be  helpful  if  it  is  utilized  effec- 
tively. But  I  hate  for  us  to  get  a  lot  of  expectations  out  here  that 
are  not  going  to  materialize  on  a  cost/benefit  basis. 

Thank  you  very  much. 

Senator  Rockefeller.  Mr.  Chairman,  if  I  could  have  one  more 
comment? 
Mr.  Gibbons.  Yes,  sir.  Go  ahead. 

Senator  Rockefeller.  We  had  a  very  interesting  experience  last 
week  in  the  Finance  Committee.  Dick  Darman  spent  a  whole  week, 
Mr.  Chairman,  preparing  for  his  testimony  and  wrote  out  his  own 
testimony.  He  got  into  health  care.  The  first  time,  I  think.  It  is  the 
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first  time  he  really  looked  at  the  cost  dimensions  if  we  don't  do 
something.  He  was  not  a  frightened  man,  but  he  was  a  shaken 
man.  He  had  no  solution  for  it.  But  he  basically  took  us  through 
the  drill,  showing  how  by  the  year  2020  the  gross  national  product 
for  health  care  would  be  about  20  or  25  percent. 

It  is  out  of  control,  Mr.  Chairman.  We  do  not  have  the  option,  it 
seems  to  me,  of  doing  nothing.  And  the  problem  with  those  of  us 
who  are  politicians,  it  seems  to  me,  is  that  we  all  want  what  I  want 
because  we  have  all  been  in  the  business  for  a  while.  Our  first 
choice  is  what  we  want;  our  second  choice  is  I  vote  no  because  it  is 
not  what  I  want.  I  think  we  in  the  political  business  have  to  learn 
how  to  work  with  each  other  and,  frankly,  swallow  some  of  our 
pride.  I  am  not  insisting  something  has  to  be  the  Pepper  Commis- 
sion plan.  I  want  a  result.  This  is  on  the  table.  It  is  ready  to  go.  We 
can  do  something  else  that  may  be  better.  There  is  too  much  of 
that  in  Congress,  and  I  am  sorry  that  at  the  other  end  of  Pennsyl- 
vania Avenue  they  don't  have  an  inkling  of  this  yet. 

Mr.  Gibbons.  Thank  you,  Senator.  We  have  a  lot  of  other  people 
that  want  to  question  you,  I  believe. 

I  would  urge  all  members  to  try  to  limit  their  questions  because 
we  have  a  number  of  very  excellent  witnesses  this  morning.  I  have 
next  on  the  list  Mr.  Downey  and  Mr.  Pease,  and  then  Mr.  Sund- 
quist.  Mr.  Downey. 

Mr.  Downey.  Mr.  Chairman,  thank  you.  I  want  to  also  thank 
Senator  Rockefeller  for  the  fine  work  he  has  done  on  the  Pepper 
Commission  and  for  his  excellent  testimony  today. 

Jay,  can  you  just  talk  to  me  politically  for  a  minute?  I  am  a  co- 
sponsor  of  the  Russo  bill,  which  is  a  single-payer  plan.  Frankly,  I 
think  that  is  a  far  better  approach  to  dealing  with  this  problem 
than  incrementally,  though  I  am  attracted  to  your  point  about  in- 
cremental politics  and  incremental  changes  because  the  political 
climate  may  only  allow  that. 

Why  isn't  it  better  for  us  as  Americans  and  as  policymakers  to 
put  forward  a  bold  change  and  force  people  to  think  about  all  of 
the  problems  that  are  inherent  in  this  system,  rather  than  trying 
to  take  just  children  and  expand  children  to  include  long-term  care 
and  the  way  we  have  been  going  about  it?  It  seems  to  me  that  the 
cost,  as  you  suggest  at  the  outside  of  your  testimony,  are  so  horren- 
dous, and  the  prospects  with  1,500  private  insurers,  51  different 
Medicaid  programs  really  complicate  matters,  and  that  rather  than 
trying  to  work  through  a  private  insurance  system,  figuring  out  a 
single  payer  is  a  much  better  cost-effective  approach  in  terms  of 
quality,  cost  control,  and  peace  of  mind  for  the  people  out  there 
who  are  very  concerned  about  their  health  care  coverage. 

Senator  Rockefeller.  Tom,  I  would  have,  as  I  say,  no  philosophi- 
cal problem.  I  prefer  our  current  system  if  it  can  be  made  to  work. 
If  it  can't  be  made  to  work,  it  is  not  going  to  be  a  choice  for  any  of 
us.  By  the  end  of  this  decade  or  the  first  2  years  of  the  next  decade, 
we  are  going  to  have  national  health  insurance.  My  problem  is  that 
I  am  not  particularly  anxious  to  take  companies  like  AT&T  or 
Exxon  or  IBM  or,  you  know,  some  of  these  major  corporations  and, 
as  would  happen  in  the  single-payer  system,  you  would  shift  $209 
billion  off  of  what  they  are  now  currently  doing,  and  you  would 
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hand  it  to  the  taxpayer.  That  is  what  private  industry  is  now 
paying,  $209  billion,  for  health  insurance. 

How  can  I  justify  in  my  mind  taking  that  money  off  of  AT&T 
and  Exxon  and  handing  it  to  my  coal  miners  in  West  Virginia? 
Now,  if  it  comes  to  that  and  for  comprehensive  health  care  we 
have  to  do  a  single-payer  at  $325  billion,  we  will  do  it.  Just  as  we 
sent  somebody  to  the  moon,  because  we  said  it  and  it  became  a 
matter  of  intense  national  will. 

Mr.  Russo.  Would  the  gentleman  yield? 

Mr.  Downey.  I  would  be  happy  to  yield. 

Mr.  Russo.  Senator,  I  think  when  we  talk  about  the  cost  shift, 
the  bottom  line  difference  with  a  single-payer  program  is  when  you 
save  those  administrative  costs  of  anywhere  between  $50  and  $80 
billion  a  year,  you  can  then  plow  that  back  in  and  provide  the  kind 
of  coverage  that  is  necessary,  quality  care,  contain  costs,  and  give 
the  public  peace  of  mind.  You  know,  when  I  hear  people  say  it  is 
going  to  cost  an  additional  $325  billion,  nobody  talks  about  the  sav- 
ings from  premium  costs,  out-of-pocket  expenses,  and  in-house 
health  care.  There  is  a  tremendous  amount  saved  when  you  go  to  a 
single-payer  system.  It  is  not  a  question  of  increasing  costs.  It  is  a 
question  of  saying,  look,  this  is  a  way  we  all  know  will  contain 
costs.  CBO  says  it,  GAO  said  it,  and  Dr.  Roper  said  it.  If  you 
wanted  to  give  quality  care  to  everybody  in  this  country,  the  only 
way  to  do  it  is  through  a  single-payer  system.  It  is  cheaper.  You 
can  do  it  today. 

I  like  to  believe,  like  you  do,  that  the  private  sector  can  do  it. 
Insurance  companies  have  had  all  these  years  to  do  it.  We  are  in 
the  soup  we  are  in  today  because  they  spend  more  money  trying  to 
exclude  people  from  care  than  the  United  States  spends  on  cancer 
research 

Senator  Rockefeller.  Mr.  Chairman,  if  I  might  respond  to  that, 
I  find  no  argument  with  the  gentleman's  argument,  with  the  single 
exception  that  you  don't  get  to  all  of  those  good  things  that  happen 
afterwards,  the  efficiencies  of  administration,  the  elimination  of  all 
cost  shifting  and  all  kinds  of  other  things,  until  you  go  through  a 
hoop.  And  unfortunately,  that  hoop  you  have  to  go  through  before 
you  get  there,  and  that  hoop  is  called  $325  billion.  And  I  am  trying 
to  think  in  my  mind,  after  what  we  went  through  for  6  months  last 
year  trying  to  raise  $25  billion  as  part  of  the  budget  summit  agree- 
ment. It  took  us  5  months  to  do  that.  You  have  got  to  go  through 
that  hoop  before  you  get  these  good  things. 

If  there  was  a  way  to  do  that,  that  would  be  attractive. 

Mr.  Downey.  Jay,  you  said  $209  billion  is  the  cost  shift  that  is 
currently  borne  by  private  insurers  today. 

Senator  Rockefeller.  Private  companies. 

Mr.  Downey.  Private  companies,  rather,  to  pay  for  health  insur- 
ance. Let  me  just,  without  quarreling  with  your  figure,  assume  for 
a  minute  that  we  do  save  $209  billion  for  private  companies.  Isn't  it 
fair  for  us  possibly  to  tax  some  of  it  back?  Or  let's  assume  for  a 
moment  we  let  it  accrue  to  them  all,  is  there  not  some  value  to  the 
economy  in  the  case  of  allowing  a  shift  of  that  sort?  Aren't  those 
approaches  worth  looking  at? 

Senator  Rockefeller.  Yes,  they  are,  Tom.  But,  again,  I  am 
trying  to  look  at  things  practically.  We  have  a  President  in  the 
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White  House  who  is  going  to  veto  national  health  insurance.  And  if 
he  gets  reelected,  we  are  going  to  have  one  for  another  6  years. 

I  don't  want  my  children  in  West  Virginia  without  health  insur- 
ance waiting  for  the  day  when  both  the  Congress  and  the  President 
have  such  a  meeting  of  minds  that  we  come  to  an  efficient  single- 
payer  system.  I  just  can't  in  conscience  take  that  approach  because 
I  am  holding  them  hostage  to  the  day  when  a  single-payer  system 
becomes  politically  doable. 

My  watch  word  in  health  care  is  enactable  and  doable. 

Mr.  Gibbons.  Mr.  Pease. 

Mr.  Pease.  Thank  you  very  much,  Mr.  Chairman. 

Thank  you,  Senator  Rockefeller,  for  your  testimony.  I  will  try 
not  to  take  the  whole  5  minutes  because  I  know  other  members 
would  like  to  question  you.  I  am  not  sure  I  have  a  question.  I  would 
just  like  to  commend  you  and  the  members  of  your  Commission  for 
the  excellent  work  you  did  last  year  and  to  say  that  I  fullv  recog- 
nize what  a  difficult  task  you  had  arriving  at  some  kind  of  a  con- 
sensus. 

I  think  the  discussion  that  you  have  just  had  with  my  colleague 
indicates  the  problems  that  we  face  trying  to  deal  with  this  health 
care  issue.  A  single-payer  system  would  offer  many,  many  advan- 
tages: efficiency,  lower  cost  of  administration,  universal  coverage, 
and  all  the  rest.  You  recognize  that.  You  have  said  that  you  do. 

But  there  is  a  problem  of  arriving  at  a  consensus  among  the 
American  people,  and  there  certainly  is  a  problem  getting  consen- 
sus at  both  ends  of  Pennsylvania  Avenue.  And  there  is  a  problem 
of  finding  the  money  to  go  to  a  single-payer  system. 

You  have,  I  think,  put  your  finger  on  it  when  you  said  that  over 
$200  billion  is  now  paid  by  private  companies  for  health  insurance. 
For  a  single-payer  system  it  seems  to  me  we  would  have  to  figure 
out  some  way  to  transfer  that  money  from  the  private  sector  into 
the  public  sector  so  that  the  Government  could  provide  the  funds 
for  a  national  health  care  system. 

As  a  member  of  this  committee  and  as  a  member  of  the  Finance 
Committee,  we  both  know  that  devising  a  tax  which  would  evenly 
and  equitably  extract  that  $200-plus  billion  from  the  private  sector 
for  the  public  sector  would  be  very,  very  difficult  indeed. 

Frankly,  I  think  that  by  the  end  of  this  decade  we  will  have  a 
national  health  system  with  a  single-payer  system.  But  I  am  not 
very  eager  to  wait  8  or  9  years  to  cover  the  37  million  people  who 
don't  have  coverage  at  all  now.  For  that  reason,  I  think  that  your 
proposal  in  the  Pepper  Commission,  while  it  would  not  be  my  first 
choice  by  a  long  shot,  is  a  very  useful  step  in  the  right  direction,  at 
least  on  an  interim  basis,  and  a  step  around  which  we  might  get 
some  reasonable  consensus  in  the  Congress  and  with  the  White 
House. 

I  thank  you  for  your  good  work. 

Senator  Rockefeller.  Thank  you  very  much,  Congressman. 
Mr.  Gibbons.  Fine.  We  will  go  next  to  Mr.  Sundquist  and  then  to 
Mr.  McDermott.  Mr.  Sundquist. 
Mr.  Sundquist.  Thank  you,  Mr.  Chairman. 

Senator  Rockefeller,  I  appreciate  the  time  you  spent  on  it,  the 
depth  of  your  experience  in  this,  and  your  sincerity  in  trying  to 
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reach  some  solution  to  the  problem.  I  just  have  a  couple  of  ques- 
tions. 

In  the  short  run,  what  would  be  your  major  cost  containment 
component  in  this  plan  or  in  any  plan? 

Senator  Rockefeller.  The  thing  I  would  start  with  first  would 
be  health  insurance,  but  you  don't  have  to  limit  it,  Congressman.  I 
mean,  there  are  a  lot  of  different  mechanisms  that  would  help,  for 
example,  managed  care.  I  happen  to  think  that  tort  reform  for 
medical  liability  would  enormously  reduce  the  practice  of  defensive 
medicine.  That  is  going  to  be  very  tough  to  pass  through  the  Con- 
gress. But  health  insurance  reform  would  be  what  I  think  we  could 
do,  what  I  know  we  could  do  this  year,  because  it  is  budget  neutral. 
It  doesn't  cost  the  Federal  Government  one  dime.  Just  like  we  did 
with  medigap  last  year.  Congressman  Stark  and  some  of  the  rest  of 
us  did  health  insurance  reform  for  medigap  insurance. 

Mr.  Sundquist.  Do  you  think  we  have  a  chance  for  tort  reform? 
It  seems  to  me  to  be  so  obvious  that  something  has  to  be  done  in 
tort  reform.  Do  you  think  we  have  any  chance  on  that,  and  do  you 
think  it  can  be  done  in  a  bipartisan  way? 

Senator  Rockefeller.  I  hope  it  can,  Congressman.  I  will  admit  to 
you  that  my  philosophy  on  health  care  is  that  you  assault  on  all 
fronts.  I  am  working  with  Senator  Mitchell  and  a  few  other  Sena- 
tors on  something  which  will  be  a  variation  of  the  Pepper  Commis- 
sion recommendations.  I  just  think  you  have  to  charge  on  all  fronts 
and  hope  that  each  year  you  can  move  forward. 

But,  I  will  admit  to  you  that  with  a  system  of  everybody  wanting 
exactly  what  they  want  in  the  Congress,  I  think  it  is  going  to  be 
very  hard  in  the  Congress  to  get  consensus.  I  think  if  we  were  ever 
to  achieve  consensus  in  the  Congress,  we  would  still  have  our  prob- 
lems on  the  other  end  of  the  Avenue.  In  the  meantime,  the  situa- 
tion is  just  absolutely  imploding.  The  health  care  system  is  implod- 
ing. 

Mr.  Sundquist.  I  agree  with  that. 

Senator  Rockefeller.  And  we  are  standing  back  and  watching. 

Mr.  Sundquist.  I  would  hope  we  could  have  some  help  from  the 
leadership  in  the  Congress  on  tort  reform.  I  think  that  would  do 
wonders. 

Regarding  the  "pay  or  play"  scenario  that  you  have  described  as 
part  of  your  proposal,  many  economists  tell  us  that  such  a  mandate 
will  cost  jobs.  Do  you  think  it  will  cost  jobs,  and  what  would  the 
tradeoff  be?  How  many  would  you  be  willing  to  accept? 

Senator  Rockefeller.  I  don't  think  that  the  Pepper  Commission 
plan  will  cost  jobs.  I  think  if  you  had  a  bill  that  said  pay  or  play 
right  now,  that  it  would  definitely  cost  jobs.  But  we  don't  say  that. 
In  fact,  we  say  you  don't  have  to  do  anything,  small  business  Amer- 
ica, for  5  years.  Or  if  you  choose  to,  we  will  help  pay  40  percent  of 
your  health  insurance  premiums. 

Mr.  Sundquist.  But  a  "pay  or  play"  scenario  will  lose  jobs. 
Would  yours — the  Pepper  Commission  report — lose  jobs  in  5  years? 

Senator  Rockefeller.  I  don't  think  it  would  in  5  years,  no. 

Mr.  Sundquist.  Why  is  that? 

Senator  Rockefeller.  Because  you  are  putting  in  place  cost  con- 
tainment measures  like  outcomes  research,  managed  care,  practice 
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guidelines,  hopefully  tort  reform,  and  insurance  reform.  Maybe  an 
all-payer  system,  maybe  global  budgeting. 

If  you  put  in  an  all-payer  system,  wherein  an  individual  State  or 
some  entity  within  a  State,  for  example,  similar  to  Maryland,  could 
sit  down  and  negotiate  with  the  providers,  you  are  talking  about 
some  pretty  radical  cost  containment. 

That  combined  with  some  of  these  other  things  that  I  have  been 
talking  about  would  make  it  possible  for  small  business  to  afford 
health  insurance. 

Mr.  Sundquist.  Well,  I  agree  with  some  of  what  you  said  in 
terms  of  trying  to  achieve  cost  containment.  But  the  fact  is  that  if 
a  small  business  person  is  not  paying  anything  now  and  has  to  pay 
something  in  the  future,  that  is  an  increase  in  cost  and  may  elimi- 
nate jobs  whenever  it  happens  because  anything  spent  would  be 
more  than  they  are  spending  now. 

Is  not  an  employer  mandate  simply  another  tax?  I  mean,  wheth- 
er we  like  it  or  not,  it  is  simply  another  tax  on  business,  is  it  not? 

Senator  Rockefeller.  I  don't  think  so,  Congressman.  If  I  could 
be  perfectly  blunt  about  it,  I  think  that  this  is  what  frustrates  me 
so  about  the  Chamber  of  Commerce,  the  National  Association  of 
Manufacturers,  and  other  groups  that  represent  business,  including 
small  business  groups. 

They  hear  the  word  mandate  and  that  is  it.  The  mindset  sets 
in — no  further  consideration.  So  business  is  coming  to  us  and 
saying,  please  get  us  cost  containment.  Please  stop  this  cost  shift- 
ing. Please  get  all  these  people  that  we  are  having  to  pay  for  off 
our  backs.  Please  get  us  health  insurance  reform. 

And  I  say,  fine.  We  are  going  to  do  this,  we  are  going  to  do  that, 
we  are  going  to  do  the  other.  But  then  they  say,  and  about  that 
mandate  thing — as  soon  as  they  say  the  word  mandate,  they  are 
out  the  window — ideology — the  word. 

Mr.  Sundquist.  Well,  I  think  there  is  probably  some  of  that  ide- 
ology, but  I  think  there  are  also  some  people  who  legitimately  can't 
afford  any  more  in  small  business.  I  am  not  trying  to  block 
your  

Senator  Rockefeller.  No,  I  understand  that. 

Mr.  Sundquist  [continuing].  Your  proposal  from  that  standpoint 
automatically,  but  I  do  think  that  there  legitimately  are  some  busi- 
nesses that  can't  afford  any  more.  If  they  have  to  increase  their 
costs  by  8  percent,  it  is  going  to  cost  some  jobs.  I  think  we  have  to 
be  sensitive  to  that. 

I  guess  my  question  is,  what  will  happen  in  that  5  years  that  will 
reduce  their  costs  so  they  can  afford  that? 

Senator  Rockefeller.  I  have  been  through  that  scenario  at  some 
length,  Congressman,  this  morning,  but  I  would  suggest  to  you, 
one,  that  there  is  a  cost  to  a  small  business.  When  employees  don't 
have  health  insurance  and  when  their  dependents  don't  have 
health  insurance,  there  is  a  very  substantial  cost  in  worry,  in 
stress,  in  forced  absenteeism,  all  kinds  of  considerations. 

Second,  if  we  don't  cure  the  mess  that  we  are  in  right  now,  then 
we  will  have  a  single-payer  system,  which  I  don't  think  you,  sir, 
want. 

You  are  going  to  get  comprehensive  national  health  insurance  at 
$325  billion. 
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My  suggestion  to  you  is  that  for  a  portion  of  that  $325  billion 
that  it  costs  for  national  health  insurance,  if  we  sit  here  and  do 
nothing  because  somebody  doesn't  like  the  word  mandate — even 
though  we  will  do  back  flips  to  make  it  affordable  for  small  busi- 
ness— those  small  businesses  are  going  to  get  loaded  up  with  taxes 
for  that  $325  billion.  Maybe  more  taxes  than  they  would  be  paying 
under  our  approach  which  is  to  do  back  flips  to  make  health  insur- 
ance affordable  to  them. 

In  fact,  I  would  suggest  it  would  be  more  costly  to  them  the  other 
way. 

Mr.  Sundquist.  Thank  you  very  much. 

Mr.  Gibbons.  Mr.  McDermott,  and  then  Ms.  Kennelly. 

Mr.  McDermott.  Good  morning,  Senator. 

Senator  Rockefeller.  Good  morning,  Congressman. 

Mr.  McDermott.  We  are  pleased  in  the  work  you  have  done  on 
the  Pepper  Commission.  I  want  to  ask  you  a  hypothetical  question. 
If  there  were  the  votes  in  the  House  of  Representatives  and  in  the 
Senate,  and  there  are  some  questions  about  both  those  bodies,  to 
pass  the  Pepper  Commission  plan,  what  chance  do  you  think  the 
President  would  have  of  signing  such  a  bill? 

Senator  Rockefeller.  I  think  if  the  Congress  passed  that  legisla- 
tion since  health  care  costs  are  the  number  one  pocketbook  issue 
for  Americans  and  will  be  for  the  1990s  and  the  next  10  years  after 
that  at  least,  the  President  might  be  forced  to  sign  it. 

Mr.  McDermott.  Might  be  forced — have  you  talked  to  him  at  all 
about  this  approach?  I  am  really  following  up  on  Mr.  Sundquist's 
question.  The  ideology,  the  word  *  "mandate,"  turns  people  off,  even 
if  it  is  a  mandate  out  there  somewhere  in  the  future. 

We  have  had  the  experience  of  Massachusetts,  where  they  put 
the  mandate  out  there  in  the  future,  but  now  they  are  repealing  it. 
Has  there  been  any  discussion  with  the  White  House  whatsoever 
on  this  issue? 

Senator  Rockefeller.  Yes.  The  White  House  made  every  effort 
possible  to  undermine  and  defeat  the  Pepper  Commission  plan. 
John  Sununu's  office  and  Dick  Darman's  office,  in  the  last  3  days 
before  our  final  vote,  called  extensively  some  of  the  Republican 
members  of  the  Pepper  Commission  to  defeat  the  Pepper  Commis- 
sion. They  said  we  don't  want  them — by  which  I  took  to  mean  the 
Democrats — to  get  the  credit,  because  we  want  to  do  something 
about  this  after  the  November  election. 

It  is  now  after  the  November  election,  and  I  would  pray  that  the 
White  House  would  get  on  board  on  this,  because  I  think  it  is  the 
biggest  domestic  problem  that  they  are  facing.  I  think  that  the 
President  could  step  forward  and  simply  take  pregnant  women  and 
children  and  health  insurance  reform,  take  those  two  things  alone, 
and  just  vitiate  the  whole  argument  that  he  doesn't  have  a  domes- 
tic agenda.  Why  he  doesn't  do  it,  I  don't  know. 

Mr.  McDermott.  I  guess  my  feeling  in  looking  at  this  issue,  as 
we  did  over  the  weekend  at  the  Ways  and  Means  retreat,  there  is  a 
belief,  or  at  least  my  belief  is  that  the  main  problem  you  are  trying 
to  solve  is  one  for  the  middle  class. 

That  is,  the  certainty  that  they  will  have  health  insurance  and 
that  the  insurance  will  be  adequate  to  cover  the  costs  of  an  illness. 
We  tend  to  focus  on  people  who  don't  have  insurance.  Most  people 
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in  this  country  do  have  insurance,  but  they  are  afraid  they  will 
lose  it,  or  if  they  have  a  big  bill,  they  will  be  spent  down  to  their 
last  nickel. 

It  seems  to  me  that  the  President  is  never  going  to  sign  a  bill 
that  gives  certainty  to  the  middle  class,  that  is,  a  bill  that  provides 
national  health  insurance  so  that  you  are  covered  whether  you  are 
employed  or  not  employed. 

That  is  why  I  asked  the  question.  It  seems  to  me  we  have  no  in- 
dication whatsoever  that  the  President  acknowledges  the  problem. 
When  the  health  adviser  is  somebody  like  Arnold  Schwarzenegger, 
you  have  to  ask  yourself  how  serious  are  they  about  a  national 
health  plan? 

Senator  Rockefeller.  Congressman,  I  have  talked  to  one  Cabinet 
officer  and  one  other  former  Cabinet  officer  now  holding  another 
high  position  in  the  administration  in  one-on-one  conversations, 
and  pleaded  with  them  to  take  the  message  to  the  President  to  just 
expand  coverage  to  take  pregnant  women  and  children. 

Health  insurance  would  be  nice,  but  just  take  pregnant  women 
and  children.  Instead  of  going  to  that  school,  and  the  kid  says  are 
you  really  the  President,  and  everybody  in  the  whole  country  talks 
about  it  for  a  week — instead  of  that  photo  opportunity,  go  into  a 
neonatal  intensive  care  unit  and  hold  in  his  hands  a  2-pound  baby 
which  is  a  couple  of  days  or  a  couple  of  weeks  old,  with  needles  and 
tubes. 

The  President,  I  don't  think,  has  been  exposed  to  that  kind  of 
thing.  If  he  were  to  see  that,  I  think  it  would  get  him  down  here.  I 
mean,  it  is  still  hard  for  me  to  talk  publicly  about  some  of  the 
things  that  I  have  seen  without  showing  emotion.  From  your  heart 
it  goes  to  your  head,  and  from  your  head  it  starts  going  toward 
policy. 

He  has  got  to  engage  himself  in  the  realities  of  what  is  happen- 
ing out  there.  In  the  meantime,  health  care  costs  are  crushing  the 
American  family,  crushing  small  business,  crushing  big  business, 
and  crushing  the  Federal  Government  and  State  governments. 
There  is  no  other  economic  crusher  that  even  comes  close  to  that. 

Mr.  McDermott.  Thank  you.  We  will  be  here  to  work  with  you. 

Mr.  Gibbons.  All  right.  Let  us  see — Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman.  Senator,  welcome. 

To  begin,  I  would  like  to  point  out  that  the  opinions  of  members 
of  the  Pepper  Commission,  principally  on  matters  of  policy  and 
ways  to  accomplish  the  goals  of  access  and  quality  care,  were  close. 

But  among  the  reforms  that  are  doable  and  enactable,  as  you 
suggest,  I  recall  that  of  the  15  of  us  on  the  Commission,  at  least  12 
of  us  15  voted  to  reform  health  insurance,  as  you  indicated,  prohib- 
iting medical  underwriting,  and  requiring  community  rating  and 
open  access.  You  are  aware  that  the  Blue  Cross  Association  has 
suggested  that  those  same  criteria  ought  to  be  the  minimum  crite- 
ria to  allow  tax  exemption  for  Blue  Cross  or  any  other  health  in- 
surance plan. 

Senator  Rockefeller.  The  Congressman  is  correct.  I  would  have 
said  it  was  unanimous,  but  it  was  at  least  12. 

Mr.  Stark.  It  was  at  least  12,  is  what  I  said.  So  I  would  commend 
you  for  your  leadership  and  urge  you  to  say  that  there  is  some- 
thing we  can  do.  I  think  these  reforms  are  going  to  be  a  sine  qua 
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non  for  whatever  plan  we  develop  for  expanding  access  if  the  pri- 
vate health  insurers  are  to  participate  in  the  policy. 

So  I  commend  you  in  that  effort.  I  would  hope  that  as  we  recount 
those  votes  that  all  of  the  members  of  the  Ways  and  Means  Com- 
mittee and  the  Senate  Finance  Committee  who  sat  on  the  Pepper 
Commission  would  support  these  reforms  and  we  could  perhaps 
push  ahead  on  that  front. 

The  other  idea  that  we  had  strong  support  on  was  that  we  ought 
to  substitute  something  else  for  Medicaid.  I  think  that  implicit  in 
that  agreement  was  the  understanding  that  if  there  is  a  public  in- 
surance program,  it  ought  not  to  be  apparent  to  anyone  whether  it 
is  a  poor  person  participating  in  it  or  an  elderly  person  or  a  dis- 
abled person.  There  should  be  one  Federal  insurance  program  that 
would  provide  reasonable  reimbursement  to  the  providers  and  that 
would  have  no  shame  or  stigma  attached  for  the  beneficiary  in 
having  to  line  up  at  the  welfare  office  to  qualify. 

I  can't  remember  the  exact  vote  on  that,  but  I  am  going  to  sug- 
gest that  we  had  a  substantial  and  healthy  majority  on  both  sides 
of  the  aisle,  both  Republicans  and  Democrats,  House  and  Senate, 
and  I  hope  that  we  can  proceed  to  make  progress  toward  that  goal. 
It  is  a  little  tougher,  not  as  universally  acceptable,  perhaps,  as  just 
taking  on  the  insurance  industry,  because  in  changing  Medicaid  we 
have  a  lot  of  Governors  to  deal  with.  Some  States  will  be  winners, 
and  some  States  will  be  losers. 

But  I  would  encourage  you  to  continue  in  that  vein  so  that  if  the 
Pepper  Commission  bill  were  to  pass  in  some  form,  we  wouldn't 
continue  the  two-tier  system  which  shoves  some  people  into  Medic- 
aid and  some  people  into  another  system. 

Senator  Rockefeller.  I  entirely  agree  with  the  gentleman.  I 
hope  we  could  do  that. 

Mr.  Stark.  I  would  like  to  mention  another  of  the  disagreements 
that  I  had  with  the  Commission.  I  still  want  to  encourage  you  to 
think  about  whether  we  could  change  our  response  to  the  issue.  It 
is  the  issue  of  coverage  for  dependents.  I  have  often  jokingly  said 
the  Pepper  Commission  almost  talked  about  how  to  allocate  the 
costs  of  covering  dependents,  like  children. 

I  think  one  of  the  suggestions  was  to  take  the  lower  birth  weight 
baby  and  give  it  to  the  employer  of  longer  term — or  maybe  it  was 
by  height.  For  those  of  us  who  are  above  6-feet  tall,  or  who  were 
above  22-inches  at  birth,  we  go  to  the  first  employer.  There  is  no 
logical  way  to  figure  out  what  to  do  with  the  kids.  Who  pays  in  a 
two-employment  family  or,  worse,  in  a  no-parent  family? 

In  answer  to  the  $209  billion  in  health  costs  paid  by  employers,  it 
seems  to  me  that  we  could  do  away  with  the  employment-based 
awarding  of  benefits  without  discarding  employment-based  pay- 
ment. That  way  we  would  still  require  some  maintenance  of  effort, 
as  it  is  termed,  by  employers  so  they  continue  to  provide  at  least 
the  same  benefits  or  the  same  contribution  as  they  are  now.  We 
wouldn't  let  the  $209  billion  slip  between  the  cracks,  yet  we  would 
have  a  social-based  program. 

I  want  to  mention  another  point  for  you  to  consider.  Now  we  are 
thinking  about  covering  the  entire  working  population  but  not  the 
unemployed.  But  what  we  are  going  to  do  with  domestic  workers? 
They  never  get  into  Social  Security  or  anything  else. 
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Rather  than  ask  how  we  are  going  to  stretch  this  out  over  5 
years,  why  not  pick  a  group  to  cover  entirely  and  dare  the  Presi- 
dent to  veto  it — why  not  take  children? 

Senator  Rockefeller.  That  came  very  close,  I  think  7  to  8  in  the 
Commission. 

Mr.  Stark.  They  are  arguably  the  most  needy — even  the  AARP 
has  indicated  they  would  support  us — if  we  would  cover  all  chil- 
dren. Covering  children  would  provide  the  biggest  savings  and  the 
lowest  cost,  and  they  are  the  most  important  asset  this  country 
has.  Let's  start  with  them  and  make  employers  contribute,  and  let 
us  not  use  the  whole  $24  billion  that  you  want  to  raise,  but  maybe 
$12  billion,  and  position  ourselves  with  an  enactable  and  doable 
proposal  with  which  to  dare  the  President. 

All  the  President  is  suggesting  right  now  is  abstinence,  celibacy, 
and  exercise.  Now  I  don't  know  how  that  works  in  West  Virginia, 
but  I  want  to  tell  you  that  dog  doesn't  hunt  very  well  in  East  Oak- 
land. There  is  more  to  curing  hypertension,  and  more  to  caring  for 
other  diseases  which  are  an  accident  of  nature,  than  just  self-im- 
provement. I  think  you  and  I  both  recognize  that. 

So  I  would  hope  that  we  can  lay  out  those  things  that  are  enacta- 
ble and  doable,  and  see  if  it  works  before  we  have  to  get  shot  down 
again  in  either  House.  I  think  you  said  we  need  $24  billion  in  taxes 
for  the  Pepper  Commission. 

Senator  Rockefeller.  To  do  the  entire  access  package. 

Mr.  Stark.  How  much  do  we  need  to  get  even  a  little  one  this 
year,  $12  billion,  $10  billion  in  taxes? 

Senator  Rockefeller.  You  could  do  pregnant  women  and  chil- 
dren for  about  $6  billion. 

Mr.  Stark.  I  would  remind  you,  without  mentioning  names,  that 
on  the  financing  proposal  it  failed  5  to  6,  and  we  didn't  have  any 
Democratic  members  of  the  Senate  Finance  Committee.  The  one 
Republican  we  had  is  no  longer  with  us,  so  that  means  we  will 
have  to  replace  him. 

Taxes  aren't  going  to  get  passed  this  year.  You  raise  the  tax,  I 
will  find  the  benefits,  or  you  find  the  benefits,  I  will  raise  the 
tax  

Senator  Rockefeller.  Before  we  could  do  what  we  did  last  year, 
what  we  both  did,  Congressman,  was  to  understand  that  the  phar- 
maceutical companies  were  not  giving  discounts  to  Medicaid.  We 
ratcheted  a  nice  $2  billion  from  them  and  put  it  to  work  on  Pepper 
Commission  recommendations,  and  

Mr.  Stark.  You  are  preaching  to  the  choir  and  to  Pryor  in  this 
case,  and  I  understand  it.  But  again,  $2  billion  isn't  going  to  help 
us  until  we  have  leadership,  as  you  have  indicated,  from  this  White 
House  that  is  going  to  say  we  are  going  to  do  something  besides 
exercise  and  pray. 

I  continue  to  admire  your  leadership  and  expertise  in  this  area, 
and  besides  I  love  to  argue  with  you.  But  I  hope  that  we  are  going 
to  find  a  compromise  that  can  get  two-thirds  in  both  Houses,  and 
then  we  will  carry  the  day. 

Thank  you  for  all  your  work  in  this  field. 

Senator  Rockefeller.  Thank  you,  Congressman. 

Mr.  Gibbons.  Mr.  Dorgan,  and  then  Mr.  Grandy.  Mr.  Dorgan. 
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Mr.  Dorgan.  Mr.  Chairman,  thank  you.  Senator,  just  briefly, 
could  you  tell  me  your  vision  of  cost  containment  as  part  of  your 
plan?  The  reason  I  ask  the  question  is  that  a  group  of  us  had  a 
presentation  by  someone  from  the  Senate  recently  who  described  a 
plan  being  considered  in  the  Senate,  which  would  mandate  that 
business  provide  health  benefits. 

We  asked  at  the  end,  well  what  about  cost  containment?  The 
answer  was,  we  decided  not  to  put  cost  containment  in  at  this  point 
because  if  we  did,  we  would  lose  the  support  of  the  providers.  Well, 
if  you  are  going  to  put  together  a  plan  and  not  respond  to  the  issue 
of  cost  containment,  many  of  us  wonder  what  you  have  done. 

What  is  your  assessment  of  the  cost  containment  side  of  the 
issue? 

Senator  Rockefeller.  I  agree  precisely  with  what  the  gentleman 
has  said,  and  as  I  indicated  earlier,  I  think  that  cost  containment, 
no  matter  what  any  particular  group  may  think  of  it,  is  the  gate- 
way through  which  any  possibility  of  access  to  health  care  has  to 
pass  in  order  to  be  credible  and  enacted. 

In  the  Pepper  Commission,  we  suggested  tort  reform,  managed 
care,  outcomes  research,  utilization  review,  practice  guidelines,  and 
a  number  of  other  things. 

As  I  indicated,  there  are  other  areas  which  we  did  not  suggest 
which  could  be  suggested.  Big  business  is  increasingly  suggesting 
such  things  as  global  budgeting,  all-payer  systems  where  either 
States  or  entities  within  States  simply  sit  down  with  the  providers 
and  negotiate  what  they  are  going  to  pay.  You  get  into  some  very, 
very  serious  cost  containment  that  way. 

Mr.  Dorgan.  There  is  no  question  that  in  my  State  and  virtually 
every  other  State  this  issue  ranks  near  the  top  of  people's  concerns. 
Yet  the  reason  we  have  such  angst  about  all  this  is  our  fiscal  policy 
is  so  completely  out  of  whack. 

Today,  we  will  spend  about  a  billion-and-a-quarter  that  we  don't 
have,  every  day,  7  days  a  week.  The  increase  in  gross  debt  this  year 
will  be  about  $411  billion,  next  year  $404  billion.  In  the  first  5 
years  of  the  1990s,  projected  in  the  Bush  budget,  we  will  add  $1.7 
trillion  to  gross  debt. 

Now,  a  country  that  is  that  incompetent  in  its  fiscal  policy  I 
think  will  appear,  at  least  to  historians,  somewhat  humorous  in 
their  attempts  to  struggle  with  the  questions  of  how  do  we  spend 
more  money,  how  do  we  add  to  the  responsibilities  to  do  more 
things  that  people  want  when  we  have  fallen  so  far  short  of  paying 
for  what  we  now  consume  in  terms  of  Government  services. 

So,  I  commend  you  for  all  of  your  good  work  in  this  area,  but  I 
might  say  that  even  as  we  dive  headlong  into  these  kinds  of  vexing 
public  policy  questions — which  we  must  address — we  can't  address 
them  running  on  empty. 

This  Government  of  ours  has  a  fiscal  policy,  and  has  had  for 
some  long  while,  that  now  has  about  run  the  tank  dry.  We  have  to 
figure  out  how  to  put  this  entire  system  back  on  track,  even  as  we 
start  discussing  how  to  do  something  more  aggressive  in  the  area  of 
health  care. 

Senator,  thank  you  very  much. 

Senator  Rockefeller.  Thank  you,  sir. 

Mr.  Gibbons.  Mr.  Grandy. 
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Mr.  Grandy.  Thank  you,  Mr.  Chairman.  Senator,  you  are  prob- 
ably aware  that  this  Committee  devoted  this  weekend  to  a  policy 
seminar  on  the  subject  that  we  are  addressing  today  and  will 
devote  the  rest  of  this  week,  and  it  will  be  the  first  of  many  weeks. 

I  would  say  that  one  of  the  things  that  members  who  attended 
the  seminar  took  away  from  the  weekend  is  that  there  are  basical- 
ly three  great  spheres  or  concepts  that  are  forming  on  how  to  ap- 
proach this  problem. 

One,  the  single-payer  option,  the  monopsony  similar  to  Canada. 
Two,  a  system  similar  to  what  you  are  advocating  that  would  in- 
volve employer  mandates  and  simultaneous  tax  incentives  for  em- 
ployers to  put  these  reforms  in  place.  Three,  the  newest  option,  ad- 
vocated by  some  of  the  presenters  from  the  insurance  industry, 
which  is  allowing  an  expanded  managed-care  universe  with  new 
underwriting  reform. 

With  that  in  mind,  I  would  just  say  that  some  of  the  issues  that 
you  list  under  your  plan,  such  as  guaranteed  issue,  guaranteed  re- 
newability  and  exclusions  for  preexisting  conditions — if  you  are  to 
believe  the  Health  Insurance  Association  of  America,  which  was 
one  of  the  presenters,  they  are  moving  toward  that  now  as  an  in- 
dustry-wide policy.  In  other  words,  they  are  moving  from  the  in- 
demnity-based insurance  that  they  have  had  to  more  of  a  managed 
care  concept. 

Let  me  ask  you  this.  How  far  can  we  go  with  that?  Let  us  say 
that  we  do  everything  we  can  to  encourage  managed  care  in  this 
country,  even  beyond  what  you  are  advocating.  I  know  that  in  your 
particular  proposal,  you  have  not  gone  as  far  as  to  provide  waivers 
to  State  anti-managed-care  policies  that  are  on  the  books  right 
now,  to  allow  some  of  these  managed  care  options. 

But  let  us  say  we  stripped  all  those  away,  in  addition  to  getting 
rid  of  State  mandates  on  coverage.  How  far  would  we  get  in  terms 
of  the  33  or  37  million  uninsured,  if  we  allowed  an  underwriting 
reform  revolution  to  take  place,  maybe  even  backed  it  up  with  leg- 
islation requiring  community  rating  and  those  kinds  of  things? 
How  far  could  we  go? 

Senator  Rockefeller.  Not  far  enough.  That  is  part  of  the  horri- 
ble nature  of  this  problem.  Managed  care  is  terrific  stuff,  and  Con- 
gressman Stark,  is  it  Southern  California  Edison,  so  I  have  the 
right  company? 

Mr.  Stark.  Yes. 

Senator  Rockefeller.  Southern  California  Edison  and  a  number 
of  others,  including  Bethlehem  Steel  are  using  managed  care  very 
extensively.  What  they  are  finding  is  that  it  is  reducing  the  in- 
crease in  their  health  costs  down  to  10  percent  to  12  percent,  which 
is  a  big  improvement,  but  that  in  spite  of,  or  even  with  that,  their 
health  care  costs  will  double  every  6  years. 

So  managed  care  is  wonderful,  compared  to  what  is  going  on 
now,  but  anybody  who  thinks  that  managed  care  is  going  to  stop 
this  increase  in  some  single  dramatic  way  is  wrong.  It  is  a  great 
tool,  combined  with  a  lot  of  other  things,  as  indeed  is  the  case  with 
health  insurance  reform. 

Health  insurance  reform,  and  the  gentleman  from  California 
may  agree  with  me  or  disagree  with  me,  will  allow  actuaries  to  go 
to  sleep  at  night  for  the  first  time.  It  will  allow  businesses  to  have 
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predictability  in  terms  of  what  their  health  care  costs  are  going  to 
be.  But  nobody  is  pretending  that  it  is  going  to  actually,  in  literal 
terms,  decrease  the  cost  of  health  insurance. 

Mr.  Grandy.  All  right,  well  then  let  me  ask  you  

Senator  Rockefeller.  We  are  talking  about  minimizing  the  in- 
crease. 

Mr.  Grandy.  Of  course  we  are  talking  about  minimizing  the  in- 
crease. Another  option  that  you  have  mentioned  is  malpractice 
reform.  Let  us  assume  for  a  moment  Congress  does  not  have  the 
fortitude  to  do  that,  which  I  think  is  a  pretty  safe  assumption. 

Let  us  approach  it  through  the  practice  guidelines  and  outcomes 
research  method  that  you  advocate  and  I  support.  At  what  point  do 
we  move  and  fund  practice  guidelines  and  outcomes  research  to  the 
point  where  they  become,  in  a  sense,  a  kind  of  de  facto  malpractice 
reform. 

I  mean,  do  we  ever  get  to  a  common  denominator  of  consumer 
understanding  so  that  we  can  reduce  the  cost  to  the  consumer  and 
the  provider  just  by  the  general  understanding  of  what  procedures 
are  appropriate  and  which  are  not? 

Senator  Rockefeller.  Congressmen,  there  are  several  points  to 
be  made  in  that.  Number  one,  I  agree  with  you.  If  the  doctors  come 
to  an  agreement  on  what  across  all  the  thousands  of  medical  codes 
appropriate  and  necessary  care  is,  when  they  come  to  that  agree- 
ment, it  will  indeed  relate  substantially  to  liability  cases  because 
they  will  have  created,  in  a  sense,  not  just  a  clear  national  model, 
but  a  real  paper  trail  of  public  policy  in  terms  of  defending  them- 
selves in  court. 

Mr.  Grandy.  Well,  then  is  that  not  an  incentive  to  the  physician 
and  the  provider  community  at  large,  hospitals  as  well,  to  work 
toward  that  common  denominator? 

Senator  Rockefeller.  It  is,  but  outcomes  research  is  not  going  to 
come  in  2  or  3  or  4  years.  I  don't  know  whether  it  is  5,000  or  6,000 
medical  codes.  Now  granted,  70  percent  of  them  are  probably 
within  10  or  12  different  procedures,  but  first,  to  get  those  agreed 
upon,  second,  to  get  those  implemented,  and  third,  to  get  them  ac- 
cepted, is  going  to  take  a  long  time.  And  that  is  if  physicians  agree. 

Why  are  there  five  times  as  many  angioplasties  being  performed 
in  Lynn,  Mass.,  as  in  Groton,  Conn.,  which  are  two  rather  similar 
places,  as  far  as  I  am  concerned.  Now  why  is  that  happening? 

Doctors  practice  in  different  ways.  So  it  is  going  to  be  very  tough 
to  get  agreement  on  this. 

Mr.  Grandy.  I  admit  that  it  is  a  subjective  and  inexact  science, 
but  I  am  hearing  you  say,  I  think,  that  a  common  denominator  or 
outcomes  research  investment  is  something  we  should  continue  to 
fund  because  there  is  an  attainable  goal  somewhere  at  the  end  of 
this  tunnel,  don't  you  agree? 

Senator  Rockefeller.  An  attainable  

Mr.  Grandy.  A  greater  consumer  understanding  that  can  drive 
costs  down. 

Senator  Rockefeller.  I  hope  so,  Congressman.  Right  now,  I 
think  most  Americans  assume  that  every  new  technology  that 
comes  along  should  be  available.  I  am  not  sure  that  the  average 
American  has  a  clear  understanding  of  health  care  except  that  it  is 
driving  them  frantic  in  terms  of  its  cost. 
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Mr.  Grandy.  Thank  you,  Mr.  Chairman.  Thank  you,  Senator. 

Mr.  Gibbons.  Mr.  Russo,  Mr.  Cardin,  and  Mrs.  Johnson. 

Mr.  Russo.  I  just  want  to  compliment  my  good  friend  from  West 
Virginia.  I  have  a  great  deal  of  respect  for  him  and  all  the  hard 
work  he  did  on  the  Pepper  Commission. 

My  biggest  concern  is  that  sometimes  we  tend  to  frame  the 
debate  inside  the  beltway  and  forget  what  the  public  really  wants. 
I  know  the  gentleman  is  sincere  in  saying  that  you  want  to  get 
practical,  you  want  to  pass  something  out  of  the  Senate  and  the 
House  that  the  President  will  sign. 

My  big  concern  in  dealing  with  this  issue  is  that  what  the  public 
wants  is  they  are  very  concerned  about  the  quality  of  care.  They 
don't  like  insurance  companies  making  decisions  for  doctors.  They 
want  the  doctor  to  make  the  decision. 

They  are  very  concerned  about  the  costs,  like  you  say,  per  capita, 
$3,200  today,  and  if  we  don't  do  anything,  I  think  you  said  $20,000 
by  the  

Senator  Rockefeller.  Year  2000. 

Mr.  Russo.  By  the  year  2000. 

Senator  Rockefeller.  $22,000. 

Mr.  Russo.  $22,000  per  capita.  So  they  are  concerned  about  

Senator  Rockefeller.  Per  worker. 

Mr.  Russo.  Per  worker.  So  they  are  concerned  about  costs. 

They  are  also  concerned  about  whether  or  not  they  are  going  to 
be  able  to  get  insurance  coverage  when  they  need  it.  For  example, 
they  have  a  policy  now,  but  they  don't  read  the  fine  print  like 
maybe  you  and  I  do.  I  don't  even  know  that  I  do.  You  do,  but  I 
don't  know  that  I  do. 

When  they  go  to  the  insurance  company  and  say,  you  have  to 
pay  my  claim,  they  are  not  sure  that  they  are  going  to  get  it. 
Today  they  are  not  sure  they  are  going  to  get  it,  let  alone  whether 
or  not  it  is  going  to  be  affordable  for  them  in  the  future. 

So  if  we  deal  in  just  what  we  think  is  doable  today,  you  are  not 
going  to  solve  any  of  those  problems.  You  are  not  going  to  solve  the 
quality  problem.  You  are  certainly  not  going  to  solve  the  cost  con- 
tainment problem,  the  increased  costs,  and  you  are  not  going  to 
solve  peace  of  mind. 

Now,  we  are  practical  politicians.  We  are  dealing  within  the  belt- 
way  here.  My  answer  to  your  comment  that  we  need  a  willing  par- 
ticipant on  Pennsylvania  Avenue  is  let  him  veto  it.  Let  us  pass  it 
in  the  House  and  the  Senate,  and  let  the  President  veto  a  national 
health  care  bill  that  gives  quality  care  to  every  American,  that  con- 
tains cost  containment,  and  gives  them  peace  of  mind.  I  want  to 
see  the  platform  he  can  run  on  saying  that  is  not  he  is  for  this. 

I  think  Democrats  make  an  enormous  mistake  by  constantly 
saying,  we  can't  do  this  because  the  President  is  not  a  willing  par- 
ticipant. Well,  if  we  don't  somehow  force  his  hand  on  whether  or 
not  he  is  going  to  deal  with  the  issue  of  national  health  care,  it  will 
never  come  up. 

We  had  a  wonderful  seminar  at  West  Point  over  the  weekend  on 
health  care,  and  the  Secretary  of  HHS  was  there.  He  heard  all  the 
differing  views  from  the  economists,  from  the  pollsters,  and  from 
the  politicians.  I  think  he  took  away  from  there  the  reality  that 
there  is  an  urgent  need  to  change  the  system  in  a  massive  way. 
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I  know  you  are  trying  to  be  practical  here  in  terms  of  what  we 
can  pass,  but  as  you  indicate,  incremental  changes  cost  a  lot  of 
money.  The  only  way  you  can  save  money  and  give  quality  care 
and  peace  of  mind  and  contain  costs  is  through  a  single-payer 
system.  I  mean,  it  is  the  only  way. 

If  the  gentleman  wants  to  comment,  I  would  be  more  than  happy 
to  hear  it.  I  just  think  it  is  frustrating  to  sit  here  and  say  that  well, 
we  can't  do  it  because  the  President  won't  sign  it.  Well  fine,  let 
him  veto  it.  Let  him  explain  to  the  American  people  why  he  is  not 
for  quality  national  health  care. 

Senator  Rockefeller.  But  you  see,  that  is  a  political — I  mean  in 
a  sense,  you  are  

Mr.  Russo.  But  we  are  dealing  in  a  political  arena. 

Senator  Rockefeller.  I  know,  but  you  are  taking  kind  of  an  ad- 
joinment  about  

Mr.  Russo.  No,  I  am  not.  I  am  not  taking  an  adjoinment.  I  am 
frustrated  by  it. 

Senator  Rockefeller.  No,  no.  But  let  me  finish  my  point.  In 
others  words,  let  him  go  and  explain  to  the  American  people  why 
he  didn't  sign  it.  He  will  find  a  way  to  do  that. 

In  the  meantime,  my  concern  is  can  we  get  it  through  the  Con- 
gress? I  think  the  chances  of  getting  single  payer  through  the 
Senate  are  extremely  slim.  I  think  each  year  it  is  going  to  get 
stronger,  but  my  concern  is  every  child — West  Virginia  leads  the 
Nation  in  white  teenage  pregnancies,  kids  having  kids. 

Mr.  Russo.  And  I  understand  that,  Jay. 

Senator  Rockefeller.  I  don't  want  to  wait. 

Mr.  Russo.  And  I  don't  want  to  wait  either.  I  think  that  the 
longer  we  wait,  the  less  chance  of  getting  the  program  that  is 
needed  soon  enough,  because  if  we  can  do  preventive  medicine,  if 
we  can  do  prenatal  care,  if  we  can  do  long-term  care,  we  are  going 
to  have  a  healthier  and  better  society. 

Why  should  Canadians  live  2  years  longer  than  the  Americans? 
Americans  should  be  living  2  years  longer  than  Canadians.  We 
have  the  best  technology,  the  best  quality,  we  just  don't  give  it  to 
everybody. 

My  point  is,  we  are  going  to  continue  to  spend,  spend,  spend,  and 
not  get  anything  to  show  for  it  other  than  13th  in  life  expectancy 
and  22d  in  infant  mortality. 

Senator  Rockefeller.  Well,  another  reason  is  that  

Mr.  Russo.  Unless  you  put  the  Senate  on  the  line  so  that  the 
public  out  there  can  see  which  Senators  aren't  for  this  care,  and  if 
we  don't  put  it  on  the  line  in  the  House  and  find  out  which  Mem- 
bers of  Congress  aren't  for  this  care,  they  are  only  going  to  respond 
to  the  ballot  box.  And  George  Bush  and  whoever  the  candidate  will 
be  for  President  for  our  party  will  respond  to  the  ballot  box. 

But  if  we  deny  that  vote  here,  then  you  will  never  be  able  to 
move  it  as  fast  as  you  want  to,  and  we  will  continually  do  it  incre- 
mentally, and  the  children  in  West  Virginia  are  not  going  to  get 
the  quality  care  that  you  want  to  give  them  because  we  are  not 
going  to  be  able  to  afford  it. 

Senator  Rockefeller.  But  if  you  come  to  that  point,  and  I  would 
just  disagree  with  the  gentleman  saying  that  we  are  at  that  point, 
or  anywhere  near  that  point  in  the  Congress,  where  in  fact  we  can 
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pass  a  single-payer  system.  I  have  previously  said  I  am  not  philo- 
sophically opposed  to  a  single-payer  system. 

But  you  can't  pass  that  now  in  the  Congress,  in  my  judgment. 
And  therefore,  I  can  sit  there  at  least  knowing  that  seniors  are  not 
getting  ripped  off  by  medigap  policies.  I  know  that  now.  I  know 
that,  because  we  reformed  medigap  insurance.  We  did  it  last  Octo- 
ber. 

I  know  that  kids,  year  by  year,  are  getting  Medicaid  coverage  up 
to  the  age  of  18  up  to  100  percent  of  poverty,  and  I  wish  it  were  185 
percent  of  poverty.  I  know  that  is  happening. 

I  know  that  the  frail  elderly  are  beginning  to  get  home  health 
care  paid  for  by  Medicaid,  which  usually  sends  everybody  else  off 
to  a  nursing  home.  I  know  that.  That  is  happening,  that  is  done. 

We  are  still  arguing  about  what  the  shape  of  total  health  care 
reform  should  be,  but  in  the  meantime  we  are  making  progress. 
We  can  do  insurance  reform  this  year.  We  can  do  it,  and  we  can 
further  expand  coverage  for  pregnant  women  and  children.  Take 
the  money  out  of  the  space  station. 

Mr.  Russo.  I  don't  disagree  with  that,  I  just  want  to  move  faster. 

Senator  Rockefeller.  I  think  I  made  the  wrong  takeout  sugges- 
tion with  the  chairman  who  is  presiding. 

Mr.  Russo.  Well,  I  would  agree  with  you  on  that.  [Laughter.] 

Senator  Rockefeller.  I  have  others,  Mr.  Chairman,  I  could  sug- 
gest. 

Mr.  Gibbons.  Well,  I  will  tell  you  I  am  not  too  worried  about 
space.  I  have  enough  troubles  here  on  Earth.  [Laughter.] 

Mr.  Gibbons.  Mr.  Cardin?  Then  Mrs.  Johnson. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman.  Senator,  I  want  to  con- 
gratulate you  and  thank  you  for  your  leadership  on  this  issue. 
Your  work  has  certainly  helped  to  frame  the  national  debate. 

I  think  the  Pepper  Commission  gives  us  a  framework  to  move 
forward.  Many  of  your  recommendations  have  been  included  in 
many  people's  suggestions,  and  hopefully  we  will  be  able  to  make 
some  progress. 

I  would  like,  if  I  could,  to  focus  in  on  the  play-or-pay  provisions 
of  the  Pepper  Commission's  recommendation.  I  am  having  a  little 
bit  of  difficulty  following  some  of  the  provisions,  and  I  hope  that 
you  could  clarify  for  me. 

In  your  statement,  you  indicate  that  the  Government  plan  would 
be  subsidized.  Is  that  correct,  or  would  the  premium  that  the  em- 
ployer pays  cover  the  full  cost  of  the  Government  providing  the 
coverage? 

As  you  answer  that,  my  concern  is  that  your  next  statement  says 
you  don't  want  to  eliminate  private  insurance.  If  it  is  subsidized, 
wouldn't  employers  automatically  choose  to  enroll  their  employees 
in  a  Government-sponsored  plan  if  it  is  subsidized? 

Senator  Rockefeller.  They  might  or  they  might  not.  That  would 
be  up  to  them.  If  they  decided  to  buy  private  health  insurance, 
then  we  would  subsidize  40  percent  of  the  health  insurance  premi- 
um for  5  years  to  make  it  more  affordable  for  small  businesses.  If 
you  want  to  take  it  up  to  50  percent,  I  will  be  there. 

In  other  words,  my  philosophical  criteria  is  to  make  it  affordable 
for  small  business  to  be  able  to  buy  health  insurance.  Otherwise, 
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you  are  just  whistling  Dixie.  I  mean,  you  are  not  getting  anything 
done. 

The  other  choice  that  we  give  small  business  is  to  allow  them  to 
contribute  a  percent  of  payroll  to  a  new  public  program  so  he  or 
she  could  give  health  insurance  to  the  company's  employees 
through  that  mechanism. 

Mr.  Cardin.  Bottom  line,  would  it  be  less  expensive  or  more  ex- 
pensive for  the  smaller  employer  to  use  the  play-or-pay?  Is  there  a 
difference? 

Senator  Rockefeller.  It  would  depend  upon  the  individual  com- 
pany and  their  calculation.  They  would  have  to  sit  down  and  calcu- 
late, if  I  have  to  contribute,  let  us  say,  6  percent  of  my  payroll  tax, 
I  am  going  to  figure  out  what  that  would  cost  me,  not  just  this  year 
but  5  years  from  now  based  upon  what  I  think  is  going  to  be  hap- 
pening to  my  business. 

And  then  I  would  sit  down  and  I  would  calculate  what  I  know 
my  health  insurance — now  remember,  when  I  say  health  insur- 
ance, that  may  not  be  health  insurance  as  it  is  today.  Remember, 
we  preempt  State  mandates  to  create  a  minimum  benefit  package. 

Mr.  Cardin.  I  understand  that. 

Senator  Rockefeller.  So  private  health  insurance  is  a  more  af- 
fordable option.  The  business  person  would  determine  his  or  her 
best  option. 

Mr.  Cardin.  Now  if  the  employer  decides  to  pay  rather  than 
play,  and  the  Government  provides  then  the  plan,  would  it  be  an- 
other Government  plan,  or  would  it  become  part  of  Medicare  or 
Medicaid? 

Senator  Rockefeller.  No,  it  would  be  a  separate  new  public 
plan. 

Mr.  Cardin.  So,  as  Congressman  Stark  was  saying  earlier,  I 
thought  the  Pepper  Commission  thought  there  should  just  be  one 
consolidated  public  plan,  rather  than  having  as  we  do  today 
two  

Senator  Rockefeller.  Well,  you  are  bringing  

Mr.  Cardin.  You  would  be  creating  a  third  public  plan? 

Senator  Rockefeller.  No,  you  are  bringing  in  a  second  thing 
which  you  didn't  put  in  your  original  question.  That  is,  obviously 
there  are  some  people  who  are  unemployed.  Part  of  the  $24  billion 
would  pay  for  the  health  care  of  the  needy. 

The  public  program  would  be  available  for  those  who  do  not 
work,  as  well  as  those  who  are  working  for  a  company  which  choos- 
es not  to  buy  private  health  insurance  but  to  pay  a  percentage  of 
payroll  tax. 

Mr.  Cardin.  Which  would  include  those  people  who  don't  work 
also? 

Senator  Rockefeller.  Who  don't  work,  and  those  people  who  do 
work  but  who  work  for  a  company  which  chooses  not  to  buy  health 
insurance,  but  to  contribute  toward  the  public  plan. 

Mr.  Cardin.  Now,  suppose  you  are  just  a  very  wealthy  individual 
who  does  not  work.  Would  you  then  become  part  of  this  pot  that 
you  are  referring  to? 

Senator  Rockefeller.  That  is  correct. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Mr.  Gibbons.  All  right.  Mrs.  Johnson. 
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Mrs.  Johnson.  Thank  you  very  much.  Thank  you,  Senator,  for 
being  with  us  and  being  so  generous  with  your  time  during  the 
question  period. 

I  am  one  of  those  who  believes  very  strongly  that  we  have  to  do 
something  now.  First  of  all,  life  is  not  static,  and  things  are  going 
to  get  worse  rather  than  better  with  every  passing  month.  There 
are  going  to  be  more  and  more  small  businesses  that  currently  pro- 
vide health  insurance  that  won't  be  able  to  provide  it  next  year  as 
costs  spiral. 

The  situation  in  every  way  is  going  to  deteriorate,  so  I  think  it  is 
unconscionable  not  to  act  now.  I  think  your  testimony,  the  kinds  of 
things  in  my  bill,  the  kinds  of  things  we  have  discussed  here,  indi- 
cate a  consensus  on  a  number  of  critical  pieces.  If  we  did  them 
now,  we  would  be  in  a  substantially  stronger  position  in  4  or  5 
years.  I  certainly  want  to  work  with  you  in  that  direction. 

I  also  think  that  if  we  don't  control  costs,  it  doesn't  matter  much 
what  we  do  about  access  because  we  will  do  to  Medicare  what  we 
have  done  so  effectively  to  Medicaid.  We  will  underreimburse  until 
the  promise  of  the  program  is  a  mirage. 

If  we  don't  control  costs,  there  isn't  anybody,  Government  or 
anyone  else,  who  is  going  to  be  able  to  afford  health  care  for  its 
citizens.  I  think  we  have  to  keep  that  constantly  at  the  forefront  of 
our  minds. 

So  I  would  ask  you  to  consider  a  number  of  other  ideas  as  you 
work  through  this.  I  have  worked  hard  on  the  mandate  issue.  First 
of  all,  I  support  reforming  the  small  business  market  and  a  basic 
plan.  But  that  is  going  to  touch  a  very  small  portion  of  the  prob- 
lem. 

The  fact  is,  two-thirds  of  the  people  without  health  insurance 
have  incomes  either  nonexistent  or  less  than  200  percent  of  pover- 
ty. Those  people  aren't  going  to  be  helped  by  a  small  group  insur- 
ance reform  proposal  or  by  a  "MedAccess"  or  basic  benefits  plan, 
as  important  as  all  of  that  is  to  providing  affordable  options  within 
the  insured  system. 

Consequently,  I  would  ask  you  to  think  about  two  things.  First  of 
all,  a  mandate  to  offer  insurance,  as  opposed  to  help  pay  for  it,  be- 
cause paying  for  it  is  going  to  be  burdensome  to  those  small  busi- 
nesses that  are  on  the  ropes.  It  is  particularly  going  to  be  burden- 
some for  them  since  we  cannot  guarantee  them  cost  control,  and 
we  can't  see  very  far  into  that  future. 

If  we  mandate  to  offer,  then  we  reduce  one  of  the  two  big  costs  in 
a  small  insured  market,  and  that  is  the  cost  of  marketing.  We  also 
then  provide  knowledge  to  employees  and  to  small  employers,  and 
that  opens  some  opportunities  in  and  of  itself. 

Second,  by  mandating  participation  in  insurance  where  employ- 
ees decide  to  participate,  you  also  can  provide  incentives  to  reduce 
administrative  costs.  Two  of  the  large  costs  are  for  marketing  and 
administration  in  the  small  business  market. 

So,  I  think  there  are  some  options  short  of  mandate  that  we 
should  consider.  You  are  not  going  to  be  willing,  and  the  Congress 
is  not  going  to  be  willing,  to  mandate  100  percent  of  premiums  for 
part-time  and  full-time  employees. 

If  you  look  at  the  people  that  will  be  affected  by  the  mandate,  a 
large  percentage  of  them  are  part-time,  and  they  are  for  the  most 
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part  very  low  wage  earners.  So  even  a  partial  copayment  may 
knock  them  out  of  the  market. 

In  other  words,  mandates  as  a  solution  in  the  small  business 
sector  aren't  quite  what  they  are  cracked  up  to  be  in  terms  of 
reach.  So  I  think  there  is  some  benefit  to  being  honest  about  that 
and  looking  at  a  less  onerous  and  less  hostile  mandate  that  also 
has  some  very  positive  benefits,  coupled  with  reform  and  a  basic 
plan  in  the  market. 

Whatever  we  do,  the  critical  component  is  how  do  you  help  those 
who  don't  have  insurance,  no  matter  what  you  do  to  the  market, 
and  how  do  you  help  those  who  aren't  working. 

In  that  regard,  you  eliminate  Medicaid  and  try  to  fold  it  into 
Medicare.  Instead  of  restructuring  that  program  which  has  some 
real  downsides  for  the  group  we  are  talking  about,  I  would  urge 
you  to  look  with  me  at  a  much  more  aggressive  development  of 
public  health  centers. 

Public  health  centers  can  provide  user-friendly  health  care  that 
will  overcome  the  fact  that  in  many  instances  Medicaid  is  available 
but  people  don't  come.  In  my  hometown,  we  have  just  run  an  ex- 
periment whereby  we  go  out  and  get  the  people  and  bring  them  to 
their  appointments,  and  thereby  get  them  prenatal  care. 

There  is  a  real  problem  that  is  user  oriented  rather  than  access 
oriented,  but  it  is  very  important  to  quality  care  and  to  costs  in  the 
long  run.  In  a  sense,  the  radical  nature  of  my  public  health  center 
proposal  hasn't  been  recognized.  But  I  have  seen  it  work  in  housing 
projects  and  in  neighborhoods  that  are  desperate  for  health  care. 

By  developing  the  center,  we  develop  the  possibility  not  just  for 
health  care  but  for  substance  abuse,  family  support,  and  a  lot  of 
different  services.  We  create  at  the  same  time  a  system  that  ulti- 
mately could  provide  one-stop  shopping  for  WIC  and  a  lot  of  other 
things  that  we  know  are  critical  to  the  success  of  those  programs. 

So  I  would  urge  you  to  look  at  the  down-side  of  a  Medicare-struc- 
tured reimbursement  system  that  is  individually  oriented.  What  we 
really  need  is  a  systemic  approach  to  communities  that  are  in  diffi- 
culty, and  health  care  is  only  part  of  their  difficulty. 

If  we  don't  take  a  more  holistic  approach  to  family  problems,  I 
think  we  will  fail.  So  in  terms  of  bang  for  your  buck,  value  of  dol- 
lars, I  would  urge  you  to  look  at  that. 

As  far  as  the  small  business  mandates  go,  I  much  prefer  to  raise 
the  funds  through  the  tax  system  than  to  compromise  the  respon- 
siveness, in  a  sense  the  fungibility,  of  our  small  business  sector. 
That  is  what  makes  us  different  from  Germany  and  France  and 
England  in  recovering  from  recessions.  I  think  we  do  it  harm  at 
our  own  peril. 

So  those  two  issues,  what  is  the  nature  of  the  mandate,  and  what 
is  the  nature  of  the  public  health  response,  are  areas  in  which  I 
think  there  are  some  options  that  we  haven't  explored,  partly  be- 
cause of  our  own  prejudice  against  our  own  public  and  migrant 
clinic  program. 

If  we  rename  it  and  we  reorganize  it  so  that  it  is  better  hooked 
into  the  private  sector,  and  much  more  broadly  spread,  it  not  only 
can  create  an  infrastructure  for  families  in  need,  but  it  can  also 
create  an  infrastructure  in  the  rural  areas  that  is  now  missing  and 
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that  no  national  health  care  plan  is  going  to  provide  unless  it  ad- 
dresses the  infrastructure  issue. 

So,  I  would  just  like  to  throw  those  ideas  out  and  perhaps  carry 
them  forward  in  other  discussions.  While  I  am  at  it,  one  last  thing, 
because  this  is  very  relevant  to  what  my  colleague  from  New  York 
has  talked  about  in  terms  of  a  national  system. 

I  am  very  concerned  about  the  implications  of  imposing  on  our 
system  the  kind  of  budget  negotiations  that  go  on  in  Canada.  In 
Canada,  they  are  not  under  the  regulatory  mechanisms  that  there 
are  in  America  with  all  the  costs  associated  with  them.  I  think  it  is 
going  to  be  hard  for  us  to  step  back  on  those  things  as  we  lay  on 
additional  layers.  I  think  that  is  critical  to  both  cost  and  quality. 

Mr.  Gibbons.  I  wonder  if  the  gentlelady  would  mind  repeating 
that  question?  [Laughter.] 

Senator,  we  will  give  you  a  little  time  to  respond  to  that.  Go 
ahead. 

Senator  Rockefeller.  I  simply  learned  from  the  Congresswom- 
an.  I  am  very  appreciative  of  what  she  had  to  say. 
Mr.  Gibbons.  I  think  she  has  a  lot  of  good  ideas. 
Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

Mr.  Gibbons.  All  right.  Well  Senator,  we  thank  you  for  coming 
over  here  and  helping  us  with  this  problem.  I  hope  that  you  will 
take  a  look  at  the  proposal  that  I  have  made.  It  is  H.R.  1777,  just  to 
simply  extend  Medicare  to  everybody.  I  like  your  suggestions  about 
looking  at  a  value-added  tax  in  the  context  of  all  of  this. 

Thank  you  very  much. 

Senator  Rockefeller.  Thank  you,  sir,  very,  very  much. 

Mr.  Gibbons.  It  was  a  very  impressive  performance. 

Our  next  witness  is  head  of  the  Congressional  Budget  Office,  Dr. 
Reischauer.  I  think  that  in  welcoming  him  to  this  committee,  I 
should  say  for  the  record  that  he  participated  with  us  in  our  re- 
treat at  West  Point  very  constructively. 

We  look  forward  to  hearing  from  you,  Doctor. 

STATEMENT  OF  ROBERT  D.  REISCHAUER,  PH.D.,  DIRECTOR, 
CONGRESSIONAL  BUDGET  OFFICE 

Mr.  Reischauer.  Thank  you,  Mr.  Chairman.  I  certainly  appreci- 
ate the  opportunity  to  appear  before  the  committee. 

With  your  permission,  I  will  submit  my  prepared  statement  for 
the  record. 

Mr.  Gibbons.  Without  objection,  it  will  be  included  as  a  part  of 
the  record. 

Mr.  Reischauer.  I  will  not  speak  about  the  issues  of  who  lacks 
insurance  or  why  they  lack  insurance.  I  believe  those  issues  were 
covered  in  more  than  enough  detail  at  West  Point  over  the  course 
of  the  weekend.  Instead,  I  will  confine  myself  to  a  comparison  of 
five  general  approaches  that  might  be  taken  to  expand  health  in- 
surance coverage  for  the  uninsured. 

The  table  on  page  8  of  my  prepared  statement  contains  a  great 
deal  of  detail  that  relates  to  this  issue,  and  you  might  want  to  open 
that  testimony  and  have  it  in  front  of  you. 

Mr.  Gibbons.  What  page? 

Mr.  Reischauer.  On  page  8. 
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Mr.  Gibbons.  All  right. 

Mr.  Reischauer.  The  first  approach  involves  trying  to  make  in- 
surance more  affordable  to  low-income  families  by  expanding  tax 
subsidies  for  the  purchase  of  individual  or  group  insurance.  Cur- 
rently, of  course,  we  already  have  a  refundable  tax  credit  for  low- 
income  workers  with  children  who  purchase  insurance  that  covers 
their  children.  This  tax  credit  could  be  expanded  and  extended  to 
allow  all  of  those  with  incomes  below  200  percent  of  the  poverty 
threshold  a  credit  equal  to  some  fraction  of  the  premiums  they  pay 
for  individual  policies  or  for  their  share  of  the  premiums  for  em- 
ployer-based policies. 

Although  three-fifths  of  the  uninsured  have  incomes  below  200 
percent  of  the  poverty  threshold,  a  tax  credit  of  this  sort  would 
probably  do  little  to  increase  insurance  coverage,  unless  the  credit 
was  such  a  high  proportion  of  premium  costs  that  it  would  add  tre- 
mendously to  the  Federal  deficit.  The  reason  it  would  have  little 
effect  on  coverage  is  that  low-income  families,  even  with  a  modest 
subsidy,  would  have  a  difficult  time  contributing  much  toward  the 
purchase  of  insurance.  Furthermore,  their  incentive  to  contribute 
is  reduced  by  the  availability  of  charity  care,  to  which  they  often 
turn  to  meet  their  health  needs. 

As  a  result,  most  of  the  subsidy  would  probably  go  to  the  30  mil- 
lion people  below  200  percent  of  poverty  who  already  purchase 
some  kind  of  private  insurance,  rather  than  to  the  20  million  low- 
income  people  who  are  uninsured. 

The  increase  in  national  spending  for  health  care  resulting  from 
this  policy  would  be  small,  reflecting  a  small  increase  in  insurance 
coverage.  However,  Federal  spending  for  health  care  could  increase 
appreciably,  because  much  of  the  credit  would  go  to  those  who  al- 
ready purchase  health  insurance.  There  would  be  a  small  drop  in 
both  Federal  and  State  spending  under  the  Medicaid  program  for 
the  medically  needy.  Health  spending  by  individuals  would  fall  be- 
cause of  the  credit,  while  health  spending  by  employers  would  in- 
crease a  little,  as  some  additional  workers  elected  to  participate  in 
employer-provided  health  plans.  These  effects,  as  I  said,  are  sum- 
marized in  the  first  column  of  table  1. 

The  second  approach  to  increased  insurance  coverage  involves 
regulatory  changes  in  the  private  insurance  market.  These  regula- 
tory changes  would  be  designed  to  lower  the  rates  faced  by  individ- 
uals and  high-cost  groups  who  have  been  disadvantaged  in  recent 
years  by  the  reduced  cross-subsidization  that  has  occurred  as  insur- 
ance companies  have  adopted  risk-based  enrollment  and  rate-set- 
ting practices. 

While  this  approach  would  make  health  insurance  more  afford- 
able for  those  who  are  at  risk  for  large  health  care  costs,  it  is  un- 
certain whether  overall  insurance  coverage  would  increase  or  de- 
crease under  such  an  approach.  The  cost  of  insurance  would  fall  for 
high-risk  applicants,  thereby  inducing  higher  coverage  rates  for 
them,  but  the  cost  of  insurance  would  increase  for  lower-risk 
groups,  and  this  could  perhaps  lead  them  to  drop  out  of  systems  in 
which  they  were  already  covered.  Conceivably,  this  reduction  could 
even  offset  the  increased  coverage  among  high-risk  groups. 

Even  if  there  was  no  overall  increase  in  insurance  coverage,  na- 
tional spending  for  health  care  might  increase  somewhat,  because 
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of  the  reorientation  of  insurance  coverage  toward  high-risk  people 
who  would  be  more  likely  to  use  health  care  services. 

A  third  approach  to  increasing  insurance  coverage  is  employer 
mandates,  which  we  have  discussed  a  good  deal  today.  These  are 
attractive  for  two  reasons:  first,  because  some  four-fifths  of  the  un- 
insured are  workers  or  belong  to  a  family  that  has  a  member  who 
is  a  worker,  and  second,  because  employment-related  insurance  is 
group  insurance,  which  is  generally  cheaper  to  purchase  than  indi- 
vidual policies. 

If  we  required  all  firms  with  10  or  more  employees  to  offer  insur- 
ance to  their  employees  who  worked  at  least  25  hours  a  week,  and 
if  we  required  workers  to  accept  that  coverage  for  both  themselves 
and  their  dependents,  the  share  of  the  population  lacking  insur- 
ance could  be  cut  roughly  in  half.  National  health  spending  would 
increase  by  about  2  percent  as  a  result  of  this  expansion  in  cover- 
age. Federal  spending  for  health  would  fall  by  about  2  percent  be- 
cause new  employment-based  benefits  would  replace  some  spending 
under  the  Medicare  and  Medicaid  programs. 

However  the  Federal  deficit  would  rise,  because  tax  receipts 
would  fall  by  more  than  this  decline  in  health  spending.  This  is  be- 
cause employers  would  shift  compensation  from  taxable  wages  to 
nontaxable  health  benefits,  while  keeping  total  compensation  un- 
changed. Health  spending  by  State  and  local  governments  would 
fall  by  about  4  percent,  because  of  reduced  spending  on  Medicaid 
and  reduced  amounts  of  uncompensated  care  in  public  hospitals. 

State  tax  revenues,  however,  would  also  drop  by  a  bit.  Health 
spending  by  individuals  would  decline  by  about  3  percent,  because 
of  the  expanded  insurance  coverage,  and  also  because  employers, 
on  average,  would  pay  a  larger  share  of  all  premium  costs. 

Initially,  the  costs  of  employers'  health  plans  would  rise  by  about 
14  percent.  This  is  an  average  number,  but  it  really  does  not  have 
much  meaning  because  firms  with  less  than  10  workers  would  be 
totally  unaffected  by  such  a  change.  Most  firms  that  did  not  pro- 
vide insurance  before  and  would  be  mandated  to  provide  it  would 
have  from  10  to  25  employees.  These  firms  would  see  their  health 
costs  explode,  while  firms  that  already  provided  health  insurance 
might  even  see  their  costs  decline.  Their  costs  could  decline  be- 
cause some  spouses  and  children  might  now  be  covered  under  a  dif- 
ferent policy,  and  employers  also  might  face  slightly  lower  rates  be- 
cause there  would  be  less  shifting  of  costs. 

Over  time,  employers  who  faced  much  higher  costs  would  shift 
these  costs  onto  their  employees  by  reducing  cash  wages.  The  esti- 
mates that  I  have  just  given  you  do  not  incorporate  any  of  the 
likely  behavioral  responses  that  would  come  about  from  such  a 
mandate. 

There  would  be  some  reduction  in  employment,  as  was  suggested 
by  some  of  the  questioning  to  Senator  Rockefeller,  and  this  would 
probably  be  concentrated  largely  among  low-wage  workers.  Some 
businesses  might  try  to  restructure  to  get  below  the  size  thresholds 
that  were  set  by  the  mandate.  Employers  would  be  less  inclined  to 
offer  part-time  employment  that  required  health  insurance  cover- 
age, while  they  would  be  more  inclined  to  offer  part-time  work 
below  the  hours  threshold. 
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A  fourth  general  approach  to  expanding  insurance  coverage 
would  be  to  extend  free  or  subsidized  public  insurance  to  selected 
groups  who  are  not  now  eligible  for  it.  For  example,  we  could 
extend  the  Medicaid  program  to  all  of  those  who  have  incomes 
below  twice  the  poverty  threshold.  Doing  so  would  affect  roughly 
60  percent  of  the  uninsured.  Medicaid  coverage  could  be  provided 
free  to  all  of  those  who  are  poor,  and  those  who  are  between  100 
and  200  percent  of  the  poverty  threshold  could  be  required  to  pay 
some  income-related  premium. 

If  all  of  those  who  are  eligible  to  participate  did  participate,  only 
5  percent  of  the  population  would  remain  without  health  insur- 
ance. However,  Medicaid  would  become  a  primary  payer  for  nearly 
40  million  Americans,  compared  with  only  15  million  today.  Na- 
tional health  spending  would  grow  by  nearly  2  percent.  Federal 
health  spending  would  rise  by  about  8  percent,  and  State  and  local 
health  spending  would  rise  by  about  9  percent.  Health  spending  by 
individuals  would  fall  by  about  7  percent.  The  effect  on  employers 
would  be  negligible,  if  we  are  looking  only  at  direct  health  spend- 
ing by  employers.  However,  their  taxes  might  rise  substantially  to 
pay  for  the  expanding  Medicaid. 

Of  course,  such  an  approach  has  some  obvious  drawbacks.  It 
would  put  a  big  burden  on  the  States,  and  the  States  already  feel 
that  they  are  overburdened  by  the  Medicaid  program.  It  would 
leave  us  with  an  insurance  policy  that  varied  considerably  from 
State  to  State  and  a  health  insurance  policy  that  could  vary  over 
the  business  cycle.  When  States  get  into  fiscal  difficulties,  they 
have  a  tendency  to  ratchet  back  on  their  Medicaid  plans  and  there 
is  a  question  of  how  desirable  that  is. 

Furthermore,  I  think  it  could  prove  to  be  extremely  complex 
from  the  administrative  standpoint  to  determine  eligibility  in  such 
a  program  and  to  collect  the  income-related  premiums — as  would 
be  required  for  those  who  fell  between  100  and  200  percent  of  the 
poverty  threshold. 

The  fifth  and  final  approach  to  reducing  the  number  of  unin- 
sured is  universal  public  health  insurance.  This  approach  could  be 
accomplished  either  through  a  Federal  program  or  through  State 
programs  set  up  under  Federal  guidelines,  as  was  done  with  the 
unemployment  insurance  program. 

If  the  benefit  package  for  such  a  universal  health  insurance 
system  was  equal  to  the  average  benefits  that  are  currently  provid- 
ed by  private  insurers  and  Medicare,  and  if  providers  were  paid  on 
the  same  terms  that  Medicare  now  uses  to  reimburse  providers, 
and  if  private  insurance  plans  were  prohibited  from  offering  any 
benefits  covered  by  the  public  plan — these  are  three  very  big  and 
very  controversial  "ifs" — then  national  health  expenditures  might 
not  be  any  higher  than  they  would  be  under  the  current  system. 
Moreover,  we  would  have  a  system  that  would  provide  universal 
coverage  as  well  as  perfect  continuity  of  coverage  through  a  per- 
son's lifetime. 

However,  it  should  be  pointed  out  that  such  a  plan  would  involve 
huge  amounts  of  redistribution  on  two  fronts:  First,  with  respect  to 
health  services  and  out-of-pocket  spending,  those  whose  previous 
coverage  was  more  generous  than  the  universal  plan  would  find 
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themselves  worse  off,  while  those  who  were  uninsured  or  had  a 
subpar  plan  would  be  better  off. 

Second,  the  universal  plan  would  have  to  be  financed  somehow. 
While  the  table  in  my  testimony  suggests  large  increases  in  Feder- 
al, State,  and  local  spending  and  large  decreases  in  employer  and 
individual  spending,  this  is  a  bit  misleading.  Businesses  and  indi- 
viduals would  have  to  pay  taxes  to  support  the  Government  pro- 
gram. The  nature  of  the  resulting  distribution  would  depend  on 
which  taxes  were  raised  to  pay  for  the  new  program. 

Let  me  conclude  with  three  general  observations.  The  first  of 
these  is  that,  while  there  are  several  ways  to  reduce  the  number  of 
Americans  without  health  insurance,  those  that  are  most  likely  to 
address  the  problem  in  a  significant  way  would  involve  fundamen- 
tal changes  in  our  current  health  care  system. 

A  second  observation  is  that  any  approach  that  reduces  the 
number  of  uninsured  is  going  to  entail  a  substantial  amount  of  re- 
distribution, and  that  redistribution  is  likely  to  be  quite  controver- 
sial. It  is  going  to  be  controversial  because  most  Americans  are 
only  dimly  aware  of  what  they  are  paying  now  for  health  care.  We 
have  tax  expenditures  and  employer  contributions  to  health  insur- 
ance premiums  that  hide  from  the  individual  their  true  contribu- 
tion to  their  own  health  insurance,  and  many  of  them  underesti- 
mate greatly  the  amount  they  are  actually  paying. 

The  third  and  final  observation  that  I  would  like  to  make  is  that 
mechanisms  that  can  successfully  curb  costs  must  be  put  in  place 
in  conjunction  with  or  before  any  major  policies  are  adopted  to 
extend  access.  To  do  otherwise  would  be  like  pouring  gasoline  on 
an  already  uncontrolled  fire. 

The  truth  of  that,  I  think,  is  brought  home  by  the  article  in 
today's  Washington  Post,  which  noted  that  health  care  spending  as 
a  fraction  of  GNP  had  risen  from  11.6  percent  in  1989  to  12.2  per- 
cent in  1990,  a  substantially  higher  increase  than  the  increases  of 
the  last  few  years.  We  do  not  seem  to  have  costs  under  control  at 
this  time,  and  we  should  focus  on  cost  containment  before  we  deal 
with  the  problem  of  access. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  ROBERT  D.  REISHAUER,  DIRECTOR 
CONGRESSIONAL  BUDGET  OFFICE 

Mr.  Chairman,  I  appreciate  the  opportunity  to  appear  before  this  Committee 
to  discuss  health  insurance  coverage  in  the  United  States  and  approaches  the 
Congress  might  take  to  expand  it. 

In  March  1990,  an  estimated  33.4  million  people--or  13.6  percent  of  the 
population-were  without  health  insurance  coverage.  Because  insurance 
coverage  for  people  65  and  over  is  nearly  universal  through  Medicare,  most 
of  the  uninsured~33.1  million-were  under  age  65.  About  three  out  of  five 
uninsured  people  are  poor  or  near-poor,  with  income  less  than  200  percent 
of  the  poverty  threshold. 

These  figures  understate  the  problem  Estimates  for  1987  indicate  that 
the  number  who  were  uninsured  at  some  time  during  the  year  was  about  30 
percent  higher  than  the  number  who  were  uninsured  during  the  first  quarter 
of  the  year.  If  the  same  was  true  for  1990,  then  nearly  one  in  five  among  the 
population  under  65  were  uninsured  at  some  time  during  the  year,  and  about 
one  in  ten  were  uninsured  for  the  entire  year. 

The  problem  of  inadequate  insurance  coverage  is  exacerbated  by  our 
inability  to  slow  the  growth  in  health  care  costs.  Cost  increases  are  raising 
premiums  for  health  insurance  faster  than  the  growth  in  national  income, 
thereby  further  eroding  coverage.  Since  1980,  the  proportion  of  the 
population  under  65  without  health  insurance  has  increased  by  25  percent. 


REASONS  FOR  LACK  OF  HEALTH  INSURANCE  

Health  insurance  in  the  United  States  is  provided  through  a  mix  of 
employment-based,  public,  and  individual  insurance  plans.  Our  system 
evolved  over  the  last  60  years,  as  health  insurance  gradually  became 
widespread.  At  the  same  time,  however,  it  changed  from  a  mechanism 
designed  to  spread  risk  across  broad  groups  to  one  that  often  isolates  and 
denies  protection  to  those  most  at  risk  for  large  health  care  costs.  In  each 
locality,  what  was  once  a  single  "community"  of  insured  people  has  been 
fragmented  into  discrete  populations  facing  group-specific  premiums.  This 
fragmentation  has  reduced  the  extent  to  which  those  with  lower  expected  costs 
subsidize  those  with  higher  expected  costs.  Larger  employers  can  buy 
coverage  for  their  workers  readily  at  standard  rates  or  can  self-insure.  But 
premiums  for  small  employers  and  for  individual  applicants  are  now  most 
often  based  on  the  insurer's  assessment  of  specific  risk  factors  for  the  group 
or  person  to  be  covered-a  process  called  medical  underwriting. 

For  about  70  percent  of  the  population  under  65,  insurance  is  largely 
based  on  employment.  Hence,  lack  of  insurance  among  the  population  under 
65  is  best  explained  in  reference  to  their  work  force  connections. 

Nearly  one  in  five  among  the  uninsured  under  65  have  no  work  force 
connection-that  is,  no  one  in  the  family  is  employed.  Among  this  group, 
individuals  ineligible  for  benefits  under  a  retiree  health  plan,  Medicaid,  or 
Medicare  must  purchase  insurance  in  the  private  market  or  do  without.  Some 
choose  to  do  without  insurance  because  the  coverage  offered  to  them  is 
unattractive-typically  being  more  restrictive  and  more  expensive  than 
employment-based  coverage.  Others  are  denied  insurance  coverage 
altogether,  either  because  of  a  preexisting  medical  condition  or  because  of 
other  risk  factors. 

About  two-thirds  of  the  uninsured  are  in  families  in  which  at  least  one 
person  works  full  time,  and  another  13  percent  have  a  part-time  work  force 
connection.  But  those  in  families  with  only  part-time  workers  are  two  and 
one-half  times  more  likely  to  be  uninsured  than  those  in  families  with  at  least 
one  who  works  full  time.  Most  firms  do  not  provide  health  insurance  to  part- 
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time  employees  even  when  they  offer  it  to  full-time  workers.  As  a 
consequence,  many  of  those  with  only  a  part-time  work  force  connection  must 
turn  to  the  individual  insurance  market  for  coverage. 

Even  those  with  a  full-time  work  force  connection  do  not  always  have 
access  to  employment-based  insurance.  About  43  percent  of  firms  offer 
health  insurance  to  their  employees  (at  least  to  those  who  work  full  time),  and 
these  firms  employ  about  77  percent  of  the  work  force.  This  means,  however, 
that  employment-based  health  insurance  is  not  offered  to  23  percent  of  the 
work  force. 

Smaller  firms-those  with  fewer  than  25  employees-are  less  likely  than 
others  to  offer  health  insurance.  These  firms  experience  a  number  of 
problems  in  the  insurance  market  that  distinguish  them  from  larger  employers. 
In  fact,  many  of  the  problems  faced  by  small  employers  are  similar  to  those 
faced  by  individuals  seeking  insurance.  The  coverage  offered  to  them  by 
insurers  is  typically  more  expensive  and  more  restrictive  than  that  offered  to 
larger  employers.  Firms  with  fewer  than  25  employees  account  for  less 
than  30  percent  of  the  work  force,  but  for  more  than  half  of  the  uninsured 
workers.  Some  additional  information  on  health  insurance  will  be  found  in 
the  tables  in  Appendix  A. 


APPROACHES  TO  ACHIEVING  GREATER 

INSURANCE  COVERAGE  

The  proposals  intended  to  increase  insurance  coverage  that  I  will  discuss 
today  fall  into  five  broad  categories:  tax  subsidies  for  the  purchase  of  private 
insurance;  changes  in  the  regulation  of  the  private  insurance  market; 
additional  requirements  on  employers  to  provide  employment-based 
insurance;  expansion  of  public  insurance  to  selected  groups;  or  a  universal 
public  health  insurance  program  I  will  describe  one  illustrative  option  for 
each  of  these  five  approaches,  discussing  in  each  case  the  likely  effects  of  the 
option  on  the  number  of  people  with  health  insurance  and  on  spending  for 
health.  The  estimated  effects  are  presented  in  the  tables  in  Appendix  B. 


Tax  Subsidies  for  the  Purchase  of  Private  insurance 

Under  current  law,  the  federal  income  tax  code  provides  a  substantial  subsidy 
for  health  insurance,  with  income  tax  expenditures  of  about  $40  billion  for 
1992.  The  principal  subsidy  is  the  exclusion  of  qualified  employer-paid  health 
insurance  premiums  and  certain  other  health  costs  from  workers'  income  for 
tax  purposes.  In  addition,  low-income  workers  are  eligible  for  a  refundable 
tax  credit  on  the  purchase  of  health  insurance  that  covers  their  children.  This 
credit  is  for  all  premium  costs,  subject  to  a  ceiling  equal  to  6  percent  of 
qualified  earnings.  For  1991,  the  maximum  credit  will  be  $428. 

The  current  system  of  tax  subsidies  could  be  expanded  to  make  the 
purchase  of  private  health  insurance  less  expensive.  The  tax  system  could  also 
be  used  to  promote  other  goals  of  health  policy,  especially  cost  containment. 
For  example,  some  current  proposals  would  combine  tax  subsidies  with  a  cap 
on  the  value  of  employer  contributions  to  health  plans  that  could  be  excluded 
from  income  for  tax  purposes,  in  order  to  encourage  the  purchase  of  plans 
with  less  generous  benefits.  Tax  options  that  would  address  goals  other  than 
access,  however,  are  outside  the  scope  of  my  remarks  today. 

Illustrative  Option.  A  refundable  tax  credit  for  the  purchase  of  a  qualified 
private  insurance  plan  could  be  made  available  to  all  people  with  income 
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below  200  percent  of  the  poverty  threshold.  Specifically,  the  tax  credit  for  all 
those  with  adjusted  gross  income  less  than  100  percent  of  poverty  would  equal 
25  percent  of  the  amount  paid  in  premiums  for  private  insurance.  The  credit 
would  be  gradually  reduced  from  25  percent  of  premiums  for  those  with 
income  at  the  poverty  level  to  zero  for  those  with  income  above  200  percent 
of  poverty.  The  credit  would  be  available  both  for  the  purchase  of  individual 
insurance  policies  and  for  the  employee  share  of  premiums  for  employment- 
based  policies. 

The  increase  in  insurance  coverage  would  be  very  limited  under  this 
option,  because  a  25  percent  subsidy  would  induce  little  additional  purchase. 
Poor  and  near-poor  people  would  have  difficulty  contributing  much  toward 
the  purchase  of  insurance,  and  their  incentive  to  contribute  is  reduced  by  the 
availability  of  charity  care.  Most  of  the  subsidy  would  go  to  the  30  million 
people  below  200  percent  of  poverty  who  already  purchase  some  private 
insurance,  rather  than  to  the  20  million  who  are  uninsured. 

The  increase  in  national  spending  for  health  care  would  be  small, 
reflecting  the  small  increase  in  insurance  coverage.  Federal  spending  for 
health  (including  tax  expenditures)  would  increase  appreciably,  however, 
because  of  the  benefit  the  credit  would  give  to  those  who  already  purchase 
insurance.  There  would  be  a  small  drop  in  both  federal  and  state  spending 
under  Medicaid  for  the  medically  needy.  Health  spending  by  individuals  (net 
of  the  credit)  would  fall,  while  health  spending  by  employers  would  increase 
a  little  as  some  additional  workers  elected  to  participate  in  employment-based 
health  plans  because  of  the  credit 

Variants.  Variants  might  either  raise  or  cut  the  percentage  of  premiums  that 
would  apply  toward  the  credit,  or  they  might  expand  or  reduce  the  groups 
eligible  for  it.  If  the  credit  was  increased  to  cover  a  large  percentage  of 
premium  costs,  this  approach  could  significantly  reduce  the  number  of 
uninsured  among  the  eligible  population.  This  would  be  a  costly  way  to 
increase  coverage  rates,  however,  as  much  of  the  benefit  would  go  to  those 
who  are  already  insured. 


Regulatory  Changes  in  the  Private  Insurance  Market 

In  recent  years,  the  availability  of  affordable  insurance  for  high-cost  groups 
and  individuals  has  been  reduced  because  insurers  have  used  enrollment  and 
rate-setting  provisions  to  fragment  the  market  into  populations  grouped  by 
risk,  reducing  the  subsidy  of  high-cost  groups  by  low-cost  groups.  Regulatory 
changes~at  either  the  state  or  federal  level-could  be  used  to  restrict  insurers' 
enrollment  and  rate-setting  practices.  By  limiting  the  amount  that  premiums 
for  high-risk  applicants  could  exceed  premiums  charged  to  others,  this 
approach  could  make  health  insurance  more  affordable  for  those  at  risk  for 
large  health  care  costs. 

Illustrative  Option.  One  option  would  require  all  insurers  to  hold  an  open 
enrollment  period  for  one  month  each  year,  when  insurers  would  have  to 
accept  all  individual  and  group  applicants  at  advertised  rates.  The  rates  could 
vary  by  benefit  design,  geographic  area,  age,  and  sex,  but  not  by  health  status 
or  previous  claims  experience.  Insurers  would  be  permitted  to  impose  a  six- 
month  waiting  period  for  preexisting  conditions  on  those  who  were  previously 
without  insurance,  but  no  waiting  period  could  be  imposed  on  those  who  were 
changing  insurers  with  no  break  in  coverage. 

Because  high-cost  cases  might  not  be  proportionately  distributed  among 
insurers,  a  reinsurance  mechanism  could  be  necessary  to  help  insurers  manage 
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their  risk  under  this  option.  An  industry-based  nonprofit  reinsurance 
corporation  could  be  set  up,  financed  partly  by  premiums  paid  by  insurers 
seeking  reinsurance  and  partly  by  premium-based  assessments  on  all  health 
plans  (including  those  that  were  self-insured,  which  would  require  changes  in 
federal  legislation). 

It  is  uncertain  whether  overall  insurance  coverage  would  increase  or 
fall  under  this  option,  but  continuity  of  coverage  would  improve  because  of 
the  restriction  on  insurers'  use  of  waiting  periods  before  preexisting  conditions 
would  be  covered.  The  cost  of  insurance  would  fall  for  high-risk  applicants, 
thereby  probably  inducing  higher  coverage  rates  for  them.  But  the  cost  of 
insurance  would  increase  for  lower-risk  groups,  perhaps  reducing  their 
coverage  rates  by  enough  to  completely  offset  the  increase  in  coverage  among 
high-risk  groups. 

Even  if  there  was  no  overall  increase  in  insurance  coverage,  national 
spending  for  health  care  might  increase  somewhat  because  of  the 
reorientation  of  insurance  coverage  toward  high-risk  people,  who  would  be 
likely  to  use  more  health  care  services.  Federal  and  state  government  costs 
under  Medicaid  would  probably  fall,  primarily  because  of  reduced  spending 
for  "medically  needy"  groups.  (Medically  needy  people  are  those  who  become 
temporarily  eligible  for  Medicaid  benefits  in  some  states  when  their  income 
exceeds  their  health  care  costs  by  less  than  the  state's  income  standard  for 
eligibility.)  The  overall  effects  on  spending  for  health  by  individuals  and  by 
employers  are  uncertain,  as  changes  in  spending  among  high-risk  groups 
would  be  offset  by  changes  among  low-risk  groups. 

Variants.  Current  proposals  include  a  number  of  variations  on  this  option, 
most  of  which  would  either  add  to  or  reduce  the  factors  insurers  might  use  to 
vary  rates,  thereby  affecting  the  extent  of  cross-subsidy  that  would  take  place 
among  the  insured  population.  The  greatest  increase  in  cross-subsidy  would 
occur  with  "pure"  community  rating,  which  would  establish  the  broadest 
possible  risk  pool  in  each  community~a  single  individual  rate  and  a  single 
family  rate  for  each  benefit  package  offered  by  the  insurer.  A  much  smaller 
increase  in  cross-subsidy  would  occur  under  proposals  that  would  limit-but 
continue  to  permit-medical  underwriting  and  experience  rating. 

Employer  Mandates 

Because  rates  for  group  health  insurance  are  generally  substantially  lower 
than  rates  charged  to  individual  applicants,  access  to  affordable  health 
insurance  could  be  increased  if  employers  were  required  to  offer  health 
insurance  to  their  employees.  Workers  affected  by  the  mandate  would  be 
required  to  accept  employment-based  coverage  for  themselves  and  their 
dependents. 

Illustrative  Option.  The  option  examined  here  would  require  all  firms  with 
10  or  more  employees  to  offer  a  qualified  health  insurance  plan  to  each 
employee  who  works  25  hours  or  more  a  week,  and  to  the  employee's 
dependents.  When  both  members  of  a  couple  would  be  affected  by  the 
mandate,  they  could  choose  which  employer's  plan  to  accept  to  avoid 
duplicate  coverage.  Qualified  plans  would  provide  benefits  that  were 
actuarially  equivalent  to,  or  better  than,  those  of  a  model  plan  specified  by 
law.  Employers  would  be  required  to  pay  at  least  75  percent  of  the  premium 
costs. 

If  this  option  had  been  in  place  for  1990,  the  share  of  the  population 
with  insurance  would  have  increased  from  86.4  percent  to  as  much  as  94 
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percent.  The  greatest  increase  would  occur  among  children  and  adults  under 
55.  These  estimates  assume  no  reduction  in  employment  as  a  result  of  the 
mandate,  although  some  reduction  probably  would  occur.  This  result  would 
be  especially  likely  among  low-wage  workers,  because  in  their  case  it  would 
be  more  difficult  for  employers  to  reduce  other  components  of  the 
compensation  package  in  response  to  a  mandated  increase  in  health  insurance 
benefits. 

National  spending  for  health  would  increase  by  about  2  percent  as  a 
result  of  the  expansion  in  coverage.  Federal  spending  for  health  (exclusive  of 
employee  health  benefit  costs)  would  fall  by  about  2  percent,  because  new 
employment-based  benefits  would  replace  some  spending  under  Medicare  and 
Medicaid.  The  net  effect  on  the  federal  budget  would  be  a  small  increase  in 
the  deficit,  however,  because  tax  receipts  would  fall  by  somewhat  more  than 
federal  health  spending  would.  (This  result  assumes  that  employers  would 
shift  compensation  from  taxable  wages  to  nontaxable  health  benefits,  with  no 
change  in  overall  compensation  for  workers.)  Health  spending  by  state/local 
governments  (exclusive  of  employee  health  benefit  costs)  would  fall  by  about 
4  percent  because  of  reduced  spending  for  Medicaid  and  for  uncompensated 
care  in  public  hospitals,  but  state  tax  revenues  would  also  drop.  Health 
spending  by  individuals  would  decline  by  about  3  percent  because  of  expanded 
insurance  coverage  and  because  employers  would  pay  a  larger  share  of 
premium  costs.  Initially,  employers'  health  plan  costs  would  rise  by  about  14 
percent,  on  average,  although  the  effects  of  the  mandate  would  be 
concentrated  most  on  firms  with  at  least  10  but  less  than  25  employees.  Over 
time,  the  increase  in  employers'  costs  would  be  negligible,  as  employers  would 
reduce  other  components  of  workers'  compensation  to  offset  the  increase  in 
health  benefits. 

Variants.  Current  proposals  differ  in  how  comprehensive  the  mandate  to 
provide  health  insurance  would  be,  and  how  it  would  be  applied.  If  fewer 
exemptions  were  permitted  under  the  mandate,  a  larger  proportion  of  workers 
would  be  offered  insurance,  but  a  very  comprehensive  mandate  might  threaten 
the  continued  viability  of  some  firms-especially  those  that  had  a  large 
proportion  of  low-wage  or  part-time  workers.  One  variant  designed  to 
address  this  trade-off  would  give  employers  the  option  of  paying  a  payroll- 
based  tax  for  some  or  all  employees  instead  of  providing  health  insurance 
directly.  In  this  instance,  adverse  effects  on  employment  for  part-time  and 
low-wage  workers  would  be  smaller,  but  the  excluded  workers  would  be  less 
likely  to  obtain  health  insurance.  Employers'  tax  payments  would  have  to  be 
combined  with  contributions  from  excluded  workers  and  perhaps  with  a 
government  subsidy  for  the  purchase  of  health  insurance. 


Medicaid  Expansion 

Instead  of  attempting  to  make  the  purchase  of  private  health  insurance  more 
affordable,  coverage  rates  could  be  increased  by  offering  free  or  subsidized 
public  insurance  to  selected  groups  not  now  eligible  for  it  The  expansion 
could  be  through  Medicaid,  Medicare,  or  a  new  program,  but  the  illustrative 
option  is  for  an  expansion  of  Medicaid.  Currently,  Medicaid  covers  only  42 
percent  of  the  poor,  and  11  percent  of  those  with  income  between  100  percent 
and  200  percent  of  the  poverty  line. 

Illustrative  Option.  This  illustration  would  extend  Medicaid  coverage  without 
cost  to  all  poor  individuals  and  families.  Current  categorical  eligibility 
conditions  and  asset  limits  would  be  dropped.  People  with  income  between 
100  percent  and  200  percent  of  the  poverty  thresholds  would  be  permitted  to 
buy  into  Medicaid  by  paying  an  income-related  premium,  which  could  not 
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exceed  one-third  of  Medicaid's  insurance  value.  (The  maximum  premium  for 
a  family  of  three  would  be  about  $1,260  for  1991.)  Each  state's  usual  benefit 
package  would  be  provided.  As  under  current  law,  Medicaid  would  be  a 
secondary  payer  to  employment-based  insurance  and  to  Medicare. 

Under  this  option,  the  share  of  the  population  with  insurance  would 
increase  to  as  much  as  95  percent.  Coverage  would  rise  the  most  for  children 
and  for  women  of  prime  child-bearing  age  (25-44).  Medicaid  would  become 
the  primary  payer  for  nearly  40  million  people,  compared  with  only  15  million 
people  currently. 

If  all  those  newly  eligible  for  Medicaid  accepted  it,  national  spending 
for  health  would  grow  by  nearly  2  percent  because  of  the  increased  use  of 
services  generated  by  the  new  coverage.  Higher  costs  under  Medicaid  would 
raise  federal  health  spending  by  about  8  percent,  and  state  health  spending 
would  increase  by  about  9  percent.  Health  spending  by  individuals  would  fall 
by  about  7  percent,  while  die  effect  on  employers'  health  spending  would  be 
negligible. 

Variants.  One  variant  of  this  approach  would  restrict  the  expansion  of 
Medicaid  to  certain  demographic  groups  below  some  specified  income  level, 
rather  than  extending  it  to  all  people  meeting  the  income  criteria.  Relative 
to  the  illustrative  option,  such  restrictions  would  reduce  the  costs  of  the 
expansion  if  the  same  income  criteria  were  used.  Alternatively,  the 
restrictions  could  permit  the  expansion  of  Medicaid  to  higher  income  groups 
for  no  greater  cost  than  the  illustrative  option. 

Universal  Public  Health  Insurance 

Instead  of  trying  to  eliminate  gaps  in  coverage  within  our  current  patchwork 
system  of  insurance,  we  could  achieve  universal  coverage  by  implementing  a 
public  health  insurance  plan  for  which  all  people  would  be  eligible.  It  could 
be  a  federal  program  or  state  programs  set  up  under  federal  guidelines 
(similar  to  the  Unemployment  Insurance  program). 

Illustrative  Option.  The  plan  described  here  would  replace  all  existing 
insurance  for  acute-care  services  with  a  new  public  insurance  plan  for  which 
all  legal  residents  would  be  eligible.  The  benefit  package  would  be  actuarially 
equivalent  to  the  average  benefits  currently  provided  under  private  plans  and 
Medicare.  Providers  would  be  paid  on  the  same  terms  as  those  now  in  place 
under  Medicare,  financed  from  broad-based  federal  and  state  taxes.  Private 
insurance  plans  would  be  prohibited  from  offering  any  benefits  covered  by  the 
public  plan,  including  a  prohibition  on  paying  the  public  plan's  copayment 
requirements  (which  would  be  capped).  Private  plans  would,  however,  be 
permitted  to  offer  coverage  for  services  not  covered  by  the  public  plan. 

Costs  for  both  the  new  public  insurance  program  (which  would  replace 
Medicare)  and  for  a  residual  Medicaid  program  would  be  shared  by  federal 
and  nonfederal  governments  in  roughly  the  same  proportion  as  public 
spending  for  health  is  shared  now.  For  those  currently  eligible  for  Medicaid, 
the  residual  program  would  pay  the  copayments  required  under  the  public 
plan  and  the  costs  of  long-term  care. 

Under  this  option,  insurance  coverage  for  acute-care  services  would  be 
universal.  Continuity  of  coverage  for  benefits  provided  under  the  public  plan 
would  be  assured  because  enrollees  would  never  have  to  change  insurers 
regardless  of  changes  in  their  work  force  connections. 
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It  is  uncertain  whether  national  spending  for  health  would  increase  or 
fall,  on  balance,  under  this  option.  Spending  for  health  care  services  would 
increase  initially  because  of  comprehensive  insurance  coverage  and  higher 
payment  rates  for  some  services  previously  paid  by  Medicaid,  only  partly 
offset  by  lower  payment  rates  for  services  previously  paid  by  private  insurers. 
On  the  other  hand,  administrative  costs  would  fall  because  of  the  replacement 
of  the  many  payers  in  our  current  system  with  a  single  payer.  Overall, 
estimates  for  the  initial  change  in  national  health  spending  range  from 
approximately  -7  percent  to  2  percent 

Health  spending  by  federal,  state,  and  local  governments  would 
increase  initially  by  up  to  85  percent  under  this  option,  because  most  spending 
for  acute  care  services  would  be  transferred  to  the  public  sector.  If  national 
spending  for  health  fell  under  this  option,  though,  the  increase  in  government 
spending  would  be  less  than  the  drop  in  private-sector  spending.  Hence,  the 
private  sector  could  be  financially  better  off  in  the  aggregate,  even  assuming 
taxes  were  increased  by  enough  to  pay  the  new  governmental  costs.  (Tax 
revenues  would  automatically  rise  some,  if  compensation  employers  had 
previously  provided  as  nontaxable  health  benefits  was  paid  as  taxable  earnings 
instead.)  The  distribution  of  benefits  and  costs  would  change,  however,  so 
that  some  individuals  and  employers  could  be  financially  worse  off. 

Variants.  One  variant  of  this  approach  would  permit  private  insurers  to  cover 
the  public  plan's  copayment  requirements,  in  addition  to  services  not  covered 
by  the  public  plan.  This  change  would  permit  enrollees  to  improve  on  the 
public  plan's  benefits  for  covered  services,  but  would  also  increase  the  plan's 
costs  by  encouraging  greater  use  of  services.  Other  variants  of  this  approach 
would  introduce  a  public  insurance  program  as  an  alternative  health  plan  in 
which  people  could  enroll  if  they  preferred  it  to  private  insurance.  This 
alternative  would  be  less  disruptive  than  wholesale  replacement  of  current 
insurance  arrangements  and  would  preserve  choice  among  plans,  but  it  would 
also  continue  the  high  administrative  costs  of  the  current  system.  If  the  public 
plan  was  fully  financed  by  enrollees'  premiums,  it  would  probably  become  the 
insurer  of  last  resort,  eventually  enrolling  only  those  deemed  uninsurable  in 
the  private  market  who  had  sufficient  income  to  pay  the  premiums. 


CONCLUSION  

Insurance  coverage  would  be  most  improved  under  a  universal  public 
insurance  plan,  and  least  improved  by  regulatory  changes  in  the  private 
insurance  market,  although  both  approaches  could  ensure  that  insurance  was 
universally  available  even  if  not  universally  accepted  (see  Table  1). 
Substantial  but  incomplete  increases  in  coverage  could  be  achieved  through 
either  new  employer  mandates  or  expansion  of  Medicaid.  A  tax  credit  could 
increase  insurance  coverage  appreciably  only  if  it  was  substantial  relative  to 
the  cost  of  insurance,  and  even  then  most  of  the  credits  would  go  to  those 
who  would  have  purchased  insurance  anyway. 

The  initial  change  in  national  spending  for  health  resulting  under  each 
of  these  five  approaches  would  be  only  roughly  correlated  with  the  size  of  the 
newly  insured  population.  Even  if  no  new  coverage  was  generated  by 
regulatory  changes  for  private  insurance,  spending  for  health  would  probably 
increase  somewhat  because  the  composition  of  the  insured  population  would 
change  to  include  a  higher  proportion  of  high-cost  people.  Although  there 
would  be  more  newly  insured  people  under  the  Medicaid  expansion- 
compared  with  the  employer  mandate~the  increase  in  national  health 
spending  would  be  no  higher  than  it  would  be  under  the  mandate  because 
Medicaid's  payment  rates  are  lower  than  those  paid  by  private  insurers. 
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TABLE  1.       ESTIMATED    EFFECTS   OF   SELECTED    APPROACHES  TO 
INCREASING  HEALTH  INSURANCE  COVERAGE  (In  percent) 


Tax 
Subsidies 


Approaches  to  Increasing  Coverage 


Regulatory  Employer  Medicaid  Universal 
Changes*        Mandate*5      Expansion0  Pland 


Characteristics  of 
Insurance  Coverage 


percent  insured  88 

Continuity  Unchanged 

Initial  Change  in 
Spending  for  Health 


Nationwide 


Federal  government 

State/local 
governments 

Individuals' 


Employers8 

Other  Effects  on  the  System 

Potential  for 
cost  control 

Change  from 
current  system 


Small 
Increase 


Increasee 


Small 
Decrease 


Decrease 


Small 
Increase 


86  to  87  94  95  100 

Improved       Unchanged      Unchanged  Assured 


Small 
Increase 


Small 


Small 


Uncertain 


Uncertain 


-7  to  +2 

70  to  85 

70  to  85 
-40  to -30 

-100 


Unchanged11      Unchanged11    Unchanged*1    Unchanged*1  Improved 
Small  Moderate       Moderate  Small  Large 


SOURCE:  Congressional  Budget  Office,  from  the  1989  National  Health  Expenditure  Accounts 

and  the  March  1990  Current  Population  Survey. 

NOTES:  See  the  tables  in  Appendix  B  for  more  information  on  each  option. 

a.  Assumes  no  government  subsidies  would  be  provided. 

b.  Assumes  no  change  in  overall  employment  or  in  full-time  employment  would  occur. 

c.  Assumes  all  those  eligible  for  Medicaid  would  apply  for  benefits. 

d.  Spending  would  be  at  low  end  of  range  if  potential  savings  in  administrative  costs  were  fully 
realized  and  use  by  formerly  uninsured  increased  by  only  one-third;  spending  would  be  at  high 
end  of  range  if  administrative  savings  were  only  partially  realized  and  use  by  formerly  uninsured 
increased  by  two-thirds. 

e.  Increase  results  from  tax  expenditures  for  credit;  tax  expenditures  are  not  usually  counted  as 
government  spending  in  national  health  expenditure  accounts. 

f.  Includes  out-of-pocket  costs  and  individual's  share  of  premiums,  less  value  of  tax  subsidies. 

g.  Includes  government  spending  for  employee  health  benefits. 

h.  Potential  could  be  improved  if  comprehensive  and  coordinated  payment  policies  were 
implemented  by  all  payers. 
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Insurance  coverage  would  increase  the  most  under  a  universal  insurance  plan, 
but  national  health  spending  might  increase  relatively  little  or  not  at  all  in  the 
short  run,  if  the  savings  potential  related  to  administrative  costs  was  fully 
realized. 

Over  the  long  term,  the  effects  on  national  spending  for  health  could 
be  different,  either  more  or  less  favorable,  for  each  of  the  approaches 
examined.  The  potential  for  cost  control  could  be  improved  under  any  of  the 
approaches  discussed  here  if  comprehensive  and  coordinated  payment 
policies-addressing  both  the  volume  and  the  price  of  services-were  adopted 
by  all  payers  in  each  locality.  Implementing  such  policies  would  be 
straightforward  under  a  universal  insurance  plan,  but  similar  policies  could  be 
implemented  in  a  system  with  multiple  payers  as  well.  If  comprehensive  and 
coordinated  payment  policies  were  put  in  place,  and  if  effective  use  was  made 
of  their  potential  to  control  costs,  national  spending  for  health  could  fall  over 
time,  relative  to  what  would  be  spent  under  our  current  system.  Otherwise, 
growth  in  national  health  spending  might  continue  at  its  current  rate  or  might 
even  grow  faster. 

Both  the  tax  subsidy  approach  and  the  Medicaid  expansion  would 
transfer  additional  resources  to  low-income  groups,  while  the  regulatory 
changes  in  the  private  insurance  market  would  instead  transfer  resources  from 
lower-risk  groups  to  those  at  high  risk  for  large  health  care  expenses.  A 
universal  public  insurance  plan  would  also  transfer  resources  from  lower-risk 
to  high-risk  groups;  it  could  also  transfer  resources  among  income  groups  in 
a  variety  of  ways,  depending  on  how  it  was  financed.  The  redistributive  effect 
of  the  employer  mandate  would  be  negligible  in  the  long  run,  because 
employers  would  reduce  other  components  of  workers'  compensation  to  offset 
any  increase  in  health  benefits.  In  the  short  run,  however,  employers  not  now 
offering  health  insurance  could  encounter  financial  difficulties. 

Unlike  the  other  approaches,  a  universal  public  insurance  plan  would 
be  a  radical  change  from  our  current  system.  It  would  disrupt  most  current 
health  insurance  arrangements  and  would  reduce  the  role  of  private  insurers, 
in  favor  of  a  greatly  expanded  government  role.  By  contrast,  an  expansion  of 
tax  subsidies  for  health  insurance  or  an  expansion  of  Medicaid  would  have 
little  effect  on  the  private  insurance  system,  at  least  if  expansions  were  limited 
to  low-income  groups.  Regulatory  changes  and  employer  mandates  would 
occupy  a  middle  ground.  Both  would  increase  federal  involvement  in  the 
regulation  of  health  insurance  significantly,  but  would  represent  incremental 
changes  in  the  current  financing  system. 


417 


APPENDIX  A 


TABLE  A-l.    HEALTH  INSURANCE  COVERAGE  BY  AGE,  1990 
(In  millions) 


 Insured    Uninsured  

Number  As  Number  As 

Percentage  Percentage  of: 

Total                  of  People  People 

Popu-                      in  in  Total 

Group         lation     Number     Group  Number  Group  Uninsured 


Total 


Population 

246.2 

212.8 

86.4 

33.4 

13.6 

100.0 

65  or  over 

29.6 

29.3 

99.0 

0.3 

1.0 

0.9 

Under  65 

216.6 

183.5 

84.7 

33.1 

153 

99.1 

Under  65 

by  Age  of 

Individual 

Under  18 

64.3 

55.8 

86.7 

8.5 

13.3 

25.6 

18  to  24 

25.3 

19.0 

74.9 

6.4 

25.1 

19.0 

25  to  44 

80.4 

67.9 

84.4 

12.6 

15.6 

37.6 

45  to  64 

46.5 

40.9 

88.0 

5.6 

12.0 

16.8 

SOURCE:       Congressional  Budget  Office,  from  the  March   1990  Current 
Population  Survey. 


TABLE  A-2.    SOURCES  OF  HEALTH  INSURANCE  COVERAGE 
FOR  THE  POPULATION  UNDER  65,  1990 
(In  millions) 


Number  As 
Percentage  of 

Source  of  Primary  Number  Population 

Coverage  Covered  Under  65 


Employment-based 

150.6 

69.5 

Medicare 

3.0 

1.4 

Medicaid 

14.6 

6.7 

Veterans  Affairs 

0.8 

0.4 

Other  Private 

14.6 

6.7 

Insured  Population 

183.5 

84.7 

Uninsured  Population 

33.1 

15.3 

SOURCE:       Congressional  Budget  Office,  from  the  March  1 990  Current  Population 
Survey. 
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TABLE  A-3.        SOURCES  OF  HEALTH  INSURANCE  FOR  POPULATION  UNDER  65, 
BY  WORK  FORCE  CONNECTION,  1990  (In  millions) 


Uninsured 


Group 


As  a      As  a 
Percent-  Percent- 
age of    age  of 
Total  People 
Unin-  in 
Number  Number    sured  Group 


Percentage  of  People  in  Group  Insured 
 by  Primary  Source:  


Em- 
ployer 


Medi- 
care 


Other 

Medi-  Veterans  Pri-  Total 
caid     Affairs     vate  Insured 


With  Connection 

to  Labor  Market  186.8 

Full-time  173.4 

Part-time  13.4 

No  Connection 

to  Labor  Market  29.8 

All  216.6 


26.6  80.6  143 

22.4  67.6  12.9 

43  12.9  31.9 

6.4  19.4  21.6 

33.1  100.0  153 


76.1  0.4  2.4 

78.8  03  1.7 

41.0  23  10.9 

28.6  73  34.0 

69.5  1.4  6.7 


03  6.6  85.7 

0.2  6.1  87.1 

0.8  13.2  68.1 

0.9  7.7  78.4 

0.4  6.7  84.7 


SOURCE:    Congressional  Budget  Office,  from  the  March  1990  Current  Population  Survey. 

NOTES:      Workers  and  their  dependents  have  a  work  force  connection;  others  do  not.  For  those  with  a  work  force 
connection,  the  connection  is  classified  as  full  time  if  anyone  in  the  family  works  full  time. 

TABLE  A-4.     AVAILABILITY  OF  EMPLOYMENT-BASED  HEALTH 
INSURANCE  PLANS,  BY  SIZE  OF  FIRM,  1989 


Percentage 

Size  of  Firm  Percentage  of  Employees 

(By  number  of  Firms  in  Firms 

of  employees)  Offering  Offering 


Under  25 

39 

55 

Under  10 

33 

42 

10  to  24 

72 

70 

25  to  99 

94 

94 

100  to  499 

99 

97 

500  to  999 

100 

100 

1,000  and  Over 

100 

100 

All  Firms 

43 

77 

SOURCE:       Congressional  Budget  Office,  from  the  1989  Employer  Survey  by 
Health  Insurance  Association  of  America. 


TABLE  A-5.      UNINSURED  WORKERS  UNDER  65,  BY  SIZE  OF 
FIRM,  1990 


Number  As  Percentage 

Size  of  Firm  Number      Percentage  of  of  Workers  in 

(By  number  of  Workers   Total  Uninsured  Group  Who  Are 

of  employees)  (In  millions)        Workers  Uninsured 


Under  25  8.2  51.1  25.0 

25  to  99  2.4  14.9  16.2 

100  to  499  1.8  11.2  11.3 

500  to  999  0.5                 3.1  7.7 

1,000  and  Over  3.2  19.7  7.3 


All  Firms  16.1  100.0  14.2 


SOURCE:       Congressional  Budget  Office,  from  the  March  1 990  Current  Population 
Survey. 
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APPENDIX  B  

TABLE  B-l.      ESTIMATED  EFFECTS  OF  AN  INCREASE  IN  TAX 
SUBSIDIES  FOR  THE  PURCHASE  OF  PRIVATE 
HEALTH  INSURANCE 


Characteristics  of 
Insurance  Coverage 

Availability 

Percent  covered 
Overall 
By  group 


Unchanged  from  current  law 


Small  increase 

Higher  for  low-income  groups  eligible  for 
credit 


Continuity 

Initial  Change  in 
Spending  for  Health 

Nationwide 


Federal  government 


State/local  governments 


Individuals 


Employers 


Unchanged  from  current  law 


Small  increase,  because  of  increase  in 
coverage  among  those  eligible  for  credit 

Increase  in  expenditures  for  credit;  small 
reduction  in  spending  for  medically  needy 

Small  reduction  in  spending  for  medically 
needy  under  Medicaid 

Decrease  in  unsubsidized  premium  costs  for 
groups  eligible 

Small  increase  for  employers  with  workers 
eligible  for  credit 


SOURCE:       Congressional  Budget  Office. 

NOTES:  The  specific  option  examined  would  provide  a  25  percent  refundable 

federal  income  tax  credit  for  purchase  of  health  insurance  to  all  poor 
people,  phased  out  to  0  for  those  with  income  of  more  than  200 
percent  of  the  poverty  level. 
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TABLE  B-2.      ESTIMATED  EFFECTS  OF  CHANGES  IN 
REGULATORY  REQUIREMENTS  FOR 
PRIVATE  INSURERS 


Characteristics  of 
Insurance  Coverage 

Availability 

Percent  Covered 
Overall 
By  group 


Continuity 


Universal  during  open  enrollment  period 


Small  change— could  increase  or  decrease 
Higher  for  high-risk  groups;  lower  for  low-risk 
groups 

Improved,  because  of  limits  on  insurers'  use  of 
waiting  periods  for  preexisting  conditions 


Initial  Change  in 
Spending  for  Health 

Nationwide 


Federal  government 


Small  increase,  because  of  better  coverage  for 
high-risk  groups 

Small  reduction  in  spending  for  medically  needy 
under  Medicaid 


State/local  governments 


Small  reduction  in  spending  for  medically  needy 
under  Medicaid 


Individuals 


Employers 


Decrease  for  high-risk  groups;  small  increase  for 
low-risk  groups 

Decrease  for  high-risk  groups;  small  increase  for 
low-risk  groups 


SOURCE:       Congressional  Budget  Office. 

NOTES:  The  specific  option  examined  would  require  open  enrollment  for  one 

month  each  year,  for  coverage  during  the  following  calendar  year. 
Advertised  rates  during  the  open  enrollment  period  could  vary  only  by 
area,  age,  sex,  and  benefit  design.  Reinsurance  would  be  provided 
through  an  industry-based  nonprofit  corporation,  with  excess  costs 
financed  by  premium-based  assessments  on  all  health  (including  self- 
insured)  plans. 
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TABLE  B-3.      ESTIMATED  EFFECTS  OF  AN  EMPLOYER 

MANDATE  FOR  THE  PROVISION  OF  INSURANCE 


Characteristics  of 
Insurance  Coverage 

Availability 


Percent  covered 
Overall 

By  group 


Continuity 

Initial  Change  in 
Spending  for  Health 

Nationwide  Higher  by  up  to  2  percent 

Federal  government  Reduced  by  about  2  percent,  because  of 

lower  spending  for  Medicare  and  Medicaid 

State/local  governments       Reduced  by  about  4  percent,  because  of 

lower  spending  for  Medicaid  and  public 
hospitals 

Individuals  Reduced  by  about  3  percent 

Employers  Higher  by  about  14  percent 


SOURCE:       Congressional  Budget  Office. 

NOTES:  The  specific  option  examined  would  require  all  firms  with  10  or  more 
employees  to  provide  health  insurance  to  full-time  workers  and  their 
dependents.  All  those  working  25  hours  or  more  a  week  would  be 
deemed  full-time.  Employers  would  pay  at  least  75  percent  of 
premium  costs. 


Available  to  all  with  a  full-time  work  force 
connection  in  a  firm  with  10  or  more 
employees 


Increased  by  up  to  7.2  percentage  points, 
from  86.4  percent  to  93.6  percent 
Greatest  increase  for  children  and  adults 
under  55 

Unchanged 
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TABLE  B-4.      ESTIMATED  EFFECTS  OF  AN  EXPANSION 
OF  MEDICAID  TO  NEW  GROUPS 


Characteristics  of 
Insurance  Coverage 

Availability 


Percent  covered 
Overall 


By  group 


Continuity 


Available  to  all  with  income  less  than  twice 
poverty 


Increased  by  8.3  percentage  points,  from 
86.4  percent  to  94.7  percent 
Greatest  increase  for  children  and  women 
under  45 


Unchanged 


Initial  Change  in 
Spending  for  Health 

Nationwide 

Federal  government 

State/local  governments 

Individuals 

Employers 


Higher  by  up  to  2  percent 
Higher  by  up  to  8  percent 
Higher  by  up  to  9  percent 
Reduced  by  about  7  percent 
Unchanged 


SOURCE:       Congressional  Budget  Office. 

NOTES:  The  specific  option  examined  would  extend  Medicaid  benefits  at  no 
cost  to  all  poor  individuals  and  families.  Those  with  income  between 
100  percent  and  200  percent  of  the  poverty  line  could  buy  into 
Medicaid  through  an  income -related  premium,  which  could  not 
exceed  one-third  of  Medicaid's  insurance  value. 
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TABLE  B-5.      ESTIMATED  EFFECTS  OF  IMPLEMENTING  A 
UNIVERSAL  PUBLIC  INSURANCE  PLAN 


Characteristics  of 
Insurance  Coverage 

Availability 

Percent  Covered 
Overall 

By  group 

Continuity 

Initial  Change  in 
Spending  for  Health 

Nationwide 

Federal  government 
State/local  governments 
Individuals 
Employers 


Universal 


Increased  by  13.6  percentage  points,  from  86.4 

percent  to  100  percent 

Greatest  increase  for  young  adults 

Problem  eliminated 


Estimates  range  from  decrease  of  7  percent  to 
increase  of  2  percent 

Increased  by  70  percent  to  85  percent 

Increased  by  70  percent  to  85  percent 

Reduced  by  40  percent  to  30  percent 

Reduced  by  100  percent 


SOURCE:       Congressional  Budget  Office. 

NOTES:  The  specific  option  examined  would  extend  acute-care  benefits  to  all 
legal  residents  at  no  premium  cost.  Private  insurance  coverage  for 
covered  services  would  be  prohibited.  Costs  of  the  new  public  plan 
and  of  the  residual  Medicaid  program  would  be  shared  by  federal  and 
nonfederal  governments. 
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Mr.  Gibbons.  Thank  you. 

I  did  not  get  to  read  that  article  in  this  morning's  Washington 
Post,  and  that  was  not  one  of  the  things  we  discussed  this  weekend. 
I  think  we  had  up  to  11.8,  and  this  is  a  new  

Mr.  Reischauer.  We  had  actual  data  through  1989,  and  this  is 
the  figure  for  1990  that  the  HCFA  actuaries  have  just  estimated. 

Mr.  Gibbons.  And  that  is  how  much,  again? 

Mr.  ReischAuer.  It  is  12.2  percent. 

Mr.  Gibbons.  12.2  percent.  Well,  that  puts  us  way  above  the 
world  average,  does  it  not? 

Mr.  Reischauer.  This  is  an  area  in  which  you  do  not  want  to  be 
way  above  the  rest  of  the  world. 

Mr.  Gibbons.  No,  because  it  reflects  in  all  of  our  products  that 
we  produce  and  sell  in  the  world  and  affects  our  competitiveness. 

You  analyzed  practically  all  of  the  health  care  proposals  that  I 
have  seen,  in  general  terms,  and  I  would  ask  you,  if  it  is  not  too 
much  trouble  over  at  your  office,  to  take  a  look  at  H.R.  1777  when 
you  have  a  chance  and  give  me  a  call  and  perhaps  we  can  sit  down 
and  talk  about  it.  It  is  not  quite  as  big  a  change  as  the  universal 
plan  that  you  advocate  analyzing  here,  but  it  is  a  big  change. 

Mr.  Reischauer.  What  I  am  doing  in  these  approaches  that  I 
have  laid  out  is  really  looking  at  pure  approaches. 

Mr.  Gibbons.  Yes. 

Mr.  Reischauer.  Obviously,  the  Pepper  Commission  represents  a 
mixing  and  matching  of  various  components  of  these  and  other 
plans  as  well.  We  would  be  happy  to  take  a  look  at  your  proposal 
and  get  back  to  you  on  that. 

Mr.  Gibbons.  Fine.  Thank  you. 

Mr.  Russo. 

Mr.  Russo.  When  you  get  a  chance,  Bob,  would  you  look  at  H.R. 
1300?  [Laughter.] 

What  the  heck,  you  do  not  have  much  to  do  these  days,  now  that 
you  have  done  this  great  summary.  I  think  this  weekend  was  a 
great  weekend,  and  I  think  we  all  learned  a  lot  from  it,  and  I  think 
you  are  right,  containing  cost  is  going  to  be  the  key  before  you  put 
anything  into  place. 

As  I  read  your  testimony,  of  all  the  plans  you  analyze,  the  only 
one  that  shows  a  decrease  in  cost  would  be  the  universal  coverage. 
You  say  the  cost  of  a  universal  public  health  plan  would  be  be- 
tween minus  7  percent  and  plus  2  percent.  Basically,  in  dealing 
with  the  1987  numbers  that  you  and  I  looked  over  on  the  weekend, 
our  health  system  had  administrative  costs  of  about  $100  billion. 
What  would  you  estimate  that  the  administrative  costs  would  be 
today,  in  1990  dollars? 

Mr.  Reischauer.  If  administrative  costs  amounted  to  the  same 
fraction  in  1989  as  they  did  in  1987,  total  administrative  costs 
would  be  something  between  $130  and  $140  billion,  and  that 
number  would  obviously  increase  by  about  10  percent  in  calendar 
year  1990,  so  we  might  be  up  to  $140  billion  from  

Mr.  Russo.  And  as  I  recall  our  conversation,  you  thought  that  we 
could  easily  reduce  administrative  costs  by  50  percent  under  a  uni- 
versal program. 

Mr.  Reischauer.  I  am  not  sure  I  would  use  the  word  ' 'easily."  I 
said  that  would  be  the  maximum  amount,  if  we  were  able  to  bring 
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our  administrative  costs  down  to  the  same  fraction  of  total  spend- 
ing as  administrative  costs  are  in  Great  Britain,  or  if  we  would  be 

able  to  roughly  cap-  

Mr.  Russo.  That  is  9  percent,  but  if  we  did  it  as  well  as  Canada, 
would  we  would  be  down  to  2.1  percent.  I  am  remembering  your 
chart  now. 

Mr.  Reischauer.  The  problem  is  I  gave  you  too  many  charts,  and 
you  had  to  add  the  first  chart  to  the  second  chart.  The  British  ex- 
perience is  that  about  11.5  percent  of  total  spending  goes  to  admin- 
istrative costs. 

Mr.  Russo.  And  what  is  the  Canadian  one? 

Mr.  Reischauer.  It  is  lower  than  that.  It  is  a  few  percentage 
points  lower. 

Mr.  Russo.  Couldn't  we  contain  costs  with  global  budgets,  ex- 
penditure targets,  practice  guidelines  and  outcomes  research? 
Wouldn't  that  have  a  dramatic  effect  on  containing  costs? 

Mr.  Reischauer.  The  answer  is,  it  would  if  you  held  down  the 
global  budget.  However,  a  global  budget  is  only  as  constraining  as 
its  size,  and  what  is  a  very  difficult  thing  to  do,  often,  is  to  hold 
that  number  down.  I  certainly  think  that  has  the  potential  for— 

Mr.  Russo.  In  areas  where  it  has  been  used,  it  has  been  great  at 
restraining  costs,  and  at  the  same  time  it  has  been  able  to  give  uni- 
versal access  and  quality  care.  The  bottom  line  is  that  right  now 
we  are  spending  12.2  percent  of  GNP,  somewhere  over  $635  or  $640 
billion  in  health  care  in  this  country,  and  we  are  not  giving  Ameri- 
cans peace  of  mind.  No  other  countries  in  the  world  spend  that 
kind  of  money,  but  most  provide  quality  of  care,  cost  containment, 
and  peace  of  mind  to  their  citizens.  For  example,  you  just  need  to 
look  north  of  the  border  to  find  that  to  be  the  case,  right?  Would 
you  disagree  with  that? 

Mr.  Reischauer.  No,  I  would  not  disagree  with  that.  I  think  that 
is  correct. 

Mr.  Russo.  Thank  you,  Bob.  Thanks  for  this  weekend,  too. 

Mr.  Gibbons.  I  am  going  to  go  to  Mrs.  Johnson  next,  and  then  to 
Mr.  McDermott. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

Would  you  just  take  a  look  at  H.R.  1565?  [Laughter.] 

I  have  two  quick  questions.  One  is,  in  the  body  of  your  testimony, 
you  talk  about  restructuring  the  small  group  market  and  the  ne- 
cessity of  a  reinsurance  mechanism.  Is  it  really  necessary  to  re- 
quire contributions  from  self-insured  plans  to  sustain  viable  rein- 
surance mechanisms? 

Mr.  Reischauer.  The  problem  is  that,  to  the  extent  that  you  in- 
crease cross-subsidization  among  groups  that  are  within  the  insur- 
ance system,  you  create  an  incentive  for  those  who  have  lower 
than  average  risk  to  begin  self-insuring  and  escaping  from  that 
cross-subsidization.  This  would  increase  average  costs  for  those  still 
in  the  insurance  market  and  might  induce  still  more  employers  to 
self-insure.  The  spiral  would  continue,  and  this  is  one  option  for  a 
way  to  contain  that  spiral. 

Mrs.  Johnson.  Thank  you.  I  have  been  giving  that  a  lot  of 
thought  and  I  appreciate  your  thoughts  on  that. 

Second,  would  you  agree  that  the  underlying  assumption  in  your 
charts  is  that  Government  can  spend  health  care  dollars  better, 
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that  they  can  do  it  more  efficiently  and  control  costs  better?  Be- 
cause if  you  add  up  the  savings  in  certain  categories  and  the  ex- 
penditures in  others,  as  you  say,  clearly  individuals  and  employers 
are  going  to  pay  the  taxes  that  are  going  to  support  the  increase  in 
Federal-State  spending. 

If  that  is  a  system  that  we  choose  to  move  to,  my  belief  would  be 
that  then  we  have  to  believe  that  Government  could  spend  those 
health  care  dollars  more  efficiently  and  could  control  costs  more  ef- 
fectively. 

Mr.  Reischauer.  I  think  it  is  unquestionably  true  that  the  poten- 
tial for  cost  control  is  greater  with  a  single  payer,  a  single  decision- 
maker, but  at  the  same  time  you  are  giving  up  a  lot.  You  are 
giving  up  choice,  you  are  giving  up  diversity,  and  these  are  quali- 
ties on  which  the  American  people  place  a  value. 

Mrs.  Johnson.  I  am  interested  that  you  say  you  think  Govern- 
ment can  control  costs  better.  Certainly,  the  defense  procurement 
system  does  not  give  us  a  lot  of  affirmation  on  that  issue,  so  I  think 
it  is  relevant  

Mr.  Reischauer.  I  said  the  potential  for  it. 

Mrs.  Johnson.  I  think  the  issue  you  are  really  asking  is  who  can. 
Managed  care  and  other  things  like  that,  the  implementation  of 
guidelines  are  going  to  be  the  primary  way  we  are  going  to  try  to 
squeeze  inappropriate  spending  out  of  this  system.  The  real  issue  is 
can  an  insurance  company  and  their  network,  who  are  closer  to  the 
patient,  sift  out  responsible  from  irresponsible  spending  more  effec- 
tively than  can  Government  from  Washington,  whose  primary 
means  is  price  setting,  which  does  not  differentiate  between  effec- 
tive and  noneffective  providers,  and  does  not  exercise  judgment 
except  generically  by  guidelines?  I  wonder  where  you  get  impetus 
that  we  will  

Mr.  Reischauer.  I  said  the  potential  was  there.  The  Government 
is  moving  in  the  direction  of  looking  at  the  effectiveness  of  various 
procedures  and  looking  at  the  extent  to  which  various  procedures 
are  used  inappropriately  by  individual  providers  in  the  Medicare 

system. 

The  one  bright  spot  that  we  have  in  containing  costs  over  the 
last  half  of  the  1980s,  in  fact,  is  the  Medicare  program,  and  that 
success  was  due  to  public  policy  and  to  decisions  that  this  commit- 
tee made. 

Mrs.  Johnson.  But  its  success  was  short-term.  It  was  1985  to 
1989,  and  in  hospitalization.  If  I  read  the  figures  that  are  coming 
forward  now,  some  of  that  success  in  cost  control  is  going  to  come 
back  now  and  hit  us  in  expenditures. 

Mr.  Reischauer.  Well,  there  is  a  possibility  that  some  of  the  suc- 
cess was  shifted  off  on  private  payers  of  various  kinds,  but  there  is 
no  indication  that  that  would  not  occur  with  regulations,  with 
management  procedures  put  in  place  by  insurance  companies,  be- 
cause an  individual  insurance  company  is  dealing  with  a  piece  of 
the  market,  with  only  some  of  the  patients  that  an  institution  or  a 
doctor  sees,  and  not  all  of  them.  So,  you  would  need  coordination 
among  insurance  companies  for  cost  control  to  work,  particularly 
in  health. 

Mrs.  Johnson.  I  agree,  and  national  policy  setting  in  regard  to 
guidelines  and  outcomes  research  could  provide  that  uniformity. 
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Mr.  Reischauer.  Certainly. 

Mrs.  Johnson.  I  would  like  to  see  another  column  on  your  chart 
that  does  not  just  look  at  tax  policy  in  regard  to  expenditures,  but 
also  tax  policy  as  a  policy.  In  none  of  your  descriptions  did  you  in- 
dicate that  the  tax  policy  could  begin  steering  and  preferencing 
only  managed  care  approaches  and  other  approaches  that  would 
implement  national  policies.  We  could  even  go  so  far  as  only  tax 
subsidizing  policies  that  do  implement  national  policies  in  regard 
to  cost  effective  management. 

Mr.  Reischauer.  I  certainly  would  not  disagree  with  anything 
you  said,  but  the  thrust  of  my  testimony  is  really  about  increasing 
access,  not  about  controlling  costs,  and  other  studies  we  have  done 
have  focused  on  policies  that  can  control  costs. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

Mr.  Gibbons.  Mr.  McDermott. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

I  just  have  one  simple  question.  I  find  the  chart  compelling  in 
driving  the  argument  that  we  ought  to  have  a  universal  plan.  Na- 
tionwide, in  your  worst  case  scenario,  you  talk  about  a  2-percent 
increase.  Can  you  tell  me  the  assumptions  that  you  used  to  arrive 
at  that  as  a  worst  case,  because  in  that  same  column,  you  show  a  2- 
percent  increase  for  employer  mandate;  2  percent  for  Medicaid  and 
they  still  don't  cover  everybody.  Only  in  the  universal  plan  do  you 
cover  everyone.  What  is  the  assumption  

Mr.  Reischauer.  There  is  a  whole  set  of  assumptions  behind  the 
minus  7  to  plus  2,  that  are  detailed  in  several  pages.  I  could  pro- 
vide that  for  the  record  of  these  hearings. 

Mr.  McDermott.  Good. 

Mr.  Reischauer.  They  have  to  do  with  the  assumptions  about 
the  amount  of  cost  shifting  that  you  think  goes  on  now;  the  differ- 
ence between  the  prices  that  the  new  national  system  would  pay 
vis-a-vis  the  average  that  is  now  paid  for  various  procedures.  So  it 
is  really  quite  a  complex  set  of  calculations. 

Mr.  McDermott.  I  think  that  would  be  important  to  be  in  the 
record. 

Mr.  Reischauer.  Getting  back  to  your  remark  that  you  find  the 
last  column  compelling,  I  would  say  that  it  is  compelling  in  one  re- 
spect, but  it  hides  from  us  the  amount  of  redistribution  that  would 
occur.  Since  the  universal  plan  entails  the  most  fundamental 
change  of  any  of  the  five  that  are  laid  out,  the  amount  of  redistri- 
bution is  really  very  significant. 

Mr.  McDermott.  I  understand  the  political  difficulties. 

Mr.  Reischauer.  That's  what  I  was  trying  to  point  you  to. 

Mr.  McDermott.  But  I  think  Winston  Churchill  once  said,  "y°u 
can  always  count  on  the  Americans  to  do  the  right  thing,  but  only 
after  they  have  tried  everything  else."  I  think  that's  what  we  are 
going  to  go  through  is  a  process  of  trying  everything  else  until  we 
come  to  this  solution. 

Thank  you,  Mr.  Chairman. 

Mr.  Gibbons.  Thank  you. 

[The  assumptions  referred  to  follow:] 


428 


ALTERNATIVE  ASSUMPTIONS  FOR  ILLUSTRATING  THE  CHANGE  IN  SPENDING 
FROM  EXTENDING  MEDICARE'S  PAYMENT  RATES  UNDER 
A  UNIVERAL  HEALTH  INSURANCE  PLAN 


Alternative  1 


Alternative  2 


Alternative  3 


Physician  Services 


Medicare  Discount  on  Actual 
charges  (in  percent)  a/ 


30 


30 


Medicare  Discount  Relative 
to  Private  Insurance 
(in  percent)  bj 


Ratio  of  Medicare  to 
Medicaid  Fees 


1.5 


13 


Cost-Shifting  for  Care  to 
the  Uninsured  (in  percent) 


None 


None 


Half  of  unsponsored  care 
is  now  cost-shifted  c/ 


Volume  Increase  When  Fees 
are  Reduced 


Offsets  half 

of  income  decline 


Offsets  half 

of  income  decline 


Offsets  half 

of  income  decline 


Hospital  Services 


Medicare  Discount 
(in  percent) 


5d/ 


5d/ 


13  e/ 


Ratio  of  Medicare  to 
Medicaid  Payments 


1.5 


1.4 


13 


Current  Cost-Shifting  for 
Care  to  the  Uninsured 
(in  percent) 


None 


None 


Half  of  unsponsored  care 
is  now  cost-shifted  c/ 


Expanded  Use  of  Services 


Uninsured 
(in  percent)  f/ 


Physician:  56 
Hospital:  64 


Physician:  42 
Hospital:  48 


Physician:  28 
Hospital:  32 


Medicaid 
(in  percent) 


Physician:  20 
Hospital:  19 


Physician:  15 
Hospital:  14 


Physician:  10 
Hospital:  10 


Administrative  Costs 
Single-Payer  System 


No  savings  on 

providers' 

administration 


Half  of  the  calculated 
savings  on  providers' 
administration 


All  of  the  calculated 
savings  on  providers' 
administration 


Change  in  National 
Health  Expenditures 
Implied  by  Assumptions 
(in  percent) 


a.  Percent  difference  between  submitted  and  allowed  charges. 

b.  Percent  difference  between  Medicare  and  Blue  Shield  allowed  charges  for  an  intermediate  office  visit. 

c.  Unsponsored  care  is  the  difference  between  uncompensated  care  and  contributions  to  hospitals  by  state  and  local 
governments. 

d.  Assumes  the  Medicare  margin  is  1.4  percent. 

e.  Assumes  the  Medicare  margin  is  -2.5  percent. 

f.  Alternative  3  uses  Congressional  Research  Service  (CRS)  estimates.  Alternative  2  uses  1.5  times  the  CRS  estimates. 
Alternative  1  uses  2  times  the  CRS  estimates. 
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Mr.  Gibbons.  Thank  you,  very  much,  Doctor,  we  appreciate  it. 

We're  going  to — I  hate  to  do  this — but  we  are  going  to  have  to 
change  the  schedule  just  a  little  and  we  will  ask  Mr.  Winters  of  the 
Business  Roundtable  to  come  forward,  please. 

Mr.  Robert  Winters,  he  is  the  chairman  and  chief  executive  offi- 
cer of  the  Prudential  Insurance  Co.,  and  chairman  of  the  Health, 
Welfare  and  Retirement  Income  Task  Force  of  the  Business  Round- 
table. 

Mr.  Winters,  you  may  proceed  with  your  statement.  Your  writ- 
ten statement  will  be  included,  so  I  wish  that  you  would  try  to  pro- 
ceed with  summarizing  your  testimony. 

STATEMENT  OF  ROBERT  C.  WINTERS,  CHAIRMAN,  HEALTH,  WEL- 
FARE AND  RETIREMENT  INCOME  TASK  FORCE,  THE  BUSINESS 
ROUNDTABLE,  AND  CHAIRMAN  AND  CHIEF  EXECUTIVE  OFFI- 
CER, PRUDENTIAL  INSURANCE  COMPANY  OF  AMERICA 

Mr.  Winters.  Thank  you,  Mr.  Chairman. 

I  would  be  pleased  to  do  so.  I  appreciate  the  opportunity  to 
appear  here.  I  am  appearing  on  behalf  of  the  Business  Roundtable 
whose  Health,  Welfare  and  Retirement  Income  Task  Force  I  chair. 

The  Business  Roundtable  represents  200  of  our  country's  largest 
corporations  and  our  companies  are  greatly  concerned  about  health 
care  in  this  country.  We  are  concerned  about  the  30  some  million 
Americans  who  have  no  health  care  coverage.  We  are  also  con- 
cerned about  the  runaway  costs  that  make  it  harder  for  American 
business  to  provide  health  benefits  for  our  employees.  Those  costs 
are  cutting  into  our  returns  and  dulling  our  competitive  edge. 

These  are  serious  problems,  clearly.  But  we  believe  the  solution 
lies  not  in  tearing  down  the  present  system,  but  in  building  upon 
it.  Cost,  access  and  quality  are  all  connected.  We  must  be  sure  that 
quality  does  not  suffer  when  we  go  after  costs. 

I  think  it's  important,  while  recognizing  the  problems  and  the 
complexity  of  them,  to  bear  in  mind  that  today  85  percent  of  Amer- 
icans have  access  to  quality  care.  Now,  the  other  15  percent  are  im- 
portant too,  but  I  would  urge  that  we  not  forget  that  our  doctors 
and  hospitals  are  among  the  best  in  the  world.  We  have  a  well- 
earned  reputation  for  innovation  in  treatment  and  technology. 
Medical  experts  from  all  over  the  world  come  to  the  United  States 
to  learn  from  us. 

The  Business  Roundtable  believes  that  it  would  be  bad  public 
policy  to  discard  a  system  that  works  so  well  for  so  many.  Instead 
we  believe  we  can  improve  our  current  system  so  that  it  works,  not 
just  for  most  Americans,  but  for  all  Americans. 

For  2  years  our  task  force  has  been  working  to  develop  principles 
to  guide  health  care  reform.  We  have  come  up  with  five  basic 
tenets  underlying  the  more  detailed  principles  which  we  have 
adopted. 

First,  and  most  important,  as  the  previous  witness  indicated,  we 
must  bring  health  care  costs  under  control.  Only  by  reducing  the 
rampant  cost  of  health  care  can  we  improve  access  and  make 
American  business  more  competitive  internationally. 
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Second,  we  must  ensure  that  all  Americans  have  access  to  qual- 
ity health  care.  That  care  should  promote  prevention  today  so  that 
we  can  spend  less  on  expensive  treatment  tomorrow. 

Third,  we  must  improve  health  care  quality.  American  health 
care  is  good,  but  we  can  make  it  better.  To  do  that  we  must  dedi- 
cate ourselves  to  discovering  what  really  works  in  the  practice  of 
medicine,  an  area  where  we  are  shockingly  ignorant. 

Fourth,  we  must  keep  most  of  our  health  care  system  in  the  pri- 
vate sector.  That  will  let  employers  use  their  talents  as  purchasers 
and  managers  to  make  health  care  more  efficient  and  more  effec- 
tive. 

Fifth,  we  must  redesign  public  programs  so  that  Government  can 
fulfill  its  responsibility  to  those  in  need.  Some  expansion  of  Gov- 
ernment's role  may  be  appropriate,  but  just  as  important,  the  Fed- 
eral Government  and  the  States  must  make  their  programs  more 
effective.  These  five  tenets  may  seem  rather  simple  but  the  road  to 
health  care  reform  is  far  from  simple. 

The  Roundtable  supports  a  number  of  specific  steps  to  improve 
our  health  care  system  but  let  me  focus  on  one  in  particular,  man- 
aged care.  We  support  managed  care  to  control  costs  and  to  ensure 
quality  in  both  the  public  and  the  private  sectors.  Managed  care 
represents  the  best  means  for  introducing  market  discipline  into 
the  health  care  system.  Until  recently,  the  sellers  of  health  care 
have  controlled  the  market.  The  purchasers,  meaning  third-party 
payers  and  insurers,  have  functioned  as  uninfluential,  indiscrimi- 
nate claims  processors. 

Today  this  system  is  going  through  dramatic  change.  Insurers 
and  other  managed  care  companies  are  assuming  a  new  role.  They 
are  serving  their  customers  as  health  care  brokers.  They  are 
buying  only  quality  health  care  and  only  at  the  best  price.  Man- 
aged care  is  not  only  reining  in  costs  to  make  health  care  more  af- 
fordable, it  is  also  improving  the  quality  of  care  that  patients  re- 
ceive. The  Business  Roundtable  believes  that  health  care  reform  is 
one  of  the  most  complex  challenges  that  this  Nation  faces. 

Those  who  come  before  you  and  advocate  simple  solutions,  I  sug- 
gest, are  not  fully  gauging  the  complexities. 

I  would  just  close  by  observing  again  that  much  about  our  health 
care  system  is  good  and  I  would  urge  that  we  must  be  careful  that 
in  our  haste  to  correct  what  is  not  good,  that  we  not  abandon  what 
is.  But  if  we  preserve  the  fine  parts  of  our  system  and  build  upon 
them,  we  believe  that  all  Americans  can  have  a  health  care  system 
they  truly  deserve. 

I  thank  you  for  the  opportunity  to  be  here. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  ROBERT  C.  WINTERS 
THE  BUSINESS  ROUNDTABLE 

The  Business  Roundtable  is  an  association  of  chief  executive 
officers  who  examine  public  policy  issues  that  affect  the  economy. 

Health-care  is  such  an  issue.  We  have  worked  for  almost  two  years 
to  develop  a  series  of  health-care  principles  to  guide  us  through 
the  policy  debate  on  health-care  reform.  This  effort  involved 
representatives  from  some  50  Roundtable  member  companies. 

The  Business  Roundtable  believes  that  the  U.S.  health-care  system 
has  many  positive  points.  It  provides  good  care  to  most  Americans. 
It  has  been,  and  continues  to  be,  the  source  of  innovative, 
effective  new  treatments  for  many  illnesses.  We  can  do  more  for 
people  than  most  of  us  ever  imagined. 

That  is  not  to  say  problems  do  not  exist.  All  of  us  know  that 
access  to  care  is  a  problem  for  many  Americans.  We  also  know  that 
the  rapidly  escalating  cost  of  health  care  is  a  serious  problem. 
Some  Roundtable  companies  feel  their  international  competitiveness 
has  been  severely  affected  by  the  cost  of  health  care  benefits  for 
their  workers.  For  virtually  all  our  companies,  the  cost  of  health 
benefits  has  increased  rapidly  as  a  percentage  of  corporate 
profits,  and  reduces  what  is  available  for  wage  and  other  benefit 
increases. 

It  would  be  bad  public  policy  to  throw  out  a  system  that  works  well 
for  most  Americans.  Instead,  we  must  take  steps  to  improve  it  so 
that  it  works  well  for  all  Americans. 

This  testimony  describes  the  basic  beliefs  of  The  Business 
Roundtable  about  health  care  and  summarizes  the  Health  Care 
Principles  that  were  recently  adopted. 

Basic  Beliefs 

In  adopting  the  Health-Care  Principles,  the  Roundtable  identified 
five  basic  tenets  that  serve  as  the  foundation  for  our  specific 
recommendations.     These  are: 

o  All  Americans  should  have  access  to  needed  health  care 
services . 

We  cannot  afford  to  promise  everyone  access  to 
everything.  However,  all  Americans  should  have  access  to 
appropriate,  necessary  services  in  a  timely  manner. 

o  The  employer-based  system  should  be  retained  to  allow 
companies  to  use  their  role  as  purchasers  and  managers  to 
reform  health-care  delivery. 

Employers  greatly  influence  the  system  by  deciding  what 
services  to  offer  and  how  to  furnish  them.  Wise 
decisions  about  purchasing  cost-effective,  efficient 
plans  will  go  a  long  way  to  reform  the  delivery  system. 
It  is  also  good  public  policy  for  employers  to  have  a 
stake  in  both  the  quality  and  cost  of  the  services  their 
employees  receive. 

o  Public  programs  must  be  reformed  to  allow  the  government 
to  fulfill  its  responsibility  to  those  in  need. 

Some  well-designed  expansions  of  Medicaid  and  other 
programs  are  appropriate.  In  addition,  the  federal 
government  and  the  states  should  put  emphasis  on  the 
effectiveness  of  their  programs,  and  the  value 
beneficiaries  receive  for  the  public  investment. 
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o  The  ability  of  health-care  purchasers  to  measure  and 
assure    quality  must  be  improved. 

We  must  be  able  to  judge  quality  to  develop  realistic 
policies  for  controlling  costs.  Both  government  and 
private  health  benefit  plans  should  behave  as  informed 
and  discerning  purchasers. 

o  Public  policy  must  be  grounded  in  the  reality  that  if 
left  unchecked,  rising  health-care  costs  threaten  access 
and  quality  of  care  for  all.  Effective  cost  controls 
must  be  implemented. 

There  are  many  points  to  consider  in  approaching  the  cost 
problem.  There  should  be  general  agreement  on  how  much 
we  are  trying  to  reduce  the  rate  of  increase,  and  there 
need  to  be  steps  for  achieving  this  goal.  These  will 
include  both  long-range  and  short-range  steps.  The 
Business  Roundtable  does  not  believe  that  controlling 
provider  reimbursement,  even  by  attaching  fee  schedules 
to  expenditure  targets  as  in  Medicare,  is  an  effective 
step.  I  will  address  these  points  in  more  detail  later 
in  this  testimony.  Now  I  would  like  to  make  some  more 
specific  comments  on  health-care  reform,  focusing  on  four 
main  areas: 

o  General  principles  concerning  the  overall  operation 
of  the  health-care  system  and  the  appropriate 
public  and  private  sector  roles. 

o  Policies  to  move  us  toward  the  goal  of  ensuring 
that  all  Americans  have  access  to  the  health-care 
services  they  need. 

o  Approaches  for  reducing  the  rate  of  increase  in 
health-care  cost. 

o  Ways  to  improve  the  assurance  and  measurement  of 
quality  in  health  care. 

General  Principles 

The  Business  Roundtable  supports  the  policy  goal  that  all  Americans 
should  have  access  to  needed  health  care  services.  Achieving  this 
goal  will  include  making  affordable,  basic  coverage  available  to 
those  able  to  pay  for  it,  and  broad-based,  government- financed 
coverage  for  those  who  cannot. 

Access,  cost  and  quality  are  interrelated  problems.  Expanding 
access  to  health-care  services  depends  on  our  ability  to  make 
health-care  costs  more  stable  and  affordable.  We  can  contain 
health-care  costs  by  reducing  inappropriate  care.  We  do  not  have 
to  sacrifice  quality  care  and  innovation  to  control  costs. 

Government  should  focus  on  effectively  managing  existing  programs 
(Medicare,  Medicaid) ,  and  should  avoid  shifting  costs  to  the 
private  sector.  Cost  shifting  compounds  the  competitive  problems 
that  U.S.  companies  are  experiencing. 

By  better  managing  public  programs,  government  can  reduce  costs  and 
improve  quality.  Increased  use  of  managed  care  for  Medicare  and 
Medicaid  is  one  strategy  that  should  be  considered. 

Medicaid  has  additional  problems.  To  reduce  costs,  the  federal 
government  and  the  states  have  reduced  the  income  threshold  for 
eligibility.  This  has  resulted  in  our  current  dilemma:  only  40 
percent  of  those  below  the  federal  poverty  level  qualify  for 
Medicaid. 
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We  support  entitlement  programs  —  based  on  an  individual's  ability 
to  pay  —  to  meet  the  needs  of  the  poor,  near-poor  and  medically 
indigent.  We  do  not  favor  expanding  entitlement  programs  that  do 
not  consider  an  individual's  ability  to  pay. 

We  need  work  toward  the  long-term  goal  of  ensuring  that  Medicaid 
covers  the  poor  and,  in  some  fashion,  that  segment  of  the 
population  on  the  margin  between  unemployment  and  steady 
participation  in  the  work  force. 

We  recognize  that  aspects  of  the  private  system  need  reform  as 
well.  We  support  reforming  the  small  group  insurance  market, 
expanding  managed  care  and  developing  medical  practice  guidelines. 

We  believe  the  public  sector  can  contribute  to  these  improvements 
through  tax  incentives  which  support  private  health  coverage. 

Legislators  should  design  tax  incentives  that  encourage  individuals 
to  provide  for  their  health-care  needs  and  employers  to  pre-fund 
retiree  health  benefits.  Tax  incentives  enabling  additional 
individuals  to  purchase  coverage  would  reduce  the  burden  on  public 
programs.  Encouraging  companies  to  pre-fund  retiree  health 
benefits  can  ensure  that  private  benefits  are  available  when 
needed,  thus  minimizing  retiree  demands  on  public  sector  programs. 

We  believe  employers  should  have  the  flexibility  to  create  benefit 
plans  that  address  their  economic  position  and  the  particular  needs 
of  their  work  force.  Federal  or  state  requirements  for  specific 
levels  of  coverage  or  types  of  benefits  could  significantly  add  to 
employment  costs  at  a  time  when  U.S.  industry  is  facing  intense 
worldwide  competition. 

Access 

Our  ideas  for  expanding  private  coverage  include  selective 
subsidies,  small  group  market  reform,  and  the  elimination  of  costly 
state-mandated  benefits. 

We  should  target  refundable  tax  credits  to  those  genuinely  unable 
to  afford  the  cost  of  providing  coverage.  Credits  could  be  given 
to  employers  meeting  certain  criteria,  or  directly  to  low-income 
individuals. 

We  recognize  that  changes  are  needed  in  the  way  health  insurance 
for  small  employers  is  designed,  priced  and  underwritten.  Drastic 
rate  increases  for  small  groups  with  one  or  more  high-risk 
individuals  are  forcing  some  out  of  the  private  market.  We  need 
reforms  to  increase  availability  and  price  stability  in  pricing. 
Reinsurance  pools  should  be  established  to  allow  insurers  to  write 
coverage  for  groups  and  individuals  who  currently  find  it 
impossible  to  purchase  insurance  at  any  price  because  one  of  their 
employees  or  dependents  is  uninsurable. 

We  also  oppose  federal  or  state  requirements  that  require  employers 
to  provide  particular  levels  or  types  of  health-care  benefits. 
These  state-mandated  benefits  substantially  impede  the  expansion  of 
private  insurance  coverage  by  increasing  the  cost.  One  study 
concludes  that  16  percent  of  the  firms  not  offering  coverage  today 
would  do  so  in  an  environment  that  was  free  of  mandated  benefits. 
The  private  market  can  better  address  the  need  for  coverage  if 
carriers  have  the  latitude  to  design  affordable  coverages  that 
their  customers  want  to  buy. 

Many  people  in  our  society  are  not  reached  by  the  private  market 
and  must  depend  on  public  programs.  These  programs  need  to  be 
expanded  appropriately.  Medicaid  currently  covers  only  about  40 
percent  of  those  below  the  poverty  level.    We  support  the  recently 
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enacted,  step-by-step  expansions  for  children  and  pregnant  women. 
Medicaid  should  cover  all  those  below  the  poverty  level, 
recognizing  that  adequate  provision  for  the  cost  must  be  made  under 
state  and  federal  budgets. 

Medicaid  should  also  permit,  on  a  sliding  scale  related  to  income, 
contributory  coverage  for  the  near-poor.  Working  people  with  low 
incomes  and  no  access  to  employer  provided  coverage  should  be 
allowed  to  "buy-in"  to  a  low-cost  benefits  package  which  include 
preventive  and  ambulatory  services.  This  would  maximize  return  on 
public  expenditure. 

Cost 

Most  Roundtable  CEOs  consider  health-care  costs  one  of  the  top 
problems  affecting  American  business.  The  Roundtable' s  policy 
statement  on  cost  was  developed  by  those  CEOs,  and  I  will  quote  it 
in  its  entirety. 

"In  both  the  public  and  private  sectors,  the  U.S.  should  seek 
reductions  in  the  cost  of  health  care  services.  The  Business 
Roundtable  should  support  the  development  of  policies  which 
drive  the  rate  of  increase  in  the  age-adjusted  per  capita  cost 
of  health  care  toward  the  rate  of  general  inflation.  These 
policies  should  be  developed  with  the  participation  of 
business,  government,  providers  and  labor." 

This  is  a  very  aggressive  target.  Even  adjusting  for  the  aging  of 
our  population,  health-care  costs  have  risen  far  faster  than 
general  inflation  in  recent  decades.  However,  we  believe  this  goal 
is  necessary  to  determine  appropriate  policies.  The  majority  of 
Roundtable  companies  do  not  feel  that  subjecting  the  health-care 
system  to  price  controls  is  the  appropriate  policy.  Price  control 
as  a  strategy  for  containing  cost  has  a  demonstrated  history  of 
failure,  particularly  in  health  care,  which  represents  one-eighth 
of  the  U.S.  economy.  Attempting  to  enforce  expenditure  limits  by 
reducing  fees  for  all  providers  punishes  the  efficient  along  with 
the  inefficient. 

Pricing  policies  should  address  all  elements  that  determine  the 
cost  of  care,  including  standards  for  appropriateness.  These 
policies  may  include  health-care  costs  targets,  but  should  not 
include  government  price  controls  or  government  enforced  limits  on 
total  health-care  spending. 

We  support  expanding  managed  care  to  improve  the  quality  of  health- 
care delivery  and  help  control  cost.  To  help  make  this  happen,  we 
support  eliminating  both  state  and  federal  laws  that  impose 
barriers  to  effective  managed  care.  Managed  care  promotes 
appropriate  care  in  the  most  cost-effective  manner.  Although  many 
approaches  have  been  characterized  as  managed  care,  the  most 
effective  systems  in  the  market  today  utilize  the  following: 

o        Select  contracting  with  providers; 

o        Direct  negotiation  of  reimbursement  with  providers; 

o        Management  and  review  processes  to  apply  medical  practice 
guidelines  for  cost  and  quality  performance; 

o        Significant  benefit  incentives  for  patients  and  consumers 
to  use  participating  providers; 

o        The  assumption  of  some  financial  risk  by  providers. 

While  plans  that  incorporate  all  of  these  features  still  represent 
a  relatively  small  share  of  the  market,  the  experience  with  these 
managed-care  plans  clearly  show  this  is  a  very  effective  and 
intelligent  way  to  purchase  health-care  services. 
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Managed-care  plans  could  be  sponsored  by  employers,  hospitals, 
groups  of  physicians,  insurance  carriers,  government  units,  or 
other  entities.  The  appropriate  management  of  health-care  delivery 
focuses  on  quality  as  well  as  cost.  As  emerging  research  continues 
to  define  clinical  efficacy  and  appropriateness,  managed-care 
organizations  stand  to  play  a  key  role  as  a  vehicle  for 
implementing  medical  practice  guidelines.  Appropriate  managed  care 
activities  do  not  reduce  cost  at  the  expense  of  quality. 

Defensive  medicine  contributes  significantly  to  the  cost  problem. 
We  believe  that  significant  reforms  of  the  tort  liability  system 
are  needed  to  address  this  problem.  Although  increases  in  medical 
malpractice  premiums  have  leveled  off,  defensive  medicine  remains 
a  costly  phenomenon.  Liability  problems  affect  every  part  of  the 
health  care  system,  from  manufacturers  of  pharmaceuticals  and 
medical  devices  through  health  care  institutions  and  practitioners. 

We  recommend  reforms  to  limit  general  and  punitive  damages,  and 
eliminate  double  recoveries,  joint  and  several  liability,  and 
alternate  dispute  resolution  mechanisms.  If  physicians  use 
accepted  medical  practice  guidelines,  it  should  constitute  an 
acceptable  defense  against  negligence  actions. 

Individuals  can  also  influence  health-care  costs.  Healthy 
lifestyles  as  well  as  activities  that  encourage  wellness  must  be  a 
part  of  our  overall  health-care  reform  strategy.  We  believe  more 
employers  should  consider  relating  employee  contribution  to 
lifestyle  choices,  such  as  requiring  higher  contributions  for 
smokers  and  lower  contributions  for  those  who  exercise  regularly. 

Concern  exists  over  increasing  cost-sharing  through  premium 
contributions,  deductibles,  and  copayments.  While  cost-sharing 
should  not  impose  financial  hardship  or  inhibit  use  of  necessary 
health-care  services,  it  is  an  appropriate  part  of  health-care  plan 
design.  We  believe  that  costs  borne  out  of  pocket  by  employees 
should  keep  pace  with  inflation.  Employees,  as  well  as  their 
employers,  should  have  a  stake  in  assuring  that  quality,  cost 
effective  care  is  provided.  While  some  benefit  plans  have 
increased  cost-sharing  significantly  in  recent  years,  many  have 
not. 

Approximately  40  percent  of  our  nation's  health-care  expenditures 
are  through  government  programs.  We  support  the  pay-as-you-go 
requirement  in  the  1990  Budget  Enforcement  Act  requiring  that  any 
increases  enacted  under  entitlement  programs  be  matched  with  new 
revenues  or  spending  cuts.  Inflation  and  demographic  changes  have 
been  major  causes  of  cost  increase  under  these  programs,  and  we 
must  address  the  total  cost  as  well  the  cost  of  expansion. 

We  believe  that  Medicare  and  Medicaid  should  follow  the  lead  of  the 
private  sector  and  extend  managed  care  principles  to  publicly- 
financed  health  care  programs.  Employers  who  have  implemented  all 
of  the  managed-care  elements  I  mentioned  earlier  have  seen 
significant  results.  Government  programs  could  experience  similar 
results  by  purchasing  health  care  in  ways  that  reward  effective 
treatment  and  reimburse  only  appropriate  care.  Government  programs 
could  tap  private  sector  capabilities  more  effectively  in  this  area 
by  simplifying  contracting  requirements  for  managed-care  plans  with 
both  Medicare  and  Medicaid. 

Quality 

Delivery  system  reforms  must  improve  the  quality  of  our  health-care 
system. 

Keeping  people  healthy  reduces  the  level  of  demand  for  health  care 
services.  We  should  encourage  policies  that  support  developing  and 
expanding  wellness  and  prevention  programs. 
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Medical  practice  guidelines  will  have  a  positive  effect  on  quality 
only  if  they  influence  the  daily  behavior  of  clinicians.  Managed- 
care  programs  offer  an  effective  means  to  introduce  clinical 
guidelines  into  day-to-day  medical  practice.  We  must  take  steps  to 
assure  that  these  delivery  systems  provide  the  proper  economic 
incentives  for  appropriate  care. 

The  purchasers  of  health  care  —  employers,  welfare  funds, 
government,  and  consumers  —  have  difficulty  evaluating  the  quality 
of  services  or  comparing  providers.  Ongoing  efforts  to  refine  and 
disseminate  health  and  quality  indicators  must  be  continued  to 
allow  purchasers  to  make  educated  decisions. 

Many  health-care  experts  assert  that  some  of  the  commonly  performed 
medical  procedures  are  ineffective  or  inappropriate.  The  Institute 
of  Medicine  has  called  for  a  better  definition  of  "what  works  in 
the  practice  of  medicine".  We  support  that  effort.  We  also 
support  efforts  in  the  private  sector  to  perform  and  coordinate 
clinical  trials  of  new  technologies  and  procedures.  Research  is 
needed  to  develop  models  which  measure  quality  in  terms  of  desired 
outcomes. 

Research  and  development  are  important  to  our  health-care  system. 
We  must  develop  new  and  advanced  treatments  that  enhance  quality 
and  address  changing  health  needs.  Any  changes  in  financing, 
delivery,  or  management  of  health  services  should  encourage 
innovation. 

Conclusion 

The  Business  Roundtable  strongly  supports  the  need  for  health  care 
system  reform.  We  believe  the  existing  system  must  be  improved  to 
meet  the  needs  of  all  citizens. 

System  reform  will  require  compromise  from  all  parties  in  interest, 
but  the  Roundtable  believes  this  is  possible  and  that  we  can  and 
must  achieve  meaningful  reform  of  our  current  system  —  preserving 
its  best  features  and  correcting  its  serious  flaws. 
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Mr.  Gibbons.  Thank  you,  Mr.  Winters. 

You  know,  the  more  I  hear  about  managed  care,  the  more  it 
looks  like  just  an  HMO  by  another  name.  What  is  the  difference 
between  an  HMO  and  managed  care? 

Mr.  Winters.  Well,  typically  an  HMO  requires  that  the  patient 
go  to  the  HMO  or  the  affiliated  hospital  or  other  health  care  pro- 
vider. 

Mr.  Gibbons.  Well,  isn't  that  what  managed  care  is? 

Mr.  Winters.  Many  managed  care  plans  have  the  option  for  the 
patient  to  select  freely  from  providers.  The  financial  incentive  in 
the  plan  motivates  the  individual  to  to  the  providers  with  whom 
the  network  has  negotiated  coverage. 

For  example,  it  may  very  well  be  that  a  doctor's  visit  in-plan 
simply  costs  a  $10  fee  which  the  patient  may  pay  right  then  and 
there,  with  no  claims  forms  and  everything  else  is  taken  care  of. 
Whereas,  if  they  go  to  a  doctor  outside  the  network  it  would  be 
subject  to  coinsurance  and  deductibles.  But  there  are  many  man- 
aged care  networks  that  include  that  kind  of  option. 

Mr.  Gibbons.  Well,  it  sounds  to  me  like  managed  care  is  insur- 
ance companies  playing  doctor. 

Mr.  Winters.  Well,  first,  there  are  a  lot  more  than  just  insur- 
ance companies  as  was  pointed  out  that,  among  others,  the  electric 
utility  in  southern  California  runs  its  own  managed  care  program. 

Mr.  Gibbons.  Well,  that's  an  example  of  a  utility  playing  doctor, 
then. 

Mr.  Winters.  Well,  it  is  using  doctors  and  nurses  to  consult  with 
doctors  and  nurses  as  to  what  care  is  appropriate.  Under  a  typical 
managed  care  arrangement,  the  providers  are  voluntary  contrac- 
tors. They  agree  to  participate  in  the  network  and  they  agree  on 
reimbursement  levels.  They  agree  to  the  quality  care  and  utiliza- 
tion reviews  which  are  part  of  the  program.  Most  of  them  believe 
that  the  quality  of  medicine  that  results  is  better. 

Mr.  Gibbons.  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Bob,  welcome  back  to  the  committee. 

Mr.  Winters.  Thank  you. 

Mr.  Stark.  I'd  hoped  that  we  could  drag  the  Business  Roundtable 
into  the  20th  century  before  the  21st  century  was  here.  But  I  can 
understand  working  in  a  free  enterprise  system  that  there  is  a  sort 
of  commitment  that  only  the  private  sector  can  do  it,  and  Govern- 
ment can't. 

As  I  say,  the  record  has  not  been  as  good  for  the  private  health 
insurers  as  it  has  been  for  Medicare.  We've  had  a  great  deal  of  tes- 
timony to  that  effect,  and  there  are  some  real  reasons.  But  you  ob- 
viously can't  force  everybody  into  this  system. 

But  I  suspect  that  what  will  happen  to  the  Business  Roundtable 
is  that  as  they  see  these  unfunded  liabilities  for  retirees  coming  at 
them,  the  representatives  are  going  to  come  back  and  ask  us  to  bail 
them  out.  And  is  there  any  reason  that  we  should?  Let's  say  there 
is  somewhere  between  $200  and  $400  billion  of  unfunded  liability 
which  the  accountants  are  going  to  make  these  corporations  set  up 
as  reserves.  Can  you  think  of  any  reason  that  the  Federal  Govern- 
ment should  assume  any  of  that  obligation? 

Mr.  Winters.  No. 
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Mr.  Stark.  It  should  all  go  on  the  stockholders,  right,  or  the  pol- 
icyholders if  you  are  a  mutual? 

Mr.  Winters.  Well,  ultimately  it  has  to  go  on  to  customers.  I 
mean  the  customers  pay  the  costs. 

Mr.  Stark.  But  not  the  taxpayers? 

Mr.  Winters.  We  are  certainly  not  advocating  that. 

Mr.  Stark.  Great. 

And  you  think  that  would  be  the  policy  of  the  Business  Roundta- 
ble? 

Mr.  Winters.  I  can't — to  my  knowledge,  they  have  not  taken  a 
position  and  I  hesitate  to  speculate. 
Mr.  Stark.  OK. 

How  could  a  multiple-payer  system  ever  prevent  cost  shifting? 
Mr.  Winters.  I  don't  think  that  cost  shifting  will  be  prevented.  It 
hasn't  been. 

Mr.  Stark.  Unless  you  have  a  single-payer,  or  an  all-payer 
system.  Would  you  agree  to  that  statement? 

I  mean  philosophically  the  only  way  that  you  could  prevent  the 
shifting  is  to  have  one  rate. 

Mr.  Winters.  Well,  the  essence  of  the  cost  shifts  is  the  dynamics 
of  the  economic  power  of  the  buyers.  Obviously  the  most  powerful 
buyer  in  the  game  is  the  Federal  Government,  but  also  very  influ- 
ential can  be  managed  care  networks. 

Mr.  Stark.  But  that  leaves  the  least  influential  buyers  getting 
stuck,  doesn't  it,  unless  you  have  a  set  price  policy? 

Mr.  Winters.  Or  unless  we  take  costs  out  of  the  system. 

Mr.  Stark.  I  beg  your  pardon? 

Mr.  Winters.  Or  unless  we  take  costs  out  of  the  system  altogeth- 
er. 

Mr.  Stark.  And  how  would  you  suggest  that  we  do  that? 

Mr.  Winters.  Well,  there  are  several  ways.  One,  managed  care 
does  take  costs  out. 

Mr.  Stark.  No,  it  takes  it  out  for  the  group  in  the  managed  care 
program. 

Mr.  Winters.  That's  correct. 

Mr.  Stark.  But  the  group  that  isn't  getting  managed  care  has 
the  costs  shifted  to  them. 
Mr.  Winters.  It  gets  some. 
Mr.  Stark.  Well  

Mr.  Winters.  The  care  that  is  not  delivered  is  not  charged  to 
anybody. 

Mr.  Stark.  No,  but  I  am  suggesting  that  if  I  am  a  hospital  in 
Dearborn  and  Ford  Motor  Co.  comes  to  me,  it  is  going  to  get  a  man- 
aged care  break.  We  are  going  to  give  Ford  a  discount.  But  if  I  am 
the  branch  office  of  some  South  American  company  with  three  em- 
ployees in  town,  I  am  going  to  pay  full  retail,  which  is  arguably 
cost  shifting. 

What  I  am  saying  is  that  unless  there  is  one  price,  you  cannot 
prevent  cost  shifting  by  somebody  to  somebody. 

Mr.  Winters.  Unless  there  is  less  care  delivered.  That  is  there 
are  credible  estimates,  that  as  much  as  $100  billion  of  the  medical 
care  costs  that  we  incur  in  the  United  States,  approximately  one- 
sixth  of  the  total,  are  for  inappropriate  or  unindicated  care. 
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Mr.  Stark.  And  another  one-sixth  goes  to  excessive  overhead 
costs  because  of  insurance  companies  and  multiple-payers.  We 
would  save  about  20  percent  or  $120  billion  a  year  if  we  had  a 
single-payer  system. 

Mr.  Winters.  As  the  previous  witness  said,  that  certainly  would 
not  be  easy  and  it  may  not  be  possible.  But  I  would  comment  that 
we  used  to  be  fiscal  intermediaries  for  Medicare  and  Medicaid. 

Mr.  Stark.  I  understand  that. 

Mr.  Winters.  And  we  stopped  because  we  had  an  irreconcilable 
disagreement  with  the  Government,  specifically,  HCFA,  over 
whether  or  not  a  dollar  was  a  dollar.  We  could  show  them  that  for 
an  additional  dollar  of  administrative  expenses  we  could  save  $4  in 
unnecessary  or  fraudulent  payments  of  claims.  But  the  concentra- 
tion on  administrative  money  to  the  exclusion  of  program  money 
prevented  that  from  happening.  We  have  a  large  managed  care 
client  in  the  southwest  and  they  cover  about  120,000  lives.  We  have 
held  their  rate  of  cost  increase  over  the  2  years  that  the  plan  has 
been  in  effect  to  less  than  half  of  the  national  average. 

Mr.  Stark.  But  somebody  is  picking  up  the  cost  of  the  uninsured. 
Health  care  costs  are  like  a  balloon,  if  you  push  down  here,  some- 
thing has  got  to  come  up  here,  unless  you  put  the  balloon  in  a  box. 

OK,  let  me  try  something  with  you.  My  time  is  about  up  and  I 
am  curious.  You  are  covered  under  Prudential's  employee  plan? 

Mr.  Winters.  Yes,  sir. 

Mr.  Stark.  Do  you  know — if  I  can  ask  you  a  couple  of  personal 
questions — do  you  know  how  much  a  month  is  deducted  from  your 
paycheck  for  that? 

Mr.  Winters.  I  know  roughly  how  much. 

Mr.  Stark.  Well,  try. 

Mr.  Winters.  About  $25. 

Mr.  Stark.  OK,  because  I  am  going  to  test  you  later  when  we  get 
the  accurate  answers.  What  is  the  deductible  per  person  for  your 
family  under  your  coverage? 

Mr.  Winters.  For  me  it  is  $500  per  person. 

Mr.  Stark.  And  would  you  cover  all  dependent  children  or  up  to 
a  certain  age  in  yours? 

Mr.  Winters.  It  covers  dependent  children  until  age  21  or  if  in 
school  to  age  25,  if  disabled,  longer  than  that. 

Mr.  Stark.  Hospital  coverage  at  100? 

Mr.  Winters.  Yes,  100  percent. 

Mr.  Stark.  Semiprivate  rooms? 

Mr.  Winters.  Yes. 

Mr.  Stark.  Physician  coverage  at? 

Mr.  Winters.  Physician  coverage  varies,  and  some  of  it  is  subject 
to  deductible  and  some  of  it  is  not. 

Mr.  Stark.  What  about  with  a  preferred  provider? 

Mr.  Winters.  Then  it  is  fully  covered. 

Mr.  Stark.  Want  to  guess  what  the  percentage  is? 

Mr.  Winters.  I  am  sorry  

Mr.  Stark.  Well,  is  it  80  percent  coverage,  or  75? 

Mr.  Winters.  It  is  either  80  or  100  depending  on  the  nature  of 
the  service.  Under  the  managed  care  plan  it  is  higher. 

Mr.  Stark.  How  many  out-patient  mental  health  visits? 

Mr.  Winters.  I  beg  your  pardon? 
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Mr.  Stark.  How  many  out-patient  mental  health  visits? 
Mr.  Winters.  I  don't  recall.  They  are  limited,  but  I  am  not  sure 
how. 

Mr.  Stark.  How  about  home  health  visits? 
Mr.  Winters.  The  same  answer. 

Mr.  Stark.  OK,  I  am  testing  you  because  I  have  often  said  that 
those  of  us  most  closely  affiliated  with  health  policy  tend  not  to 
know  what  we  have  in  insurance  coverage  and  probably  the  closer 
we  are  to  the  problem,  the  less  we  know.  I  could  not  do  as  well  as 
you  did  with  my  plan.  You  get  an  A  plus,  but  believe  me  you 
should  try  this  on  your  own  members  of  the  Roundtable  and  you 
would  be  surprised  how  few  of  them  are  really  very  sure.  You  did 
not  do  so  well  on  the  $25  a  month,  but  we  will  assume  that  you  

Mr.  Winters.  No,  you  asked  how  much  was  deducted. 

Mr.  Stark.  Yes,  that's  what  I  meant.  You  think  it  is  about  that, 
but  if  it  is  $50  you  get  an  A  minus  instead  of  an  A  plus. 

I  just  want  to  encourage  you.  I  think  that  you  have  heard  all  the 
testimony  and  you  hear  what  is  going  here,  and  I  would  just  sug- 
gest to  the  Roundtable  that  the  private  insurers,  unless  we 
change — well,  let  me  ask  you  this.  Would  you  accept  our  insurance 
reforms — no  medical  underwriting,  open  enrollment,  community 
rating,  if  everybody  had  to  do  it? 

Mr.  Winters.  Well,  we  would  certainly  accept  and,  indeed,  urge 
insurance  reforms  in  the  small  group  market. 

Mr.  Stark.  Why  not  for  everybody?  Then  you  would  make  your 
profit  on  your  efficiency  as  a  biller  and  on  your  managed  care  abili- 
ty, and  you  would  not  have  to  worry  about  adverse  selection.  There 
would  be,  by  definition,  a  national  risk  pool  if  nobody  could  medi- 
cally underwrite,  and  everyone  had  to  have  open  enrollment — in- 
cluding the  self-insureds  to  the  extent  that  their  group  affinity 
would  be  protected. 

So  your  long-term  liability  more  or  less  gets  spread  evenly.  Why 
wouldn't  the  insurance  industry  be  able  to  live  with  that? 

Mr.  Winters.  Well,  the  only  way  I  could  see  that  working  were  if 
that  were  a  uniform  plan. 

Mr.  Stark.  No,  not  necessarily.  What  if  we  had  a  minimum  plan, 
and  then  you  could  build  on  top  of  it? 

Mr.  Winters.  Well,  I  start  by  saying  that  employers  and  employ- 
ees should  be  free  to  work  out  what  sorts  of  benefit  plans  they 
want  to  pay  for  and  that  there  should  not  be  a  minimum  plan  im- 
posed on  everyone.  So  it  seems  to  me  that  the  

Mr.  Stark.  Well,  the  50  million  people  without  any  insurance 
would  love  to  have  something  imposed  on  them.  That  brings  me  to 
my  next  question.  Think  about  that.  As  I  said,  I  really  don't  see  the 
competitive  disadvantage  if  all  the  insurance  companies  are  prohib- 
ited from  medically  underwriting — which  is  how  it  used  to  be,  as 
you  and  I  both  know,  in  the  1940s  and  earlier,  when  there  was  no 
medical  underwriting.  But  you  guys  are  so  good  at  what  you  do, 
that  

Mr.  Winters.  There  is  no  medical  underwriting  in  larger  groups 
now.  The  problem  of  medical  underwriting  is  the  problem  of  the 
smaller  groups. 

Mr.  Stark.  Well,  there  is  to  the  extent  that  entire  groups  are 
eliminated  for  whatever  reason. 
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Mr.  Winters.  That  I  believe  is  a  problem  and  a  demonstrated 
problem  in  relatively  small  groups.  There  is  no  medical  underwrit- 
ing in  the  Ford  case,  or  IBM  or  Exxon,  to  mention  two  that  an  ear- 
lier witness  talked  about.  Those  cases  are  not  medically  underwrit- 
ten. 

Mr.  Stark.  No  preexisting  conditions,  completely  open  enroll- 
ment? 

Mr.  Winters.  That  varies  by  plan,  it  can  be. 

Mr.  Stark.  That's  medical  underwriting  in  a  sense.  I  mean  I  can 
give  you  a  list  of  preexisting  conditions  and  you  would  never  have 
a  claim,  but  fortunately  nobody  wants  to  hire  me  as  an  underwrit- 
er. 

The  final  issue  is  that  you,  the  Business  Roundtable  and  the 
AMA,  seem  to  have  this  love  affair  with  Medicaid,  and  arguably 
Medicaid  has  no  constituency  for  quality.  For  it  covers  the  very 
poorest  and  those  least  able  to  lobby  us.  What  would  be  wrong  with 
subsuming  Medicaid  into  Medicare  and  having  a  single  Federal 
program — if  it  has  to  be  a  Federal  program — so  that  providers 
would  get  fairer  reimbursement  and  there  would  be  more  efficiency 
in  not  having  to  have  two  different  types  of  programs.  Would  your 
group  object  to  that — so  that  the  provider  would  be  blind  as  to  the 
economic  status  of  the  person  with  a  Government  insurance  card? 

Mr.  Winters.  That  is  not  an  issue  which  we  have  explicitly  con- 
sidered. My  recollection  is  that  an  important  part  of  the  reason  for 
the  split  between  Medicare  and  Medicaid  has  to  do  with  the  wel- 
fare issue  and  the  State  participation. 

Mr.  Stark.  Therein  lies  the  problem  with  Medicaid. 

Mr.  Winters.  I  think  we  would  be  relatively  indifferent  as  to  the 
level  of  Government. 

Mr.  Stark.  There  is  some  agreement,  even  among  those  of  us 
who  have  jurisdiction  over  the  different  plans,  that  there  is  not  a 
lot  of  sense  to  keeping  a  separate  "welfare  health  program"  and  a 
senior  program.  Then  there  are  some  seniors  who  are  indigent.  Be- 
lieve me,  one  program  would  be  a  lot  simpler  for  all  of  your  cus- 
tomers and  for  you. 

I  want  to  thank  you  again.  I  am  aware  of  that  $209  billion  in 
health  costs  that  Senator  Rockefeller  talked  about  in  the  big  com- 
panies, and  that  unfunded  liability  is  something  that  I  might  be 
willing  to  help  your  members  with.  But  there  is  a  price.  And  that 
has  to  do  with  providing  access  to  all  and  it  is  going  to  cost  some- 
body $20  to  $30  billion  a  year. 

Now,  if  business  is  doing  the  right  thing  by  buying  the  Pruden- 
tial's policies  or  Aetna's  policies,  or  Cigna's  policies,  maybe  busi- 
ness should  spend  less  than  the  $209  billion  they  are  spending.  I 
am  not  suggesting  that  they  pay  nothing,  escape  it,  but  why  not  let 
them  lower  their  costs,  spread  some  of  the  savings  to  others,  and, 
in  a  sense,  have  universal  access?  I  think  there's  a  deal  there  that 
would  necessitate  going  to  a  social  coverage  issue — meaning  that 
you  force  insurance  companies  more  into  the  supplemental  busi- 
ness which  is  arguably  more  profitable. 

Mr.  Winters.  Well,  we  support  tax  incentives  to  improve  access. 

Mr.  Stark.  That  won't  do  it.  The  people  for  whom  tax  incentives 
mean  anything,  already  have  insurance  or  can  afford  it. 

Mr.  Winters.  Well,  refundable  tax  incentives. 
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Mr.  Stark.  Even  then  you  couldn't  refund  enough.  There  is  not 
anybody  who  can  get  into  a  private  plan  today  for  much  under 
$3,000  a  year. 

Mr.  Winters.  We  would  argue  that  below  poverty  level  is  the  re- 
sponsibility of  the  Federal  Government  and  we  should,  as  a  society, 
as  an  economy,  be  coming  up  with  the  money  to  cover  the  indigent 
for  Medicaid. 

Mr.  Stark.  What  if  we  just  said,  everybody  is  covered  under 
Medicaid  care,  Medicare  or  Medicaid,  whatever  you  want  to  call  it. 

Mr.  Winters.  We  are  saying  up  to  the  poverty  level. 

Mr.  Stark.  That's  what  I  am  suggesting  but  we  start  with  every- 
body so  that  there  is  no  issue.  If  you  file  a  tax  return,  you  either 
have  to  have  a  certificate  from  your  employer  stating  that  you 
have  a  policy  that  provides  at  least  the  minimum  benefits,  or  you 
are  taxed,  which  will  get  the  rich  people,  one  way  or  the  other.  The 
poor  people  who  don't  file  taxes — well,  it  is  far  more  efficient  to 
find  out  who  is  filing  a  tax  return  and  there  is  far  less  cheating 
than  there  is  in  welfare  programs. 

But  at  some  point  you  just  need  to  say  that  everybody  is  covered. 
Now,  for  everybody  who  files  a  return  who  makes  over  $12,000  a 
year,  we  will  talk  about  whether  they  are  in  an  employer  plan  or 
pay  or  play.  But  everybody  with  income  below  that  must  be  in  the 
public  plan. 

Mr.  Winters.  We  say,  let's  start,  but  let's  start  with  what  we 
have  and  build  on  it. 

Mr.  Stark.  Maybe  some  day  we  will  make  some  progress. 
Thanks. 

Mr.  Winters.  Thank  you. 

Mr.  Russo.  I  have  no  questions. 

Mr.  Gibbons.  Thank  you,  sir,  we  appreciate  your  coming. 

Mr.  Winters.  Thank  you,  Mr.  Chairman. 

I  very  much  appreciate  the  opportunity  to  be  here. 

Mr.  Gibbons.  Our  next  panel  includes  Dr.  Karen  Davis,  professor 
and  chairman,  Department  of  Health  Policy  and  Management, 
School  of  Hygiene  and  Public  Health,  Johns  Hopkins  University, 
Baltimore,  Md. 

And  Dr.  Hugh  W.  Long  is  associate  professor  at  Tulane.  Dr. 
Davis,  your  written  statement  will  be  included  in  the  record,  and 
you  may  proceed  with  your  testimony  as  you  wish. 

I  want  to  thank  you  publicly  in  this  record  for  having  participat- 
ed in  last  weekend's  retreat  at  West  Point  on  this  same  subject. 

STATEMENT  OF  KAREN  DAVIS,  PH.D.,  PROFESSOR  AND  CHAIR- 
MAN, DEPARTMENT  OF  HEALTH  POLICY  AND  MANAGEMENT, 
SCHOOL  OF  HYGIENE  AND  PUBLIC  HEALTH,  THE  JOHNS  HOP- 
KINS UNIVERSITY,  BALTIMORE,  MD. 

Ms.  Davis.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. 

I,  too,  would  like  to  take  this  opportunity  to  talk  about  alterna- 
tive approaches  to  national  health  insurance  coverage.  Given  the 
Washington  Post  story  today  on  the  health  care  costs  of  this 
Nation,  no  American  can  afford  to  be  unprotected  against  the  po- 
tentially devastating  costs  of  major  illness. 
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What  I  would  like  to  do  is  turn  to  the  chart  at  the  end  of  my 
testimony  and  describe  the  characteristics  of  five  different  basic 
plans  and  approaches  toward  universal  health  insurance  coverage. 
These  are  real-world  approaches,  unlike  the  purer  types  that  Mr. 
Reischauer  has  laid  out  for  you,  and  they  represent  certain  combi- 
nations of  approaches  that  reflect  different  types  of  real  plans  that 
are  likely  to  come  before  this  committee. 

The  first  is  market  reform,  which  we  have  heard  about  today, 
just  keeping  Medicaid  for  the  poor,  and  perhaps  expanding  it  to 
cover  a  few  more  poor.  The  second  plan  requires  employers  to  pur- 
chase private  insurance  and  then  expands  Medicaid  to  cover  all  of 
the  poor.  The  third  plan  gives  employers  the  choice  of  covering 
their  workers  and  dependents  under  private  insurance,  or  they  can 
pay  a  tax,  a  payroll  tax,  for  example,  and  cover  their  workers  and 
dependents  under  Medicare. 

The  fourth  plan  is  one  similar  to  which  you,  Mr.  Chairman,  have 
proposed,  as  well  as  Mr.  Stark,  to  extend  Medicare  to  everyone. 
The  fifth  kind  of  plan  would  be  a  comprehensive  public  plan,  such 
as  Mr.  Russo  and  Mr.  Downey  have  sponsored. 

I  would  like  to  go  through  these  and  discuss  the  differing  ways  in 
which  they  address  issues  of  coverage,  benefits,  the  role  of  private 
insurance,  cost  containment  and  financing. 

First,  with  regard  to  coverage,  only  the  last  three  of  these  guar- 
antee universal  coverage  for  everyone.  Market  reform,  as  Mr.  Reis- 
chauer said,  is  not  likely  to  increase  the  number  of  people  with  in- 
surance or,  if  so,  only  modestly.  If  Medicaid  were  expanded,  that 
might  pick  up  30  percent  of  the  uninsured  poor,  but  market 
reform,  in  and  of  itself,  would  not  make  much  of  a  dent  in  the 
numbers  of  uninsured. 

The  second  approach  of  mandating  employer  private  health  cov- 
erage and  Medicaid  expansion,  would  cover  the  two-thirds  of  the 
uninsured  who  are  working  and  the  poor,  but  would  leave  out 
about  7  million  near-poor  and  nonpoor  uninsured.  The  other  three 
approaches  would  cover  everyone. 

Most  importantly,  under  the  last  three  approaches,  while  all  pro- 
vide universal  coverage,  when  employers  have  a  chance  of  going 
into  Medicare  or  private  coverage,  there  is  the  problem  that  work- 
ers have  to  change  coverage  when  they  change  jobs.  Only  the 
' 'Medicare  for  All"  and  the  comprehensive  public  plan  keep  fami- 
lies in  the  same  plan  over  time. 

With  regard  to  benefits,  while  these  plans  could  be  designed  a 
different  way,  in  general,  the  market  reform  approach  covers 
stripped-down  benefits.  The  employer-mandated  benefits  plan 
covers  a  basic  benefits  package.  Under  the  comprehensive  public 
plan,  there  is  no  patient  cost  sharing  and  it  covers  not  only  hospi- 
tal and  physician  services,  but  also  prescription  drugs  and  dental 
care. 

The  other  three  approaches  are  all  good  basic  plans,  with  bene- 
fits roughly  comparable  to  the  Medicare  program,  plus  good  prena- 
tal care,  delivery,  and  infant  care. 

With  regard  to  the  role  of  private  insurance,  the  first  three  have 
a  major  role  for  private  insurance  in  selling  policies  to  employers 
and  individuals.  The  last  two  plans  would  either  supplement  Medi- 
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care  with  private  insurance  or  in  the  comprehensive  plan  not  have 
a  role  for  private  insurance. 

The  more  public  plans  have  tougher  cost  containment.  With 
regard  to  financing,  the  public  financed  plans  are  more  progressive. 
The  disadvantage  of  the  more  private  sector  plans  is  they  are  pre- 
mium financed  and  they  place  a  hardship  on  small  firms,  on  low- 
wage  firms,  and  particularly  on  low-wage  workers. 

So,  the  public  plans  provide  the  most  progressive  financing,  uni- 
versal coverage,  guaranteed  coverage,  and  strong  cost  containment. 
One  disadvantage  of  the  public  plans  is  that  they  require  the  big- 
gest increase  in  Federal  funding,  as  Mr.  Reischauer  pointed  out,  re- 
quiring new  taxes  to  support  them.  There  are  things  that  can  be 
done  to  reduce  the  redistributional  impact,  by  assessing  a  payroll 
tax  on  employers,  for  example,  to  replace  the  premiums  that  are 
paid  to  private  insurance.  But  if  that  is  an  overwhelming  obstacle 
to  a  public  plan  approach,  then  the  objective  should  be  to  see  how 
many  of  the  features  in  public  plans  could  be  built  into  mixed 
plans  that  represent  a  public-private  approach  to  financing. 

Thank  you. 

[The  prepared  statement  follows:] 
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NATIONAL  HEALTH  INSURANCE: 
ISSUES  AND  OPTIONS 

Karen  Davis 

Thank  you,  Mr.  Chairman,  for  this  opportunity  to  discuss 
alternative  approaches  to  national  health  insurance.     Action  to 
achieve  universal  health  insurance  coverage  is  urgently  needed. 
In  the  1980s  the  gap  in  health  insurance  coverage  grew  wider 
while  health  care  costs  soared  to  new  heights.     Today,  no 
American  can  afford  to  be  unprotected  against  the  potentially 
devastating  cost  of  a  major  illness. 

While  there  appears  to  be  a  growing  consensus  on  the  need 
for  action,  there  are  a  number  of  alternative  options  for 
achieving  universal  coverage.     I  would  like  to  contrast  five 
major  approaches  ranging  from  a  reform  of  the  market  for  small 
employer  group  health  insurance  to  a  comprehensive  universal 
public  plan.     In  doing  so  I  will  highlight  the  differences  among 
these  approaches  in  the  way  they  address  such  issues  as  coverage, 
benefits,  subsidies  for  low-income  persons,  role  of  private 
health  insurance,  cost  containment,  and  financing. 

I.      Small  Group  Health  Insurance  Reform  and  Medicaid  Expansion 

As  your  hearings  have  highlighted,  most  of  the  uninsured  are 
people  working  in  firms  that  do  not  offer  health  insurance  and 
their  dependents  or  low-income  families  without  a  full-time 
worker.     The  majority  of  the  working  uninsured  are  in  small  firms 
whose  employers  cite  the  expense  of  health  insurance  as  the  most 
important  reason  for  not  offering  such  coverage  to  workers. 

A  targeted  approach  to  reaching  these  uninsured  is  reform  of 
the  sale  of  private  health  insurance  to  small  firms  to  make  such 
coverage  easier  to  purchase  and  expansion  of  public  programs  such 
as  Medicaid  to  cover  all  low-income  persons.     Suggested  small 
group  market  reforms  include:  requiring  private  insurers  to  make 
coverage  available  to  all  firms  and  all  employees  and  dependents 
in  the  group,  limiting  pre-existing  condition  waiting  periods  for 
coverage,  limiting  the  extent  to  which  premiums  could  vary  with 
the  risk  of  the  group  and  the  extent  to  which  premiums  for  high- 
risk  groups  could  be  increased  over  time,  and  overriding  state 
requirements  that  insurance  plans  cover  a  set  of  mandated 
benefits. 

Coverage 

The  extent. to  which  this  option  would  improve  coverage 
depends  on  the  response  of  employers  to  these  small  group  market 
reforms.     Employers  would  not  be  required  to  contribute  toward 
the  premiums,  and  without  employer  contributions  coverage  is 
unlikely  to  be  affordable  to  most  workers  in  these  firms.  On 
average  premiums  are  likely  to  increase  rather  than  decrease 
because  coverage  would  be  available  to  people  in  poor  health  who 
are  now  excluded  from  coverage  by  underwriting  practices. 

Almost  30  percent  of  the  uninsured  would  be  covered  if 
Medicaid  were  expanded  to  cover  all  poor  persons.     There  is  some 
risk  that  expansion  of  Medicaid  without  requiring  employers  to 
contribute  to  health  insurance  coverage  of  workers  could  cause 
some  low-wage  firms  now  offering  insurance  to  drop  coverage. 

For  lower-income  families  who  are  intermittently  employed, 
coverage  could  change  frequently  from,  for  example,  covered  under 
an  employer  A's  plan,  uninsured  when  that  job  ends,  covered  by 
Medicaid  when  savings  are  exhausted,  and  uninsured  when  a  new  job 
is  obtained  from  employer  B  who  does  not  contribute  to  coverage. 
Children's  health  insurance  coverage  is  dependent  upon  their 
parents'  employment,  income,  and  marital  status,  and  can  change 
frequently. 
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Benefits  and  Low-Income  Subsidies 

Many  proposed  reforms  of  the  small  group  market  would 
override  state  mandated  benefits  and  permit  insurers  to  market 
stripped  down  plans  to  small  firms.     Benefits  such  as  mental 
health  and  substance  abuse  treatment  could  be  excluded,  as  well 
as  limits  imposed  on  such  basic  services  as  days  of  covered 
hospital  inpatient  care  or  number  of  physician  visits.  Lower 
wage  workers  covered  by  such  plans  would  not  receive  governmental 
subsidies  to  cover  the  cost  of  premiums,  cost-sharing,  or  non- 
covered  services. 

By  contrast  low-income  persons  covered  by  Medicaid  are 
likely  to  have  comprehensive  benefits  including  hospital, 
physician  services,  mental  health  and  substance  abuse  treatment, 
and  other  services  such  as  prescription  drugs.     Little  or  no 
cost-sharing  is  typically  required  of  poor  Medicaid 
beneficiaries. 

Role  of  Private  Insurance 

This  approach  leaves  to  the  private  sector  coverage  of  all 
individuals  other  than  the  poor  covered  by  Medicaid  and  the 
elderly  and  disabled  covered  by  Medicare.     In  addition,  private 
insurers  act  as  intermediaries  and  carriers  in  the  administration 
of  Medicare. 

Cost  Containment 

Plans  offered  by  small  firms  are  unlikely  to  contain 
substantial  cost  containment  provisions.     Small  firms  do  not 
typically  offer  health  maintenance  organizations,  preferred 
provider  organizations,  or  other  forms  of  managed  care.  No 
controls  would  be  placed  on  hospital  and  physician  payment. 

Medicaid  has  very  tight  restrictions  on  hospital  and 
physician  payment  in  most  states.     However,  such  low  payment 
rates  restrict  the  willingness  of  providers  to  provide  services 
to  Medicaid  beneficiaries. 

Financing 

This  approach  relies  primarily  upon  premium  financing,  paid 
by  workers.     Fixed  premiums  are  by  nature  regressive,  and 
represent  a  heavier  burden  on  lower-income  families.  Medicaid 
financing  is  split  between  the  federal  government  and  state 
governments.     The  federal  share  is  met  through  general  tax 
revenues  —  -a  generally  progressive  financing  source. 

II .     Mandated  Employer  Basic  Coverage  and  Medicaid  Expansion 

This  option  differs  from  the  first  in  that  in  addition  to 
reforming  the  conditions  under  which  insurance  is  offered  to 
small  firms,  employers  would  be  required  to  offer  such  coverage 
and  contribute  at  least  75  to  80  percent  toward  the  premium  cost. 
Medicaid  would  be  expanded  to  all  poor  people  not  covered  under 
an  employer  plan. 

Coverage 

This  option  would  cover  at  least  80  percent  of  the 
uninsured.     It  would  cover  the  two-thirds  of  the  uninsured  who 
are  in  families  with  at  least  someone  working  half  time.  It 
would  cover  all  remaining  poor  persons  under  Medicaid.  Excluded 
from  this  option  are  about  7  million  people  who  are  either  near- 
poor  (such  as  part-time  workers)  or  non-poor  (such  as  older 
adults  who  are  disabled  or  retired  early  but  not  yet  eligible  for 
Medicare) . 
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Benefits  and  Low-income  subsidies 

This  approach  typically  specifies  a  benefit  package  which 
must  be  included  in  the  employer  plan  including  all  hospital 
inpatient  care,  physician  services,  comprehensive  prenatal, 
delivery,  and  well-baby  care,  and  at  least  limited  mental  health 
and  substance  abuse  treatment  services.     Employer  plans  can 
include  family  deductibles  and  coinsurance  up  to  some  maximum 
ceiling.     Medicaid  benefits  tend  to  be  more  comprehensive  without 
deductibles  and  coinsurance. 

The  poor  covered  under  Medicaid  would  be  almost  completely 
subsidized.     Under  this  approach  increases  in  the  Earned  Income 
Tax  Credits  could  be  used  to  offset  the  cost  of  premiums  borne  by 
lower-wage  workers  under  employer  plans. 

Role  of  Private  Insurance 

Private  health  insurance  would  provide  coverage  to  all 
families  with  at  least  one  person  working  half-time  or  more. 
This  would  include  poor  working  families.     Medicaid  would  only 
cover  those  poor  families  working  less  than  half-time, 
unemployed,  or  out  of  the  labor  force.     Medicare  would  continue 
to  cover  the  elderly  and  disabled,  using  private  insurers  to 
administer  claims. 

cost  containment 

Private  plans  are  unlikely  to  incorporate  substantial 
provisions  to  contain  costs.    Larger  employers  newly  offering 
health  insurance  to  workers  may  also  offer  managed  care  plans 
such  as  HMOs  and  PPOs;  however  this  represents  a  relatively  small 
proportion  of  the  newly  insured.     Expansion  of  Medicaid  would 
extend  Medicaid's  tight  provider  payment  limits  to  a  larger 
number  of  persons  —  which  both  act  as  a  cost  containment  device 
but  also  as  a  deterrent  to  provider  participation  in  the  program. 

Financing 

Employers  would  pick  up  75  to  80  percent  of  the  premium 
cost.     If  over  time  employers  shift  this  cost  back  on  to  workers 
in  the  form  of  lower  wages,  it  is  regressive  and  represents  a 
greater  burden  on  lower-wage  workers.     Some  plans  call  for  tax 
credits  to  small  employers  to  offset  a  portion  of  the  premium 
cost  and  Earned  Income  Tax  Credits  to  lower-wage  workers  to 
offset  their  share  of  the  premium.     This  would  mitigate  but  not 
eliminate  the  regressive  nature  of  the  financing.  Medicaid 
financing  is- a  mix  of  federal  and  state  revenues,  with  the  burden 
of  federal  general  tax  revenues  distributed  progressively. 

III.  Employer  Choice  pf  Medicare  or  Private  Coverage 

A  third  option,  sometimes  referred  to  as  "play  or  pay," 
would  give  employers  the  choice  of  purchasing  private  health 
insurance  coverage  for  workers  and  dependents  or  contributing 
toward  their  coverage  under  a  public  plan  such  as  Medicare. 
Anyone  not  covered  under  a  private  insurance  plan  would  be 
automatically  covered  under  Medicare,  and  assessed  a  premium 
related  to  income.    States  would  contribute  toward  Medicare 
coverage  of  acute  care  benefits  for  low-income  families  and  would 
continue  to  provide  supplemental  benefits  and  long-term  care 
under  Medicaid. 

Coverage 

This  plan  would  provide  universal  health  insurance  coverage 
to  the  U.S.  population.     Everyone  would  be  automatically  covered 
under  either  a  private  health  insurance  plan  offered  by  employers 
or  presumptively  eligible  for  Medicare. 
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Coverage  would  change,  however,  as  workers  changed  or  lost 
jobs.     For  example,  a  family  could  be  covered  under  employer  A's 
private  health  insurance  plan,  switch  jobs  to  employer  B  who 
covered  employees  under  Medicare,  and  then  purchase  Medicare 
coverage  individually  by  paying  a  premium  related  to  income  when 
they  retired  from  employer  B  at  age  60.    While  coverage  would  be 
continuous,  families  might  face  new  deductibles  when  coverage 
changes  and  the  complexity  of  getting  enrolled  in  the  new  plan. 

Benefits  and  Low-Income  Subsidies 

Under  this  approach,  all  persons  covered  under  private 
employer  plans  would  receive  Medicare  benefits  expanded  to 
include  prenatal,  delivery,  and  well-baby  care.     Deductibles  and 
cost-sharing  could  be  imposed  subject  to  an  annual  ceiling. 
Benefits  would  be  comparable  for  those  covered  under  either 
system.     However,  low-income  persons  bought  into  Medicare  by 
state  Medicaid  plans  would  have  their  premiums,  deductibles,  and 
cost-sharing  paid  by  Medicaid  —  as  is  now  the  case  for  poor 
elderly  and  disabled  persons  covered  by  both  Medicare  and 
Medicaid.     Other  low-income  persons  covered  by  Medicare  would  pay 
a  sliding  scale  premium  related  to  income. 

Role  for  Private  Health  Insurance 

Private  insurance  would  likely  continue  to  cover  a 
significant  portion  of  the  working  population.    However,  some 
employers  may  elect  to  purchase  Medicare  coverage  for  workers. 
The  split  depends  upon  the  cost  of  purchasing  Medicare  coverage. 
If  employers  can  purchase  Medicare  by  paying  a  payroll  tax 
related  to  worker  earnings,  lower  wage  employers  or  higher  risk 
groups  may  opt  for  Medicare  coverage. 

Private  insurers  would  sell  supplemental  policies  to 
employers  and  to  individuals  to  supplement  the  Medicare  benefit 
package,  filling  in  cost-sharing  amounts  or  covering  additional 
benefits  such  as  prescription  drugs.     In  addition,  private 
insurers  would  continue  to  have  administrative  responsibility  for 
Medicare  claims  payment. 

Cost  Containment 

Medicare's  provider  payment  methods  including  the  Diagnosis- 
Related-Group  (DRG)  prospective  payment  system  for  hospitals  and 
the  Medicare  Fee  Schedule  for  physicians  would  be  extended  to  a 
larger  beneficiary  population.     In  addition,  legislation  could 
specify  that  Medicare's  payment  rules  also  extend  to  employer 
private  health  insurance  plans. 

Financing 

Employer  private  health  insurance  coverage  would  be  financed 
with  fixed  premiums,  split,  for  example,  75  percent  on  employers 
and  25  percent  on  employees.     However,  the  option  of  purchasing 
Medicare  by  paying,  for  example,  an  8  percent  payroll  tax  split  6 
percent  on  employer  and  2  percent  on  employees,  would  provide  an 
alternative  to  regressive  premium  financing.     Lower-wage  firms 
would  be  likely  to  opt  for  Medicare  coverage,  with  financing 
proportional  to  earnings.    The  income-related  premium  for  those 
outside  employer  plans  would  be  progressively  financed. 
Any  subsidies  required  for  lower-wage  workers  or  other  low- 
income  families  would  be  met  through  federal  general  tax  revenues 
or  increases  in  corporate  and  personal  income  taxes. 

IV.    Expansion  <?f  Medicare  to  Ml 

This  approach  would  extend  the  current  Medicare  program  to 
the  entire  population.     Employers  would  be  required  to  contribute 
either  a  fixed  premium  tax  or  a  payroll  tax  toward  coverage  of 
workers.    Other  financing  would  come  from  a  combination  of 
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income-related  premiums  on  beneficiaries  and  general  tax 
revenues.    States  could  be  required  to  contribute  all  or  a 
portion  of  current  Medicaid  funding  levels  for  acute  care 
benefits  to  the  poor.     The  poor  would  not  be  subject  to  premiums 
or  cost-sharing. 

Coverage 

This  approach  would  also  provide  universal  coverage  to  the 
entire  U.S.  population.     Unlike  other  employer-based  options, 
however,  there  would  be  guaranteed  continuity  of  coverage  under  a 
single  plan.     Families  would  not  have  to  change  coverage  or  pay 
new  deductibles  since  they  would  be  continuously  covered  under 
Medicare  regardless  of  employment  status.     Children  would  not 
have  to  change  coverage  as  their  parents'  income  or  marital 
status  changed.     All  residents  would  be  deemed  presumptively 
eligible. 

Benefits  and  Low-Income  Subsidies 

Benefits  would  be  based  on  the  current  Medicare  benefit 
package  expanded  to  include  comprehensive  prenatal,  delivery,  and 
well-baby  care.     All  poor  persons  would  have  deductibles  and 
other  cost-sharing  subsidized. 

Role  of  Private  Health  Insurance 

Private  health  insurance  plans  could  provide  supplemental 
coverage  through  employers  or  through  direct  sales  to  individuals 
to  pick  up  the  Medicare  deductibles  and  cost-sharing  or 
supplemental  benefits  such  as  prescription  drugs.  Private 
insurers  would  also  continue  to  have  a  claims  processing  role 
under  Medicare. 

Cost  Containment 

Medicare's  provider  payment  methods  would  be  extended  to  the 
entire  population.     Hospitals  would  be  paid  on  the  basis  of  DR6 
prospective  payment  rates,  while  physicians  would  be  paid 
according  to  the  Medicare  Fee  Schedule  subject  to  an  expenditure 
target  based  on  total  physician  outlays  in  the  U.S. 

In  addition  beneficiaries  would  have  the  choice  of  receiving 
care  from  federally  qualified  health  maintenance  organizations, 
as  do  current  Medicare  beneficiaries. 

Financing 

Financing  would  be  similar  to  the  current  Medicare  program 
with  a  combination  of  employer-employee  premium/payroll  tax 
contributions  and  general  tax  revenues.     In  addition  persons  not 
covered  by  employer  plans  would  pay  an  income-related  premium 
toward  the  cost  of  their  coverage.     On  balance,  this  financing 
would  be  moderately  progressive. 

V.      Comprehensive  Public  Health  Insurance  Coverage 

This  option  would  provide  comprehensive  health  benefits 
without  cost-sharing  to  the  entire  U.S.  population  through  a 
single  public  plan.     Private  health  insurance  would  be  replaced 
by  such  a  plan.     Cost  containment  would  be  enforced  through 
national  and/ or  state  expenditure  caps.     Financing  would  be 
through  a  combination  of  federal  tax  revenues  including  payroll 
taxes,  and  general  tax  revenues. 

Coverage 

Coverage  would  be  universal,  with  everyone  covered  under  the 
same  plan  throughout  their  lifetime.    No  one  would  be  at  risk  of 
losing  coverage  or  have  to  change  coverage  with  a  change  in 
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employment  or  income  status. 

Benefits  and  Low-Income  Subsidies 

Benefits  under  this  plan  would  be  substantially  more 
comprehensive  including  not  only  hospital  and  physician  services, 
but  prescription  drugs,  dental  care,  and  other  services  as  well. 
No  cost-sharing  would  be  imposed.    No  explicit  subsidies  for  low- 
income  persons  would  be  required,  and  no  administrative  mechanism 
for  qualifying  the  poor  for  subsidies  would  need  to  be 
established. 

Role  of  Private  Health,  Insurance 

Private  health  insurance  would  be  replaced  by  public 
coverage.     Since  the  public  plan  has  a  comprehensive  benefit 
package,  there  would  be  no  role  for  private  supplemental  health 
insurance.     The  plan  would  be  publicly  administered  at  either  the 
national  or  state  level,  without  relying  on  private 
intermediaries  or  carriers. 

Cost  Containment 

Cost  containment  would  be  enforced  through  expenditure  caps 
at  the  national  and  state  level.     Within  pre-set  expenditure 
limits,  provider  payment  rates  could  be  set  by  government  at  the 
national  or  state  level  or  negotiated  with  various  providers  of 
health  care  services. 

Financing 

This  approach  would  be  financed  with  federal  taxes, 
including  possibly  a  value-added-tax,  as  well  as  other  possible 
sources  of  revenues  such  as  payroll  taxes  or  corporate  or 
personal  income  taxes.     The  progressivity  of  the  tax  would  depend 
upon  the  specific  mix  of  revenues,  but  in  general  would  be  more 
progressive  than  fixed  premium  financed  options. 

VI.  Summary 

These  approaches  vary  widely  with  regard  to  coverage, 
benefits,  subsidies  for  low-income  persons,  role  of  private 
health  insurance,  cost  containment,  and  financing.     They  range 
from  those  that  would  make  modest  incremental  changes  in  current 
programs,  to  a  comprehensive  reform  that  would  replace  existing 
programs  with  a  single  public  plan. 

One  basic  choice  is  whether  coverage  is  voluntary  or 
mandatory.     Mandatory  plans  have  the  advantage  of  universal 
coverage  of  the  population,  while  voluntary  plans  run  the  risk  of 
leaving  substantial  numbers  of  the  uninsured  without  coverage. 

Another  basic  choice  is  the  breadth  of  the  benefit  package. 
Plans  with  comprehensive  benefits,  especially  those  without 
deductibles  and  coinsurance,  are  considerably  more  expensive. 
For  example,  in  1989,  Americans  paid  $125  billion  for  health  care 
directly  out-of-pocket.    A  comprehensive  plan  would  replace  all 
of  these  direct  patient  outlays  with  premium  or  tax  financing. 

However,  any  plan  that  requires  substantial  deductibles  and 
coinsurance,  for  example,  a  $500  family  deductible,  20  percent 
coinsurance,  up  to  a  ceiling  of  $2,500,  needs  to  have  some 
mechanism  for  subsidizing  this  cost  for  poor  or  near-poor 
families.    This  requires  an  administrative  mechanism  for 
enrolling  low-income  persons  into  a  supplemental  program  to  pick 
up  these  cost-sharing  amounts.     Some  approaches  would  maintain 
and  expand  Medicaid  to  cover  all  the  poor,  while  others  would 
replace  Medicaid  acute  care  benefits  with  a  federal  plan  such  as 
Medicare . 
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In  1989  private  health  Insurance  spent  $200  billion  on 
health  care  services.    Any  approach  that  replaces  some  or  all  of 
this  coverage  with  public  coverage  will  need  to  identify 
financing  to  replace  employer-employee  premiums  currently  paid  to 
private  health  insurance  plans,  as  well  as  the  financing 
necessary  to  cover  the  uninsured.     This  substantially  increases 
the  governmental  cost  of  a  plan.    A  major  shift  in  the  role  of 
private  health  insurance  would  also  have  implications  for 
employment  in  the  private  health  insurance  industry,  and  the  need 
for  administrative  personnel  in  the  public  sector. 

Some  approaches  to  health  insurance  coverage  focus  only  on 
expanded  coverage  and  do  not  address  the  problem  of  rapidly 
rising  health  care  costs.     Others  try  to  integrate  cost 
containment  provisions  into  coverage  —  either  by  setting 
provider  payment  rates,  establishing  expenditure  caps,  or  relying 
on  market  mechanisms  such  as  enrollment  in  managed  care  systems 
to  lower  costs. 

Each  of  the  approaches  has  a  different  mix  of  private  and 
public  financing.     Private  financing  is  largely  through  fixe* 
premiums,  which  are  by  nature  a  "head"  tax  and  fall  more  heavily 
on  lower  income  families.     However,  this  can  be  mitigated  by 
offsetting  subsidies  for  lower  income  families  through  Earned 
Income  Tax  Credits  or  giving  employers  and  employees  the  option 
of  paying  a  payroll  tax  to  purchase  public  coverage.  Public 
financing  is  generally  progressive,  but  depends  on  the  specific 
mix  of  revenue  sources  including  new  income-related  health 
premium  taxes,  payroll  taxes,  and  corporate  and  personal  income 
taxes.     It  is  also  possible  that  new  taxes  such  as  taxes  on 
cigarettes,  alcohol,  and  other  harmful  products  as  well  as  taxes 
such  as  value-added  taxes  could  be  used  to  finance  health 
benefits. 

These  choices  represent  hard  choices  to  be  resolved  in  the 
design  of  any  national  health  insurance  plan.     Each  has  its  own 
advantages  and  disadvantages.     Some  would  build  on  existing 
programs,  while  others  would  represent  more  radical  reform.  All 
could  be  phased  in  gradually  in  stages,  to  ease  the  financing  and 
administrative  burdens  that  a  major  change  would  entail. 

But  the  urgency  of  the  problem  we  face  as  a  nation  means 
that  decisions  on  a  long-range  direction  need  to  be  made  soon. 
We  can  not  continue  to  leave  millions  of  Americans  out  of  our 
health  insurance  system  —  exposed  to  the  devastating  financial 
and  health  consequences  of  being  uninsured. 
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Mr.  Gibbons.  Dr.  Long. 

STATEMENT  OF  HUGH  W.  LONG,  ASSOCIATE  PROFESSOR,  FREE- 
MAN  SCHOOL  OF  BUSINESS,  TULANE  UNIVERSITY,  NEW  ORLE- 
ANS, LA.,  AND  MEMBER,  MEDICARE  GEOGRAPHICS  CLASSIFI- 
CATION REVIEW  BOARD 

Mr.  Long.  Mr.  Chairman,  I  appreciate  the  opportunity  to  be  here 
today.  I  am  not  here  to  describe  or  to  advocate  any  particular  pro- 
posal, but  to  underline  several  basic  considerations  to  be  factored 
into  the  assessment  of  any  proposal. 

Fundamentally,  we  have  two  problems  in  health  services  in  this 
country  today.  The  first  of  these  is  that  the  majority  of  our  popula- 
tion tends  to  get  too  much  care,  and  the  second  is  that  a  significant 
minority  of  our  population  gets  too  little. 

An  additional  concern  will  be  that  to  the  extent  we  are  all  suc- 
cessful in  solving  the  second  problem  and  assuring  that  there  is 
adequate  care  for  that  significant  minority,  we  must  then  guard 
against  falling  into  the  same  problem  that  we  have  with  the  major- 
ity of  the  population,  namely,  overutilization. 

As  Senator  Rockefeller  testified  earlier  today,  there  are  a 
number  of  approaches  that  can  address  the  overutilization  prob- 
lem. Notable  among  these  are  consensus-managed  care,  including 
the  effect  of  outcomes  research,  practice  guidelines,  utilization 
review;  and  ending  defensive  care  mechanisms,  either  through 
direct  reform  of  the  tort  system  or  by  making  providers  judgment- 
proof  through  reestablishing  sensible  community  standards  of  care. 

Our  problem  here  is  that,  for  the  majority  of  the  population,  we 
have  made  health  care  appear  to  be  a  free  good.  As  Congressman 
Russo  asked  earlier,  "What  is  it  that  the  public  wants?"  For  those 
who  have  adequate  insurance,  the  answer  is  quite  simple:  They 
want  immediate  access  to  everything  which  is  technologically  possi- 
ble, at  the  highest  quality  and  at  the  lowest  cost.  This  is  fundamen- 
tally unreasonable  in  any  economy,  and  certainly  in  a  market-ori- 
ented economy  such  as  ours.  Furthermore,  this  answer  is  exacer- 
bated by  the  several-thousand-year  tradition  or  philosophy  of  medi- 
cine. Basically  the  fundamental  concept  of  the  Hippocratic  oath 
itself  is  for  the  physician  to  do  everything  possible  that  is  of  any 
affirmative  benefit  for  a  patient,  regardless  of  the  cost. 

Approaches  such  as  managed  care,  tort  reform,  withdrawing  first 
dollar  coverage,  and  lowering  public  expectations,  need  to  be  taken 
to  break  into  this  self-reinforcing  cycle  of  overutilization  in  which 
physicians  and  hospitals  attempt  to  do  too  much,  because  they  are 
philosophically  in  tune  with  that  notion,  because  they  are  attempt- 
ing to  avoid  tort  liability,  because  patients  have  not  been  trained  to 
"vote"  their  own  dollars  but  rather  are  busy  spending  everyone 
else's  dollars,  and  because  they  have  these  exceptionally  high 
health  care  expectations,  based  on  a  three-decade  experience  in 
this  society  of  everyone  thinking  that  health  care  is  a  right  that 
has  no  constraints  or  corresponding  duties  associated  with  it. 

With  respect  to  the  portion  of  the  population  that  is  not  receiv- 
ing sufficient  access  to  care,  it  is  a  real  problem  and  it  is  one  which 
we  must  take  very  seriously.  And  a  variety  of  proposals  have  been 
set  forth  to  address  that  problem. 
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I  would  simply  mention  that  providing  fiscal  access  to  care  is  not 
the  same  thing  as  providing  physical  access  to  care,  and  that  we 
need  to  be  very  careful  about  simply  adding  benefits  to  programs, 
without  ensuring  that  they  can  be  delivered. 

As  Senator  Rockefeller  mentioned  earlier  today,  the  notion  of 
targeted  care  in  certain  segments  of  the  population,  the  developing 
of  trust  relationships,  the  finding  of  ways  to  address  directly  prob- 
lems such  as  he  identified  regarding  Native  Americans  in  South 
Dakota,  need  some  attention.  We  need  to  distinguish  between 
simply  putting  a  benefit  on  paper  and  ensuring  that  someone  re- 
ceives care. 

With  respect  to  the  uninsureds,  we  need  to  tailor  our  solutions 
carefully  recognizing  the  emerging  reality  that  we  are  not  simply 
talking  about  an  unchanging  pool  of  people,  a  static  population  of 
uninsured,  but  rather  that  there  is  significant  turnover  in  that 
population.  Indeed,  recent  evidence  suggests  that  the  average  dura- 
tion of  an  uninsured  spell  may  be  substantially  less  than  even  a 
half  a  year. 

I  would  suggest  that  we  need  to  think  seriously  about  mecha- 
nisms for  ending  cost  shifting,  as  Congressman  Stark  has  indicated, 
and  the  options  here  are  relatively  limited.  But  it  seems  to  me 
that,  by  and  large,  if  we  are  going  to  subsidize  a  portion  of  the  pop- 
ulation, that  the  sources  of  the  wealth  that  are  used  to  do  that 
need  to  be  channeled  through  the  public  sector  and  not  through 
the  private  sector  in  the  willy-nilly  sort  of  way  that  occurs  under 
cost  shifting  as  it  has  evolved. 

Finally,  I  would  point  out  that  simply  establishing  uniform 
prices  or  engaging  in  rate-setting  does  not  inherently  provide  solu- 
tions for  these  problems.  We  need  to  look  also  at  the  quantity  ele- 
ment of  the  total  cost  equation,  rather  than  at  just  the  price  ele- 
ment of  that  equation,  to  ensure  that  we  have  adequate,  but  not 
excessive  access  to  health  care  for  all  Americans. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  HUGH  W.  LONG 
TULANE  UNIVERSITY 

Mr.  Chairman,  members  of  the  Committee,  my  name  is  Hugh  Long.  I 
am  a  professor  of  health  care  management  on  the  faculty  of  Tulane 
University  and  am  a  member  of  the  Medicare  Geographic 
Classification  Review  Board.     I  very  much  appreciate  the 
opportunity  to  share  my  views  on  the  critical  subject  of 
reforming  the  domestic  health  system.     My  testimony  today 
reflects  my  own  views  and  should  not  be  construed  as  necessarily 
reflecting  the  positions  either  of  Tulane  University  or  of  the 
MGCRB. 

Dr.  Davis  has  appropriately  characterized  the  spectrum  of  policy 
options  aimed  at  achieving  broader  fiscal  access  to  health  and 
medical  care  for  all  citizens.     She  has  set  out  for  each  option 
the  nature  of  its  benefit  package,   its  cost-sharing 
characteristics,  the  mechanics  by  which  it  would  pay  providers, 
its  prospects  for  containing  costs,  the  role  it  implies  for  the 
private-sector  health  insurance  industry,  and  the  overall 
financing  of  and  methods  for  phasing-in  the  proposal. 

I  should  like  to  suggest  to  the  Committee  five  guest ions,  the 
answers  to  which,  I  believe,  are  particularly  important  to  the 
evaluation  of  these  (or  any  other)  policy  options: 

1.     How  does  this  option  affect  existing  and  potential 
overutilization? 

Overutilization  is  the  central  dilemma  of  our  existing 
system  and  the  primary  problem  any  proposed  reform  needs  to 
address.     "Overutilization"  is  the  consumption  of  resources, 
the  cost  of  which  is  in  excess  of  the  value  or  benefit 
generated  by  that  consumption.     The  evidence  of 
overutilization  of  health  care  resources  in  the  United 
States  is  our  higher  level  of  per  capita  consumption  than  in 
any  other  country,  generally  without  commensurate  results  in 
population  health  status  indicators  or  individual  outcomes.1 


1  Dr.  Roper  of  the  Centers  for  Disease  Control  cautioned  in 
his  testimony  before  this  Committee  last  week  the  "simplistic 
comparison  of  health  statistics  [between  nations]  can  be 
extremely  misleading."     Yet,  Dr.  Schieber  of  HCFA  noted  in  his 
testimony  that  " [w]hile. .. [outcome]  measures  [of  infant  mortality 
and  life  expectancies  at  birth]  are  too  gross  for  making 
assessments  about  the  performance  of  our  health  care  system,  they 
are  quite  discouraging  when  taken  in  the  context  of  what  we 
spend . " 

I  concur  with  Dr.  Roper  in  that  I  wonder  what  such 
statistics  would  look  if  they  were  controlled  for  inter-country 
differences  in  births  to  central  city  teenagers,  young  male 
black-on-black  violence,  etc.     My  suspicion  is  that  much  of  the 
U.S.  outcome  differentials  or  shortfalls  reflect  uniquely  U.S. 
factors  relating  to  drug  abuse  and  handguns.     I  am  in  no  way 
suggesting  that  these  social  problems  be  ignored  or  minimized, 
but  it  is  grossly  unfair  to  accuse  our  health  care  system  of  poor 
performance  because  of  situations  it  did  not  cause  and  which  are 
not  comparable  problems  in  other  OECD  countries.     Once  the  crack 
baby  reaches  the  neonatal  intensive  care  unit  or  the 
gunshot/knifing  victim  reaches  the  emergency  room,   it's  a  bit 
late  for  the  health  system  to  compensate  for  our  inability  to 
control  illegal  drug  use  or  our  failure  to  adopt  meaningful  gun 
control . 

Even  though  I  believe  our  outcome  statistics  would  look  far 
better  adjusting  for  such  nonhealth  system  societal  factors,  I  am 
also  convinced  on  the  input  side  that  we  do  have  substantial 
overutilization  as  evidenced  by  the  RAND  Health  Insurance  Study 
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Our  fundamental  overutilization  is  characterized  by  an 
excessive  base  (volume)   of  resources  devoted  to  health  care 
more  than  by  "excessive"  year-to-year  rates  of  increase. 
Rate  setting  (price  controls)  such  as  in  the  Prospective 
Payment  System,  budgets  negotiated  relative  to  the  previous 
year  (e.g.,  the  state  of  Maryland  and  the  Canadian  system), 
and  various  all-payer  systems  simply  don't  address  the 
aggregate  base.     Further,  I  see  no  reason  the  after-the-fact 
Volume  Performance  Standards  mechanism  of  Physician  Payment 
Reform  will  produce  any  significant  reduction  of  the 
Medicare  Part  B  base;  it  may  well  cause  quite  the  opposite 
result.2 

Any  successful  policy  must  first  address  shrinking  the 
excessive  base.     Constraining  existing  overutilization  will 
require  a  multi-dimensional  strategy  which  would  reasonably 
include  achieving  at  least  the  following  four  objectives: 

Consensus  Managed  Care — At  the  delivery  level,  we  must 
encourage  the  development  of  both  protocols  and 
individual  care  plans  in  which  services  are  tailored  to 
meet  only  identified  medical  needs  through  even-handed 
consultations  between  care  givers  and  managed  care 
professionals . 

Constraining  "Defensive"  Care — We  should  remove  economic 
incentives  for  care  givers  to  attempt  to  limit  tort 
liability  by  engaging  in  defensive  care,  defined  here 
as  the  application  of  all  remotely  relevant  resources 
(i.e.,  omitting  nothing),  independent  of  the  expected 
direct  benefit  of  those  resources  to  the  care 
recipient.     Obviously,  this  requires  significant  reform 
of  tort  law  as  a  part  of  achieving  this  objective. 

Ensuring  Care  Recipients  "vote  their  own  dollars"  for 

routine  care— Use  a  means-tested  approach  to  maintain 
individual  deductibles  and  copayments  at  levels  that 
ensure  care  recipients1  choices  involving  routine  care 
are  sensitive  to  price.     "First  dollar  coverage"  causes 
care  to  appear  to  be  a  free  good,   insulating  the 
consumer  from  the  cost  of  the  resources  consumed,  and 
encouraging  the  care  recipient  to  overconsume  resources 
of  marginal  benefit.     One  lesson  of  the  RAND  Health 
Insurance  Study  was  that  nonpoverty-level  individuals 
spending  their  own  dollars  (because,  e.g.,  of  having 
high  copayments)   consumed  fewer  resources  without 
adverse  affect  on  health  status  or  treatment 
outcomes.3    Whatever  the  legal  status  of  providers 
waiving  copayments  and  deductibles,  doing  so  from  a 
system  perspective  is  counterproductive  just  as  the 
across-the-board  availability  of  standard  Medigap 
insurance  coverage  is  bad  system  policy.     All  of  us, 
within  our  fiscal  capacities,  need  to  spend  our  own 
dollars  first  rather  than  someone  else's  dollars. 


and  Medicare's  experience  with  hospital  length  of  stay  under 
Prospective  Payment. 

2  Not  only  will  Volume  Performance  Standards  encourage  greater 
intensity  generally,  but  RBRVS  rate  changes  across  CPT  codes  will 
tend  to  reduce  fiscal  access  to  primary  care  while  expanding  fiscal 
access  to  procedural  medicine. 

3  As  Dr.  Brook  of  RAND  noted  in  his  testimony  last  week,  the 
RAND  study  gives  us  different  conclusions  and  implies  different 
policy  approaches  for  persons  both  poor  and  sick. 
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Lowering  Public  Expectations — Recognizing  the  political 
value  in  promising  constituencies  more  rather  than 
less,  we  need  to  find  a  mechanism  for  dispelling  the 
myth  initiated  a  quarter  century  ago  that  each  citizen 
has  a  "right"  to  all  health  and  medical  care  that  is 
technologically  possible,  regardless  of  cost.  The 
Oregon  Medicaid  experiment  in  establishing  care 
priorities  incorporating  cost/benefit  tradeoffs  in  full 
political  daylight  may  provide  an  important  model  for 
building  efficient  social  safety  nets. 

2.  Will  this  option  actually  result  in  increased  real 
(physical)  access  to  care  to  those  lacking  such  access? 

Providing  fiscal  access  to  care  (stimulating  demand  for 
services)  should  not  be  equated  to  providing  physical  access 
to  care  (supply  of  services) .     Defining  a  service  as 
"covered"  does  not  guarantee  that  any  provider  will  step 
forward  to  deliver  it.     This  is  especially  true  in  rural 
areas  and  many  central-city  environments.     While  the  defini- 
tion of  covered  services  will  obviously  influence  to  some 
degree  the  supply  of  services,  the  way  in  which  delivery  of 
care  will  be  organized,  the  mix  or  composition  of 
institutional  providers,  and  the  supply  of  health  manpower, 
mere  influence  is  often  not  enough. 

Obviously,  paying  too  little  for  services  (e.g.,  most 
Medicaid  payment)  effectively  denies  access,  but  even 
extending  significant  financial  carrots  may  be  insufficient 
to  stimulate  the  supply  of  services  in  some  settings.     As  an 
example  of  paying  too  little,  Medicaid  in  Chicago  pays  less 
than  one-half  the  private-pay  fee  for  a  routine  office  visit 
(see  the  cost-shifting  discussion  below) ,  and  the  45%  of  the 
private-pay  fee  that  is  paid  is  typically  paid  months  after 
a  private  fee  would  have  been  collected.     Not  surprisingly, 
Medicaid-eligible  patients  are  finding  it  increasingly 
difficult  to  locate  a  physician  who  will  see  them,  and,  just 
as  in  New  York  City,  Medicaid  patients  often  wait  eight 
hours  to  be  seen  in  a  hospital  emergency  room  for 
nonemergency  care  because  no  physician  will  see  them.  Yet 
even  larger  financial  incentives  may  fail.     In  Louisiana, 
fifty-seven  areas  with  total  population  of  about  1.2  million 
have  fewer  than  one  physician  for  each  3,500  persons,  and 
one-third  of  that  population  has  no  primary  care  physician 
within  40  miles,  all  notwithstanding  the  state's  program 
forgiving  substantial  medical  school  student  loans  for 
physicians  who  work  in  deprived  rural  areas.     And  New 
Mexico,  North  Dakota,  and  Mississippi  all  rank  lower  than 
Louisiana  in  primary  care  physician  supply. 

Even  where  adding  a  particular  service  or  benefit  to  a 
package  of  coverage  would  result  in  a  supply-side  response, 
to  make  such  an  addition  without  a  dollar-constraint  may  be 
inferior  to  initiating  a  defined  benefit  using  appropriated 
dollars  for  a  public-health  approach  targeting  explicit 
population  segments.     Providing  targeted  delivery  of  care 
rather  than  an  open-ended  entitlement  may  be  the  better 
approach  in  some  settings.     A  second  tier  of  care  isn't  bad 
per  se  if  it  is  done  right:     narrowly  targeted,  adequately 
funded,  and  continuation  made  contingent  on  achieving 
measurable  outcomes. 

3.  How  will  this  option  address  the  issue  of  the  uninsured 
(and,  perhaps,  the  underinsured) ? 

This  is  a  very  tough  question  to  answer  for  any  option, 
largely,  I  believe,  because  we  may  not  understand  the  issue 
very  well.     Just  focusing  on  the  uninsured,  what  is  it  that 
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we  know  about  these  persons?    Last  week,  Dallas  Salisbury, 
President  of  the  Employee  Benefit  Research  Institute  (EBRI) 
gave  an  updated  estimate  of  the  number  of  persons  uninsured: 
34.4  million,  over  85%  of  whom  are  employed  or  dependents  of 
an  employed  head  of  household.     While  EBRI  has  given  us 
excellent  demographic  detail  of  the  uninsureds,  this 
population  has  other  characteristics  we  are  just  beginning 
to  appreciate. 

Of  special  importance  is  preliminary  evidence  that  an 
extremely  high  rate  of  turnover  exists  among  those 
uninsured.     If  we  count  34  million  uninsureds  today  and 
twelve  months  from  now  again  count  34  million  uninsureds, 
our  policy  approaches  to  that  situation  should  differ 
substantially  under  two  alternative  scenarios:     each  count 
includes  29  million  people  who  are  the  same  people  each  time 
(Scenario  1) ;  each  count  includes  only  5  million  of  the  same 
people  each  time  (Scenario  2) .     Research  underway  by  Swartz 
and  McBride  at  the  Urban  Institute  indicates  that  the  second 
scenario  may  be  closer  to  reality.     They  suggest  that  about 
half  of  all  uninsured  spells  end  in  four  months  or  less,  and 
only  15%  of  those  spells  last  longer  than  24  months.  A 
recent  Bureau  of  the  Census  study  by  Nelson  and  Short 
reports  that,  during  a  twenty-eight  month  calendar  period, 
over  63  million  citizens  had  at  least  one  month  without 
health  insurance,  evidence  wholly  consistent  with  the  work 
of  Swartz  and  McBride. 

Short  uninsured  spells  are  hardly  surprising  in  a  mobile 
society  where  changes  in  employment  are  common.     Most  people 
do  not  work  forever  at  low-paying  jobs  having  minimal  fringe 
benefits  or  for  employers  not  providing  health  insurance. 
And  employees  with  coverage  also  change  employers  in  a  world 
of  employment  at  will,  layoffs,  and  upward  mobility.  Front- 
end  periods  in  new  jobs  are  typically  probationary  and  are 
often  without  fringes,  and  front-end  insurance  policy 
limitations  for  pre-existing  conditions  may  also  produce 
coverage  interruptions. 

Mandating  that  all  employers  provide  coverage  identical  to 
existing  coverage  would  fail  to  capture  many  such  uninsureds 
who  will  resume  coverage  soon  anyway,  but  would 
significantly  increase  burdens  on  many  small  businesses  and 
labor-intensive  low-wage  businesses.     And  mandating  employer 
coverage  that  would  do  away  with  the  short-term  reasons  for 
existing  coverage  interruption  would  impose  an  even  greater 
labor  cost  burden  on  many  more  employers. 

As  labor  costs  increase,  businesses1  choices  are  to  respond 
by  doing  one  or  more  of  the  following:     (1)  passing  the  cost 
on  by  raising  prices,  jeopardizing  domestic  and 
international  market  share,  employment,  and  survival  of  the 
business;   (2)  offsetting  the  cost  with  a  lower  cash  wage 
(usually  proscribed  by  the  minimum  wage  effect)  or  a 
reduction  in  other  benefits,  leaving  the  worker  with  fewer 
economic  degrees  of  freedom  than  before;   (3)  substituting 
capital  for  labor,  jeopardizing  employment;   (4)  accepting  a 
lower  return  on  investment,  making  it  more  difficult  to 
attract  money  in  the  capital  markets,  and  jeopardizing  long- 
run  survival  of  the  business;   (5)  recognizing  that  necessity 
is  the  mother  of  invention  and  conceiving  of  heretofore 
undreamt  of  ways  to  become  even  more  efficient.     (I  wish  we 
could  count  on  this  last  one,  but  is  probably  the  least 
likely  of  the  five  to  occur  as  a  response.) 

A.  Foster  Higgins  &  Co. ,  Inc.  has  recently  reported  that  the 
average  total  cost  of  health  plans  per  employee  (including 
dependant  coverage)  in  1990  was  $3,217  or  about  $1.55  per 
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hour.     Assuming  some  of  that  is  overutilization  and  assuming 
that  we  don't  want  to  provide  existing  uninsureds  with 
anywhere  near  the  average  of  existing  employer-provided 
coverage,  we  might  be  able  to  get  by  with  a  $0.50  per  hour 
cost  and  at  least  raise  some  uninsureds  (if  not  their 
dependents)  to  an  underinsured  status.     For  a  service 
industry  employer  with  a  near-minimum-wage  work  force 
representing  only  half  of  total  costs  and  with  a  2.5%  margin 
on  sales,  that  $0.50  per  hour  would  be  a  10%  increase  in 
labor  costs,  a  5%  increase  in  total  cost,  and  a  195% 
reduction  in  margin  absent  one  of  the  responses  listed 
above . 

Are  these  difficulties  with  mandated  employee  coverage  an 
argument  in  favor  of  full-blown  national  health  insurance? 
They  are  only  if  one  is  willing  to  turn  the  existing  system 
upside  down  for  about  220  million  people  in  order  to  provide 
minimal  insurance  for  persons  who  are  receiving  and  paying 
for  their  own  care  now  and  who  will  end  their  uninsured 
spell  in  a  few  months  anyway,  and  for  another  five  or  so 
million,  many  of  whom  currently  purchase  their  own  care 
directly,  and  many  of  whom,  while  genuinely  in  need  of 
access,  we  may  be  able  to  help  most  effectively  by  direct 
service  targeting. 

Will  this  policy  remove  involuntary  cross-subsidization  from 
the  private  sector  and  restore  it  to  being  an  explicit 
governmental  function? 

One  of  the  fundamental  functions  of  modern  government  is 
wealth  redistribution,  typically  for  the  purpose  of 
achieving  various  social  goals.     (This  redistribution  is 
typically  done  between  groups  on  a  current  basis;  though 
recently  it  has  also  been  done  on  an  intergenerational 
basis.)     Traditionally,  the  private  sector  engages  in  wealth 
redistribution  on  a  purely  voluntary  basis.     Only  in  the 
event  (1)  private  philanthropy  and  eleemosynary  activity  are 
insufficient  for  a  particular  purpose,  and  (2)  the  political 
process  establishes  that  purpose  as  a  public  policy 
objective,  does  government  exert  its  power  to  require  the 
wealth  redistribution  to  take  place  via  taxation  and 
subsidization. 

In  health  care,  however,  we  have  strayed  from  this  path. 
Existing  entitlement  programs'  payment  mechanisms,  almost 
from  inception,  have  created  significant  economic  incentives 
for  so-called  "cost  shifting,"  the  collection  of  more  monies 
from  private  payers  than  would  have  been  required  but  for 
the  lower  payments  received  from  the  entitlement  programs. 
Absent  an  all-payer  mechanism,  government  has  defaulted  on 
its  role  as  tax  collector  and  subsidizer  to  the  extent  that 
it  forces  health  care  providers  to  "tax"  some  recipients  of 
care  (or  their  insurers — which  ultimately  means  the 
businesses  that  pay  most  of  those  insurers'  premiums)  and 
"subsidize"  entitlement  program  beneficiaries  and  enrollees. 
Not  only  is  this  an  inappropriate  role  for  the  private 
sector,  it  implements  involuntary  wealth  redistribution 
ineptly,  inconsistently,  and  inefficiently. 

Part  of  any  new  policy  should  be  (1)  to  limit  wealth 
redistribution  to  true  social  safety  net  objectives  that 
have  risen  in  the  political  process  to  the  level  of  public 
policy,  and  (2)  to  take  private  sector  health  providers  out 
of  the  business  of  doing  government's  taxation/ subsidy  work 
for  it. 
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5.     For  any  policy  that  seeks  to  emulate  Canada's  (or  any  other 
country's)  system,  is  Canadian  grass  really  greener? 

Aside  from  the  details  of  covered  services,  payment 
mechanics,  phase-in  rules,  etc. ,  there  are  three  main 
characteristics  that  are  central  to  comparisons  between  the 
United  States  and  other  countries.     These  are: 

(a)  What  share  of  the  economy  is  represented  by  health 
care  (and  its  companion  inquiry,  what  are  the 
health  status  or  outcome  indicators)? 

(b)  What  is  the  rate  of  expansion  or  growth  of  the 
health  care  share  of  the  economy? 

(c)  What  is  the  public/private  mix  of  financing  of  the 
health  care  share  of  the  economy? 

For  the  U.S.  and  Canada,  the  raw  data  tells  us  that  for  1989 
health  care  as  a  percentage  of  total  economic  activity  was 
11.6  in  the  U.S.  compared  to  8.7  for  Canada,  a  2.9% 
difference.     Like  all  ratios,  of  course,  percentages  have 
both  numerators  and  denominators.     These  denominators 
reflect  the  fact  that  Canada's  nonhealth  economy  has  been 
growing  significantly  faster  than  that  of  the  U.S.     If  since 
1975,  three  years  after  the  start  date  of  the  Canadian 
Health  Plan,  the  Canadian  nonhealth  economy  had  experienced 
growth  identical  to  that  of  the  U.S.  with  no  change  in 
health  economy  growth,  Canadian  health  would  have  been  10.6% 
of  its  economy  in  1989  rather  than  8.7%,  in  other  words, 
only  one  percentage  point  below  the  U.S.  rather  than  three 
points. 

Further,  Canada's  population  is  slightly  less  affluent  and 
slightly  less  old  than  ours.     Younger,   less  affluent 
populations  consume  fewer  health  care  resources  than  older, 
more  affluent  populations.4    This  relative  youth  may 
account  for  half  of  the  remaining  difference  between  11.6% 
and  10.6%,  and  I  estimate  the  effect  of  the  affluence  factor 
would  account  for  all  of  the  rest  of  the  differential. 

As  to  growth  in  the  two  health  economies  for  this  same 
period  (1975-1989),  the  average  annual  rate  of  nominal  (real 
plus  inflation)   increase  was  11.68%  in  Canada  versus  11.43% 
in  the  U.S. 

Thus,   even  if  the  U.S.  were  miraculously  to  remove  all 
overutilization  from  our  health  care  system,  and  even  if  the 
access  and  coverage  characteristics  of  the  Canadian  system 
were  politically  palatable  to  a  majority  of  U.S.  voters,  why 
would  we  desire  a  system  in  which  costs  as  a  proportion  of 
the  economy  may  not  be  fundamentally  different  from  ours  and 
in  which  costs  are  escalating  faster  than  in  the  system  we 
now  have? 

In  addition,  were  we  to  immediately  drop  our  total  health 
expenditures  per  capita  to  the  level  of  Canada  while 
adopting  the  aggregate  Canadian  financing  mechanisms,  public 
sector  spending  for  health  in  the  U.S.  would  jump  35.4%  or 
about  $65.4  billions  per  year  using  1989  levels  of 


4  Our  own  data  support  differential  consumption  by  age  group. 
For  the  relationship  between  affluence  and  health  spending,  see  the 
Schieber  and  Poullier  study  in  the  Spring  1991  Health  Affairs. 
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expenditure.  (The  public  sector  finances  75%  of  all  health 
care  expenditures  in  Canada  versus  a  42%  level  in  the  U.S.) 

There  may  be  substantive  reasons  for  adopting  aspects  of  the 
Canadian  system,  but  doing  so  because  it  is  expected  to  save 
money  or  lower  rates  of  cost  escalation  are  not  among  them. 

As  I  suggested  earlier,  the  primary  focus  of  reform  must  be 
rebasing,  the  elimination  of  overutilization.     It  seems  to  me 
this  task  begins  at  home,  and  is  achievable  in  the  context  of  a 
predominantly  privately  financed  and  administered  health  delivery 
system  that  is  sensitive  to  the  concerns  I  have  raised. 

Mr.  Chairman,  this  concludes  my  testimony.     I  would  be  happy  to 
answer  any  questions. 
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Mr.  Gibbons.  Dr.  Long,  if  you  had  to  pick  one  of  these  programs 
that  have  been  outlined  here,  which  one  would  you  pick  as  best  for 
America? 

Mr.  Long.  Mr.  Chairman,  I  think  that  if  I  were  forced  to  pick 
one,  I  would  probably  run  and  hide  somewhere.  I  would  probably 
want  to  take  

Mr.  Gibbons.  That  is  the  problem  with  Members  of  Congress. 
[Laughter.] 

Mr.  Long.  I  would  like  to  take  features  of  several  of  them.  I  cer- 
tainly find  many  aspects  of  the  Pepper  Commission's  recommenda- 
tions attractive.  As  you  are  well  aware,  I  teach  at  a  private  sector 
university,  I  teach  students  who  are  going  to  be  entering  the  pri- 
vate sector  in  the  management  of  health  care  delivery,  and  so  I 
clearly  have  a  bias  toward  maintaining  the  private  sector  and 
being  able  to  do  things  as  far  as  possible  within  the  context  of  the 
market  model,  understanding  that,  for  health  care,  the  market 
model  is  not  going  to  work  in  pure  form. 

So,  I  advocate  the  expansion  of  public  sector  programs  to  cover 
the  current  uninsureds  and  underinsureds,  but  I  also  believe  that, 
for  those  who  can  afford  to  "vote"  their  own  dollars,  they  should  be 
permitted  to  do  so. 

Mr.  Gibbons.  How  about  you,  Dr.  Davis,  which  one  would  you 
pick? 

Ms.  Davis.  If  I  could  do  anything,  I  certainly  think  a  plan  such 
as  the  one  you  proposed  of  extending  Medicare  to  everyone  is  a 
good  approach.  It  is  a  good  program,  it  has  a  good  record  on  cost 
containment,  it  has  as  a  good  record  on  administrative  efficiency,  it 
is  a  program  that  beneficiaries  understand  reasonably  well  and 
like,  so  I  think  there  is  a  lot  of  merit  to  that. 

If  that  is  not  possible,  then  I  favor  an  approach  of  at  least  giving 
business  and  individuals  the  option  of  buying  Medicare,  while  those 
that  really  want  to  keep  their  private  insurance  could  do  so.  An- 
other step  would  be  to  extend  Medicare's  provider  payment  rates  to 
employer  private  health  plans.  I  favor  more  public  plan  coverage 
under  Medicare,  but  I  could  see  trying  to  get  some  of  Medicare's 
features  built  into  other  options. 

Mr.  Gibbons.  Mr.  Stark. 

Mr.  Stark.  Karen,  thank  you  very  much  for  this  work  on  the 
chart,  which  begins  to  get  into  focus  the  options  before  us.  At  some 
point,  with  some  extra  work  on  your  part,  we  are  going  to  be  able 
to  quantify  the  cost  of  many  of  these  plans. 

We  hear  about  market  reform  and  employer  mandates,  but  you 
are  also  talking  about  $3,000,  maybe  $4,000  and  $5,000  per  employ- 
ee for  private  insurance  through  these  play  or  pay  programs.  There 
are  not  any  small  businessmen  in  their  right  mind  that  are  not 
going  to  opt  for  private  coverage  and  they  are  going  to  stick  us 
with  the  public  option. 

People  will  begin  to  see  that  under  any  new  system  there  will  be 
some  payment  shifting.  And,  I  think  as  we  begin  to  see  what  the 
payment  differences  are,  we  will  begin  to  move  inexorably,  we  go 
toward,  if  not  a  single-payer  or  all-payer  system,  then  universal 
access  health  care  as  a  right. 
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I  want  to  ask  Dr.  Long  if  he  knows  the  answer  to  my  trivia  ques- 
tion: Is  there  a  constitutional  right  to  medical  care  in  the  United 
States? 

Mr.  Long.  Well,  it  is  certainly  not  an  explicitly  enumerated 
right. 

Mr.  Stark.  Ah,  but  you  are  wrong.  There  is  one  very  small  group 
of  Americans  who  have  a  constitutional  right  to  medical  care.  Who 
are  they? 

Mr.  Long.  I  confess,  I  do  not  know. 

Mr.  Stark.  The  prisoners.  So,  if  you  know  someone  who  is  unin- 
sured, have  them  go  to  L.A.  and  slug  a  cop.  They  will  need  a  lot  of 
medical  care  immediately  and  they  will  get  arguably  second-rate 
medical  care  in  the  Los  Angeles  County  jail.  But  under  the  Fourth 
Amendment,  prisoners  cannot  be  denied  medical  care. 

Now,  if  we  can  provide  medical  care  for  that  fine  segment  of  our 
society,  which  may,  many  will  argue,  not  include  enough  Congress- 
men or  doctors,  why  can  we  not  just  go  ahead  and  say  provide  it 
for  all  automatically?  Do  we  have  to  work  through  the  employment 
system,  which  has  changed  so  much  since  we  originally  started? 
Could  we  not  just  say  everybody  is  covered  from  the  start,  even 
with  whatever  minimal  plan  we  have  to  have,  and  then  begin  to 
fill  in  who  pays  for  it?  Would  there  be  anything  wrong  with  that? 

Mr.  Long.  No,  and  the  last  thing  that  you  indicate,  of  course,  is 
the  rub,  saying  that  you  have  the  coverage  is  fine,  but  then  the 
question  is  who  indeed  pays  for  it. 

Mr.  Stark.  Isn't  that  almost  a  tougher  argument?  Because  every- 
body says  we  should  have  universal  access,  even  Dr.  Sullivan  says 
that,  but  having  said  that,  we  proceed  to  work  within  a  very  won- 
derful free  enterprise  system,  but  a  lot  of  people  are  just  not  in  it. 

Take,  for  example,  your  great  former  Senator  from  Louisiana 
who  kept  thinking  that  toting  was  part  of  a  welfare  system.  It  may 
be  part  of  a  tradition,  but  it  is  not  written  up  anywhere,  toting 
does  not  show  up  in  our  green  book.  I  am  just  asking  what  you  do 
with  the  maybe  4  or  5  million  domestic  workers,  casual  domestic 
workers,  in  this  country  who  do  not  even  show  up  in  our  list  of  the 
unemployed?  Many  of  whom  cheat,  along  with  their  employers  who 
conspire,  so  they  have  neither  workmen's  compensation — well  they 
may  have  that  through  a  homeowner's  policy — nor  Social  Security? 
We  have  not  even  talked  about  them  in  these  discussions. 

In  Louisiana,  your  charity  hospitals,  which  are  good,  may  take 
care  of  those  people,  but  in  my  State  they  do  not.  But  if  we  said 
universally  everybody  has  a  right  to  receive  hospital  care  and  we 
worried  later  about  how  to  pay  for  it,  would  we  not  take  one  very 
complicated  issue  off  the  table,  without  prejudicing,  any  way  you 
want  to  go?  If  you  want  to  have  companies  manage  it,  that  is  OK 
with  me.  But  I  don't  want  to  take  the  folks  at  the  margin  of  society 
off  the  table.  Do  you  have  a  philosophic  problem  with  that? 

Mr.  Long.  No,  I  do  not  have  a  philosophic  problem  with  that.  I 
would  add  the  concern  that  it  is  not  just  enough  to  give  them  the 
card.  One  has  to  put  together  an  entitlement  that  is  received  by 
the  provider,  that  gets  the  provider's  attention  enough  to  provide 
something  better  than  we  see  at  Big  Charity  Hospital  in  New  Orle- 
ans, for  example,  but  at  the  same  time  guards  against  the  overutili- 
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zation  problem  which,  as  everybody  generally  agrees,  is  another 
$100  billion  a  year. 

Mr.  Stark.  We  do  not  do  so  bad,  professor,  in  the  Medicare 
system,  because,  principally,  there  is  a  very  vocal,  aggressive  advo- 
cate for  the  Medicare  constituency,  AARP  and  the  Roosevelt  group 
and  others. 

The  problem  is  that  is  not  the  case  with  Medicaid.  We  never  get 
an  advocate  in  here  who  is  a  Medicaid  beneficiary.  They  do  not 
serve  on  any  commissions,  like  the  one  you  serve  on  or  the  one 
Karen  serves  on.  I  have  never  seen  a  Medicaid  beneficiary  on  any 
appointed  commission,  or  even  an  uninsured  person,  for  that 
matter.  That  is  why  Medicaid  generally  does  not  get  much  money. 

Some  doctors  may  choose  not  to  treat  Medicare  patients,  but  not 
ophthalmologists,  and  some  hospitals  may  choose  not  to  take  Medi- 
care patients,  but  not  many.  Medicare  is  better  than  Medicaid,  and 
if  there  were  one  public  plan  with  mixed  constituency,  it  would  be 
better  than  Medicaid.  It  works  on  the  same  principle  as  Social  Se- 
curity. We  get  you  Republicans  to  support  Social  Security  as  long 
as  we  do  not  make  it  a  welfare  system.  It  was  artfully  designed  to 
keep  that  kind  of  bipartisan  political  support. 

I  would  hope  that  we  could  artfully  design  whatever  we  do,  so 
that  we  do  not  have  to  put  a  big  red  "P"  on  the  poor  people's  fore- 
head and  say  you  go  to  that  hospital,  but  that  the  providers  would 
be  blind  to  patients'  financial  status  and  receive  reasonable  com- 
pensation from  whomever  they  treated.  We  could  start  there.  We 
have  still  got  a  lot  to  argue  about,  do  not  misunderstand  me,  but 
that  would  get  us  further  down  the  line. 

Mr.  Downey.  Mr.  Chairman. 

Mr.  Stark  [presiding].  Mr.  Downey  will  inquire. 

Mr.  Downey.  Thank  you,  Mr.  Chairman. 

First  of  all,  I  want  to  thank  both  Dr.  Davis  and  Dr.  Long  for 
coming  here  and  having  to  wait  so  long  to  see  the  three  of  us,  all  of 
whom  represent  the  left,  the  very  far  left  of  the  political  spectrum 
on  this  matter. 

As  you  point  out,  Dr.  Davis,  I  cosponsored  Mr.  Russo's  plan,  and 
I  think  it  is  the  right  plan.  Other  than  the  fact  that  it  is  politically 
difficult  to  come  about,  what  is  wrong  with  Mr.  Russo's  comprehen- 
sive public  plan,  in  your  mind? 

Ms.  Davis.  Well,  I  do  think  it  has  a  lot  of  advantages.  It  covers 
everybody,  you  are  always  covered,  you  never  lose  it,  children  do 
not  have  to  change  plans,  it  has  comprehensive  benefits,  you  do  not 
have  to  worry  about  not  filling  a  prescription  when  you  see  a 
doctor,  because  you  can  afford  the  physician  visit,  but  you  cannot 
afford  the  prescription.  You  do  not  have  to  worry  about  designing 
subsidies  for  low-income  people  to  pick  up  their  deductibles,  be- 
cause there  are  no  deductibles,  so  that  you  do  not  need  to  have 
that  whole  enrollment  process  that  ascertains  people's  income. 

You  can  get  strong  budgetary  controls,  with  expenditure  caps  or 
global  budgets  at  the  national  or  State  level.  You  can  negotiate 
within  that  prospective  budgets  for  hospitals  or  rates  for  physi- 
cians. You  can  have  progressive  financing,  a  combination  of  payroll 
taxes,  general  tax  revenues,  or  increases  in  income  taxes  at  the 
high  end  to  finance  it.  So,  I  think  those  are  all  very  strong  points 
with  it. 
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If  I  had  to  think  of  problems  with  it,  they  are  more  transitional, 
perhaps,  than  they  are  long-term.  In  the  short-term  

Mr.  Downey.  How  do  get  from  where  we  are  to  

Ms.  Davis.  You  have  got  200  billion  dollars'  worth  of  private  in- 
surance now,  so  you  have  got  to  figure  out  a  way  of  replacing  that 
with  public  coverage.  That  means  money,  but  it  also  means  jobs  for 
people  in  the  private  insurance  industry. 

By  taking  on  all  of  the  cost  of  the  full  package,  with  no  cost  shar- 
ing, you  are  picking  up  about  $125  billion  of  direct  patient  out-of- 
pocket  outlays  that  are  now  paid  by  families  directly,  so  that  is  a 
new  cost  that  you  have  to  add  on.  You  might  be  able  to  deal  with 
those  costs  in  a  phased-in  incremental  way,  but  there  is  no  ques- 
tion that  that  is  some  disruption  to  instantly  abolish  the  private 
insurance  industry  and  all  out-of-pocket  spending. 

Mr.  Downey.  Dr.  Long,  would  you  tell  me  what  is  wrong  with 
Mr.  Russo  and  my  cosponsorship  of  Mr.  Russo's  plan?  I  am  a  little 
concerned  about  labeling  it  

Mr.  Russo.  Before  you  know  it,  it  will  be  the  Downey-Russo  plan. 

Mr.  Downey.  The  Downey-Russo  plan,  but  right  now  the  Russo- 
Downey  plan. 

Mr.  Long.  As  the  obvious  minority  here — no,  I  concur  with 
Karen  in  that  I  think  there  may  be  problems  with  the  transition 
mechanisms.  My  fundamental  concern  with  the  plan,  however,  is 
with  the  lack  of  coinsurance  and  deductibles.  For  example,  as  Dr. 
Brook  testified  last  week,  the  RAND  health  insurance  study 
showed  that  it  is  very  important  for  those  who  do  have  the  capac- 
ity to  pay  to  spend  their  own  dollars  upfront,  and  that  is  one  of  the 
most  effective  ways  in  which  to  constrain  overutilization. 

I  guess,  globally,  my  concern  with  the  plan  is  that,  like  Medicare 
itself,  with  its  very  strong  lobbyists  and  advocates  who  indeed 
ensure  that  providers  get  paid  much  better  than  Medicaid,  simulta- 
neously ensure  that  there  are  no  significant  limits  to  overutiliza- 
tion. 

Mr.  Downey.  Dr.  Long,  can  I  ask  you,  do  you  have  some  concerns 
with  coinsurance  and  deductibles  about  access  to  care,  that  you 
might  be  denying  access  to  some  with  coinsurance  and  deductibles? 

Mr.  Long.  Well,  my  sense  is  that  coinsurance  or  deductibles 
lumped  together  should,  in  some  way,  be  means  tested;  that  is,  the 
more  affluent  an  individual  is,  the  higher  should  be  his  or  her  ex- 
posure to  out-of-pocket  costs.  We  do  not  want  to  bankrupt  anybody; 
we  do  not  want  anybody  to  be  destroyed  by  a  catastrophic  episode. 
There  will  be  those  who  cannot  afford  any  deductibles  and  copays, 
and  we  should  certainly  subsidize  those  individuals. 

But  there  is  no  reason  in  the  world  that  I,  for  example,  even  on  a 
university  professor's  salary,  should  not  see  a  total  exposure  of 
$1,000  or  $2,000  a  year  for  the  medical  care  for  myself  and  my 
family.  Yet  I  have  an  insurance  policy  that  does  not  give  me  that 
kind  of  an  exposure.  My  mother,  who  is  on  Medicare,  does  not  have 
that  kind  of  exposure.  She  can  go  out  and  buy  a  medigap  policy, 
which  I  think  is  terrible  public  policy,  given  that  she  can  afford 
out-of-pocket  expenditures.  I  think  we  need  to  build  a  mechanism 
that,  for  those  who  can  afford  to  "vote"  their  own  dollars,  ensures 
that  they  get  to  do  so. 
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Mr.  Downey.  My  time  is  up,  but  let  me  ask  either  of  you:  In 
terms  of  our  comparisons  with  European  states,  am  I  not  correct  in 
those  states  that  do  not  have  coinsurance  or  deductibles,  that  the 
utilization  rates  are  not  significantly  different  than  in  our  country, 
or  that  they  

Ms.  Davis.  I  think  that  is  a  very  good  point.  I  really  disagree 
with  Dr.  Long's  statement,  where  he  says  the  problem  in  the 
United  States  is  over  utilization.  If  you  look  at  the  number  of  hospi- 
talizations per  capita,  the  United  States  is  less.  If  you  look  at  the 
length  of  hospital  stay,  we  have  the  shortest  hospital  stay  of  any 
nation  in  the  world.  If  you  look  at  the  number  of  physician  visits, 
our  people  are  not  going  to  the  doctor  more  often  than  people  in 
other  countries.  So,  it  is  not  a  utilization  problem.  It  is  not  that  our 
patients  are  not  paying  enough.  In  fact,  they  are  paying  a  lot  more 
out-of-pocket. 

There  is  no  cost-sharing  for  basic  services  like  hospital  and  physi- 
cian services  in  most  European  countries.  The  problem  is  not  that 
we  are  overutilizing,  but,  despite  getting  more  care  for  their  popu- 
lations, they  spend  a  lot  less  money. 

Today  we  are  spending  12.2  percent  of  the  GNP  on  health.  The 
average  of  the  European  countries  is  7  to  8  percent.  What  they  do 
is  really  put  effective  controls  on  prices,  on  the  fees  that  physicians 
are  paid,  they  put  effective  controls  on  the  budgets  that  hospitals 
have,  and  that  is  how  they  manage  to  keep  their  health  spending 
down  to  7  or  8  percent  of  GNP  in  the  European  countries,  as  op- 
posed to  the  12.2  percent  and  the  out  of  control  costs  we  are  experi- 
encing. 

So,  I  would  say  our  problem  is  not  overutilization.  In  effect,  you 
can  get  a  lot  more  care  at  a  lot  less  cost,  if  you  have  got  a  universal 
system,  with  good  cost  controls,  with  the  government  in  a  strong 
role  setting  provider  payments. 

Mr.  Long.  If  I  might,  I  would  just  suggest  that  the  number  of 
days  you  spend  in  the  hospital  or  the  number  of  times  you  see  a 
physician  is  not  the  best  measure  of  overutilization.  We  are  talking 
about  resource  consumption.  We  are  much  more  intensive  in  the 
United  States,  so  I  do  not  think  raw  counts  of  patient  days  or  pa- 
tient visits  are  appropriate  measures. 

I  am  also  very  concerned  about  this  cross-GNP  percentage  com- 
parison. One  of  the  reasons  that  health  care  is  such  a  large  per- 
centage of  the  U.S.  GNP  is  because  our  nonhealth  economy  has 
been  growing  very  slowly  relative  to  European  economies,  relative 
to  Canada.  Remember,  you  have  a  numerator  and  a  denominator, 
and  our  denominator's  performance  has  been  pretty  lousy. 

Mr.  Downey.  My  time  is  up. 

Mr.  Russo.  Mr.  Chairman. 

Mr.  Stark.  Mr.  Russo. 

Mr.  Russo.  I  think  it  is  excellent  to  have  two  people  of  this  cali- 
ber here.  Karen,  would  you  care  to  respond  because  I  

Ms.  Davis.  I  find  Dr.  Long's  testimony  in  that  regard  misleading. 
He  takes  the  example  in  his  testimony  of  Canada  and  says,  if  their 
GNP  had  grown  as  slowly  as  ours  had  grown,  their  health  spending 
would  be  a  much  higher  fraction  of  GNP  than  it  is  today.  In  fact, 
health  spending  and  GNP  growth  are  linked,  because  what  GNP 
really  is  is  the  price  of  goods  and  services  times  the  quantity  of 
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goods  and  services  that  are  produced.  If  there  is  inflation  in  the 
economy  that  also  feeds  into  the  health  sector,  as,  for  example,  the 
hospital  has  to  pay  more  when  it  buys  sheets  or  x  ray  films  or  any- 
thing else,  and  labor.  So,  to  say  that  if  you  were  to  hold  down  Can- 
ada's GNP  growth  to  our  growth,  but  the  health  spending  would 
continue  to  go  up  the  same  rate,  it  would  be  a  higher  fraction  of 
GNP,  that  is  clever  arithmetic,  but  bad  economics. 

Inflation  in  the  economy  as  a  whole  affects  the  hospital  sector. 
Wage  growth  in  the  economy  as  a  whole  affects  the  wages  that  hos- 
pitals have  to  pay.  So,  I  do  not  think  that  is  a  relevant  comparison. 
We  are  the  only  country  where  health  spending  as  a  percent  of 
GNP  is  continuing  to  shoot  up.  Europe,  which  has  a  much  older 
population  than  we  have,  has  held  health  spending  as  a  percent  of 
GNP  flat  in  the  1980s. 

Mr.  Long.  It  is  certainly  not  my  intent  to  mislead  anyone,  but  I 
would  point  out  that  if  one  wants  to  do  the  same  exercise  by  re- 
moving inflation  and  simply  go  back  to  real  terms,  one  will  see  ex- 
actly the  same  effect  between  the  United  States  and  Canada,  be- 
tween the  United  States  and  Germany,  and  so  that,  indeed,  while 
the  way  I  reported  it  in  my  testimony  was  using  nominal  amounts, 
because  those  are  the  numbers  everybody  quotes,  one  gets  exactly 
the  same  effect  if  one  looks  at  real  growth,  after  taking  out  infla- 
tion in  health  and  nonhealth  in  the  Untied  States  vis-a-vis  other 
countries. 

Ms.  Davis.  If  you  take  Germany,  for  example,  10  years  ago  their 
physicians  made  seven  times  what  an  average  worker  made.  Today, 
they  make  more  like  three  to  four  times  what  an  average  worker 
makes,  more  like  three  times.  In  the  United  States,  it  is  five  to  six 
times  and  climbing. 

Again,  fees  for  physician  services  in  the  United  States  are  2.3 
times  as  high  as  physician  fees  in  the  Canada. 

Mr.  Russo.  How  do  doctors'  salaries  compare  to  the  average 
salary? 

Ms.  Davis.  In  the  United  States,  physicians  make  five  and  a  half 
times  what  the  average  worker  makes.  In  the  European  countries, 
it  is  more  like  three  times,  so  it  is  a  much  higher  level  of  income. 
The  fees  in  the  United  States  are  much  higher  than  in  these  other 
countries. 

Mr.  Russo.  In  Senator  Rockefeller's  testimony,  he  is  concerned 
about  this  $290  billion  shift  from  the  premium  cost,  and  then  we 
are  going  to  raise  taxes.  Now,  the  way  I  handle  tax  increases  in  my 
legislation  is  to  explain  to  people  who  say  it  is  tax  increases  that 
really  the  taxes  replace  current  spending.  In  1989,  employers  spent 
$129  billion  on  premiums.  I  intend  to  recapture  it  by  increasing  the 
HI  tax,  so  that  we  capture  the  same  $129  billion. 

My  bottom  line  is  that  businesses  spend  $176  billion  a  year  on 
insurance  costs,  including  for  premiums,  workmen's  comp,  and  in- 
plant  services.  So,  if  we  are  going  to  save  them  this  $176,  or  $209 
billion  today,  it  would  be  fair  to  say  that  we  ought  to  collect  it  back 
from  them  and  provide  them  with,  in  exchange,  universal  coverage 
and  a  higher  level  of  benefits. 

Am  I  explaining  it  right?  I  mean  where  am  I  losing  people  on 
this? 
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Ms.  Davis.  I  think  you  are  making  a  very  good  point  there.  I  do 
not  have  the  new  1990  numbers,  but  in  1989,  we  spent  $200  billion 
on  private  health  insurance,  and  about  $150  billion  of  that  came 
from  employers. 

You  are  right  that  channeling  that  $200  billion  through  the  Fed- 
eral Government,  so  that  the  employer  makes  the  check  out  to  the 
Government  instead  of  the  check  out  to  Prudential,  in  and  of  itself 
would  not  have  an  economic  impact  on  the  economy.  It  is  not  new 
spending  in  the  health  sector,  it  is  simply  shifting  it. 

Now,  by  switching  from  a  flat  premium  to  a  payroll  tax,  you  do 
affect  firms  differently,  but  what  you  tend  to  do  is  favor  the  low- 
wage  firm  by  that  shift.  For  the  firm  that  is  now  providing  insur- 
ance and  has  a  relatively  low  wage,  that  premium  is  a  big  burden. 
What  your  plan  would  do  by  shifting  to  payroll  tax  financing  would 
be  to  reduce  the  cost  on  the  low- wage  firm,  while  raising  a  little  bit 
the  cost  to  the  high-wage  firm,  but  those  are  the  firms  that  are 
better  able  to  bear  that  cost.  So,  there  is  some  redistributional 
effect.  To  the  extent  that  it  occurs,  it  is  largely  favorable  and  in 
the  direction  you  would  want  it  to  happen.  I  think  it  is  misleading, 
however,  just  to  focus  on  that  increased  Federal  cost  and  say  that 
is  new  cost.  It  is  not  new  cost,  but  rather  replaces  private  health 
insurance  premiums  now  paid  by  employers. 

Mr.  Russo.  It  is  more  on  the  ability  to  pay  versus  a  lump-sum 
per  employee. 

Ms.  Davis.  That  is  right. 

Mr.  Russo.  Because  if  a  low-wage  employee  costs  $3,000,  under 
the  HI  tax,  that  low-wage  would  be  7.5  percent  of  $10,000,  which 
only  costs  the  company  $750,  versus  $3,000  under  the  lump-sum. 

Ms.  Davis.  That  is  exactly  right. 

Mr.  Russo.  I  think  I  have  covered  everything,  unless  you  want  to 
add  something.  Thank  you  very  much  for  being  so  patient  here. 

Mr.  Stark.  I  thank  the  panel  members  very  much  for  their  pa- 
tience and  their  excellent  contribution  to  this  morning's  hearings. 

The  committee  will  stand  in  recess  until  2  p.m. 

[Whereupon,  at  1:12  p.m.,  the  committee  recessed,  to  reconvene 
at  2  p.m.] 

Mr.  Gibbons  [presiding].  The  committee  will  come  to  order. 

Good  afternoon,  ladies  and  gentlemen.  This  is  a  continuation  of 
the  medical  care  hearings  that  we  have  been  having  now  for  quite 
some  time,  all  of  last  week  and  all  weekend,  and  now  today. 

This  afternoon  is  really  devoted  to  Members  of  Congress  present- 
ing their  proposals. 

STATEMENT  OF  HON.  SAM  M.  GIBBONS,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  FLORIDA 

Mr.  Gibbons.  Since  I  am  the  first  witness,  I  will  present  my  pro- 
posal, but  I  have  presented  it  all  weekend,  and  I  think  most  mem- 
bers are  already  familiar  with  it.  I  do  not  see  anyone  in  this  audi- 
ence today  who  has  not  heard  it. 

Essentially,  I  take  the  existing  Medicare  program,  expand  the 
coverage  to  include  some  preventive  care  and  maternity  benefits, 
and  then  apply  the  access  to  everyone  in  the  United  States,  every- 
one who  is  legally  here,  and  that  is  what  it  does.  It  is  universal,  it 
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is  transportable,  which  means  you  can  move  from  one  part  of  the 
country  to  another  with  whatever  disabilities  you  may  have,  and 
people  know  how  to  administer  it,  because  we  have  been  adminis- 
tering it  for  26  years.  People  know  how  to  use  it,  because  we  have 
been  using  it  for  26  years,  and  it  is  now  the  largest  single  health 
care  plan  that  we  have  in  the  United  States. 

For  those  who  are  over  65,  they  seem  to  love  it.  I  do  not  think 
there  is  any  chance  at  all  that  we  are  going  to  do  away  with  the 
over  65  benefits  of  Medicare,  but  we  may  obviously  strengthen 
them,  if  we  apply  it  to  the  whole  universe  of  the  population  of  the 
United  States,  rather  than  just  to  those  who  are  over  65  and  who 
are  permanently  disabled. 

So,  that  is  it.  If  there  are  any  questions  by  panel  members,  I 
would  be  glad  to  respond  to  them. 

If  not,  we  can  go  next  to  Mr.  Pease,  who  wants  to  be  heard.  Mr. 
Pease. 

Mr.  Pease.  Thank  you  very  much,  Mr.  Chairman. 

I  did  not  seek  to  be  a  witness  today,  but  I  would  like  to  beg  the 
indulgence  of  the  committee  for  a  couple  of  minutes,  just  to  note 
that,  once  again  this  year,  as  I  have  for  the  last  several  Congresses, 
I  have  introduced  a  health  insurance  bill  of  my  own,  entitled  'The 
Universal  Health  Insurance  Act." 

Basically,  my  bill  would  serve  to  allow  unemployed  and  low- 
income  workers  greater  access  to  health  benefits.  It  would  build  on 
the  existing  system  of  private  health  insurance,  private  insurance 
companies,  Blue  Cross  and  Blue  Shield  and  so  forth.  The  heart  of  it 
is  that  citizens  would  be  able  to  purchase  from  the  Government  a 
voucher  which  could  be  used  to  buy  health  insurance,  and  the  cost 
of  that  voucher  to  the  individual  citizens  would  be  6  percent  of 
their  income,  whatever  that  income  might  be. 

It  is  my  view  that  6  percent  is  a  reasonable  figure  for  a  family  to 
pay  for  its  health  insurance,  and  that  this  proposal  would  directly 
target  the  37  million  people  who  do  not  have  health  insurance,  and 
make  it  possible  for  them  to  be  covered  if  they  wish.  It  would  not 
be  a  mandatory  coercive  program,  it  would  be  entirely  voluntary, 
but  it  would  put  good  health  insurance  within  the  reach  of  every 
family  in  America  and  would  allow  small  employers  to  buy  into 
that  on  behalf  of  their  own  employees. 

So,  as  the  committee  looks  at  the  whole  range  of  suggestions 
which  are  made,  I  hope  that  it  will  consider  mine  and  make  that 
part  of  the  mix,  as  well. 

Thank  you. 

Mr.  Gibbons.  Thank  you,  Mr.  Pease. 

Mr.  Downey,  would  you  like  to  present  the  Downey-Russo  propos- 
al, or  do  you  want  to  wait  for  Mr.  Russo  to  present  the  Russo- 
Downy  proposal? 

Mr.  Downey.  No,  I  will  wait  for  the  Russo  proposal  to  be  pre- 
sented by  Mr.  Russo,  but  I  thank  the  Chair  for  some  parentage.  No, 
Mr.  Russo  will  be  along  shortly  to  present  it,  and  he  is  far  more 
capable  of  doing  that  than  I,  Mr.  Chairman. 

Mr.  Gibbons.  Well,  while  we  wait  for  Mr.  Russo,  we  will  take 
Mrs.  Johnson. 

Mrs.  Johnson. 
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STATEMENT  OF  HON.  NANCY  L.  JOHNSON,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  CONNECTICUT 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

I  think  we  can  all  agree  that  we  can  be  proud  of  the  quality  of 
American  health  care.  But,  we  certainly  must  be  ashamed  of  its 
failure  to  serve  the  poor  and  the  nearly  poor.  We  must  also  be  ap- 
palled at  the  spiraling  costs  that  increasingly  threaten  those  who 
have  insurance  and  access  to  health  care,  as  well  as  those  who  do 
not. 

In  reviewing  this  problem  over  the  years  as  a  Member  of  Con- 
gress, and  before  that  as  a  State  senator  in  a  State  that  had  a  cost 
control  commission,  I  have  taken  the  approach  of  addressing  the 
problems  as  we  can  clearly  identify  them  at  this  time  and  adopting 
provisions  that  we  know  and  understand  to  address  the  problems 
at  this  time.  Also,  we  do  not  want  to  compromise  our  options  in  the 
future. 

Certainly,  as  was  very  clear  over  this  weekend's  work,  the  prob- 
lems are  cost  and  access.  My  legislation  addresses  both  of  those 
issues.  In  the  area  of  cost,  the  bill  would  encourage  cost-conscious 
purchasing  of  health  care  by  restricting  the  tax  preferences  that 
are  in  existing  law  to  qualified  plans.  That  is,  to  those  plans  that 
provide  an  element  of  managed  care  or  copay  or  both.  But,  we 
would  no  longer  open-endedly  provide  tax  exemptions  in  support  of 
health  plans  that  did  not  require  smarter  buying.  That  is,  in  my 
estimation,  an  essential  change  that  we  could  make  immediately 
that  would  begin  to  impact  on  costs  in  a  systemic  fashion. 

Second,  my  bill  would  provide  equity  for  the  self-employed.  It 
would  assure  that  any  self-employed  person  would  be  treated  .under 
the  Tax  Code  in  the  same  way  that  all  employers  were  treated. 
Consequently,  it  would  provide  equity  and  buying  power  for  those 
who  are  self-employed. 

In  addition,  my  bill  would  expand  access  for  those  who  work  for 
small  businesses  by  restructuring  the  small  business  market  and 
breaking  State  mandates  to  assure  the  availability  in  every  State 
of  a  basic  insurance  program. 

Between  MedAccess  and  freeing  up  the  25-and-under  market 
from  mandate  control,  and  reforming  the  small  business  market, 
my  bill  would  go  a  long  way  toward  expanding  the  reach  of  the 
formal  insurance  policy  that  has  provided  health  care  to  so  many 
millions  of  Americans  so  successfully. 

These  measures  to  increase  access  and  also  control  costs  would 
be  complimented  by  the  dramatic  expansion  of  the  Community 
Health  Center  Act.  We  could  then  make  available  in  both  rural 
and  urban  areas  access  to  health  care  of  a  comprehensive  nature, 
through  a  system  that  could  provide  ultimately  one-stop  shopping 
for  a  number  of  other  Federal  benefits  and  that  would  deal  with 
the  use  issue,  as  well  as  the  access  issue.  As  we  know  from  Medic- 
aid, providing  access  is  only  half  of  the  problem.  Assuring  that 
access  means  care  is  the  other  half  of  the  problem. 

We  have  a  much  greater  chance  of  assuring  care  through  an  ex- 
pansion of  rural  health  clinics  that  serve  people  of  all  income 
levels  than  we  do  through  simply  expanding  Medicaid. 
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By  making  sure  that  those  clinics  have  a  sliding  scale  fee  capa- 
bility, they  do  not  just  reach  out  to  that  two-thirds  of  the  unin- 
sured whose  incomes  are  below  200  percent  of  poverty  income.  The 
centers  would  recreate  a  health  care  service  infrastructure  in  rural 
areas  and  in  many  towns  and  cities,  provide  care  to  people  of  all 
incomes  on  a  fee-for-service  or  reimbursement  basis. 

My  bill  also  does  some  other  things  that  are  going  to  be  critical 
to  cost  control  in  the  future.  It  proposes  adoption  of  a  plan  called 
Quality  2000  that  would  establish  guidelines  for  a  comprehensive 
electronic  utilization  review  system  in  hospitals.  Such  an  informa- 
tion system  would  give  hospitals  the  ability  to  screen  out  unneces- 
sary care  and  to  implement  guidelines  practice  approaches,  thereby 
reducing  the  cost  of  hospital  care  in  America  and  improving  the 
quality  of  that  care. 

Through  altering  our  tax  structure,  the  small  business  market, 
and  our  health  center  program,  we  could  dramatically  expand 
access  to  all  employers,  to  many  more  employees,  and  to  the  non- 
working  poor.  By  emphasizing  managed  care,  by  reforming  the 
malpractice  system,  and  by  taking  the  uninsured  out  of  the  system 
and,  therefore,  eliminating  cost  shifting,  we  could  radically  reduce 
costs  in  the  system. 

These  four  things  are  all  things  that  could  be  done  now,  this 
year,  and  they  would  not  prevent  us  from  later  on  deciding  to  look 
at  a  national  single-payer  system.  They  would  redirect  costs.  They 
would  clearly  expand  access.  They  can  and  must,  in  my  estimation, 
be  initiated  this  year,  so  that,  in  3  or  4  years,  when  greater  consen- 
sus exists  in  the  Nation,  we  could  then  fine-tune  a  system  that  will 
much  more  broadly  serve  us  and  equitably  manage  our  resources. 

Thank  you,  Mr.  Chairman. 

Mr.  Gibbons.  Thank  you,  Mrs.  Johnson.  You  did  not  identify  for 
the  record  your  bill  number.  Do  you  have  that? 
Mrs.  Johnson.  H.R.  1565. 
Mr.  Gibbons.  Thank  you  very  much. 

Mrs.  Johnson.  May  I  submit  my  formal  statement  for  the  record, 
Mr.  Chairman. 

Mr.  Gibbons.  Yes.  Without  objection,  your  formal  statement  will 
be  included  as  a  part  of  the  record. 
[The  prepared  statement  follows:] 
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Mr.  Chairman,  thank  you  for  the  opportunity  to  appear  before  you  and 
my  colleagues  on  the  Ways  and  Means  Committee,  to  discuss  the  Health  Equity 
and  Access  Reform  Today  (HEART)  Act. 


We  offer  the  highest  quality  medical  care  in  the  world,  the  best 
technology  and  pharmacology,  the  most  sophisticated  medical  providers.  Yet 
millions  of  our  own  citizens  lack  access  to  health  care  until  their 
problems  reach  crisis  proportions. 

Our  health  care  delivery  system  assures  that  151  million  Americans 
receive  their  health  insurance  through  the  workplace  and  millions  more  can 
count  on  Medicare  and  Medicaid.     Yet  28.4  million  workers  and  their 
dependents  are  uninsured  and  ineligible  for  publicly-funded  care. 

We  are  the  acknowleged  leader  in  medical  technology.     We  are 
constantly  inventing  new  and  more  effective  machines  and  medicines  to  treat 
our  citizenry.     But  low  income  pregnant  women  go  without  prenatal  care  and 
millions  of  children  don't  receive  basic  immunizations. 


While  we  can  be  proud  of  the  quality  of  American  health  care,  we 
must  be  ashamed  of  the  system's  failure  to  serve  the  poor  and  nearly  poor, 
and  appalled  at  the  spiraling  costs  that  increasingly  threaten  those  with, 
as  well  as  those  without,  health  insurance.     Nevertheless,  we  must  not 
destroy  the  remarkable  strengths  of  the  system  as  we  correct  its 
weaknessess . 


The  challenge  before  us  is  how  to  retain  the  high  quality  of  our 
health  care  system  but  make  it  available  and  affordable  to  all.     That  is 
why  my  legislation,  the  HEART  Act,  offers  a  series  of  reforms  to  control 
health  cost  inflation  and  unlock  access,  without  abolishing  the  employer- 
based  system  of  health  care  coverage  that  works  for  more  than  80  percent  of 
America. 


The  cost  crisis  in  our  health  care  system  did  not  happen  overnight. 
Our  best  efforts  to  stem  health  cost  increases  over  the  past  decade  through 
government  price  fixing  in  Medicare  and  Medicaid  have  met  with  failure, 
albeit  periodically  masked  as  short-term  success.     U.S.  health  care  costs, 
at  12.2  percent  of  our  gross  national  product,  are  already  the  highest 
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proportion  of  overall  spending  in  any  developed  nation.    A  recent  study  in 
the  prestigious  New  England  Journal  of  Medicine  made  news  with  the 
observation  that  the  Prospective  Payment  System  has  made  as  much  progress 
as  we  can  expect  in  keeping  hospital  costs  relatively  low,  and  that 
hospital  costs  —  the  only  cost  we  have  controlled  effectively  in  recent 
years  —  will  rise  rapidly  in  years  to  come. 

On  the  physician  side,  too,  price  controls  have  have  been 
problematic.     Even  though  physicians'  fees  were  frozen  in  recent  years, 
overall  expenditures  still  increased  in  the  double  digits.  The 
Prospective  Payment  Review  Commission  noted  at  last  weekend's  Ways  and 
Means  Committee  retreat  that  the  cost  and  volume  of  physicians'  services 
have  risen  an  average  of  3.4  percent  a  year  over  the  last  ten  years. 
Instead  of  price  control  through  government  regulation,  we  need  to  focus  on 
fundamental  issues  of  volume:     how  medicine  is  currently  practiced  in  this 
country  and  how  patients  use  our  health  care  system. 

The  HEART  bill  includes  provisions  which  will  encourage  cost 
conscious  purchasing  of  health  care  through  managed  care  and  employee 
cost-sharing  strategies,  and  encourages  insurers  to  make  such  plans  more 
broadly  available  in  the  marketplace. 

The  HEART  bill  addresses  the  need  for  medical  practice  reform  by 
establishing  "Quality  2000"  guidelines  for  a  comprehensive  electronic 
utilization  review  system.     This  will  enable  hospitals  to  collect  and  make 
use  of  the  information  so  critical  to  assuring  value  for  each  health  dollar 
spent.    Medical  malpractice  reform  to  stem  the  rising  tide  of  defensive 
medical  practices,  "Quality  2000,"  and  reform  of  the  tax  code  to  broaden 
coverage  and  focus  tax  expenditures  on  "buy  right"  strategies,  can  attack 
the  causes  of  health  care  cost  inflation  and  not  simply  treat  the  symptoms. 

As  important  as  educated  decisions  on  the  part  of  practitioners  and 
consumers  are  to  rational,  equitable,  and  effective  cost  control,  they  will 
not  in  and  of  themselves  fix  the  "access"  problem.    The  HEART  bill  would 
override  costly  state  mandates  in  order  to  make  an  inexpensive  plan 
available  to  small  business  and  restructure  the  small  group  market  to 
guarantee  availability  and  constrain  rates. 

The  HEART  bill  would  discourage  policy  restrictions  so  that  an 
individual  or  his  dependent  could  not  be  denied  health  insurance  due  to 
medical  history,  and  would  give  states  wide  latitude  to  establish  a 
reinsurance  framework  so  that  insurance  is  affordable  to  those  with  health 
conditions  while  protecting  the  system  from  financial  ruin. 

HEART  also  would  extend  to  the  self-employed  the  same  right  to 
deduct  cost-effective  health  insurance  benefits  that  other  employers  would 
receive  under  the  bill.    This  not  only  expands  access  but  enhances  policy 
equity  and  works  to  reduce  cost-shifting. 

Finally,  for  those  individuals  and  families  who,  even  under  the 
HEART  plan,  could  not  obtain  affordable  health  care  coverage,  the  HEART 
bill  would  expand  community  health  centers  to  assure  neighborhood  access 
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to  the  low- income  uninsured.     It's  a  dirty  little  secret  that  even  with  the 
recent  series  of  eligibility  expansions  in  Medicaid,  fully  61  percent  of 
families  below  200  percent  of  the  poverty  level  remain  uninsured  and 
ineligible  for  Medicaid.     These  centers  would  bring  quality  physician  and 
outpatient  care  directly  to  those  most  in  need.     Eventually,  they  would 
provide  the  linchpin  for  an  essential  neighborhood  network  that  could  offer 
family  support  services,  drug  treatment  services  and  access  to  such 
important  preventive  health  services  as  WIC. 

One  additional,   important  reform  that  HEART  would  provide  shields 
community  clinics  from  exorbitant  professional  liability  premiums. 
Despite  the  fact  that  almost  no  malpractice  claims  have  been  filed  against 
the  community  health  clinics,  funds  that  should  be  used  to  provide  patient 
care  for  the  poor  are  being  siphoned  away  to  pay  for  malpractice  insurance. 
This  reform  alone  would  free  up  $58  million  a  year  for  direct  services, 
ensuring  that  an  additional  one-half  million  individuals  could  be  served. 

Lastly,  and  most  importantly,  we  need  to  act  now.    We  cannot  in 
good  conscience  allow  a  single  year  to  pass  without  putting  in  place  those 
things  we  know  will  honestly  reduce  costs  and  increase  access.     We  can 
address  rising  costs  and  declining  access  now  . . . 

o  by  defining  the  kind  of  plan  that  qualifies  for  favorable 

tax  treatment  as  one  that  encourages  "smart  buying"  of 
health  care  services; 

o  by  enabling  the  self-employed  to  afford  insurance  by 

treating  them  the  same  as  other  employers  in  the  tax  code; 

o  by  reforming  the  insurance  market  serving  small  business 

to  provide  affordable  plans  and  guarantee  access; 

o  by  committing  ourselves  to  a  comprehensive  system  of 

community  health  facilities,  urban  and  rural,  able  to 
serve  all  comers  holistically  on  a  sliding  scale  basis; 
and,  finally, 

o  by  preventing  cost-shifting. 

I  urge  my  colleagues  to  act  now.    By  creating  access  to  care  with 
affordable  insurance  policies  and  expanded  health  clinics,  by  controlling 
costs  with  managed  care  and  malpractice  reforms,  and  by  improving  quality 
for  all,  we  can  preserve  the  strengths  of  our  health  care  system  but 
eliminate  its  weaknesses. 

Thank  you  again  for  the  opportunity  to  testify  today. 
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Mr.  Gibbons.  Thank  you,  Mrs.  Johnson. 
Mr.  Chandler.  Mr.  Chairman. 
Mr.  Gibbons.  Mr.  Chandler. 

Mr.  Chandler.  If  I  may,  I  will  be  very,  very  brief,  but  I  would 
like  to  comment  following  Mrs.  Johnson.  I  am  the  second  sponsor 
of  the  legislation  and  I  have  participated  in  its  development,  as  has 
Mr.  Grandy.  I  will  submit  a  statement  for  the  record,  but  I  would 
like  to  say  that  it  has  truly  been  the  outstanding  leadership  of  our 
colleague,  Mrs.  Johnson,  which  has  made  possible  the  development 
of  this  legislation. 

I  will  be  perfectly  candid  with  you,  as  I  was  with  her.  I  was  not 
ready  to  introduce  the  bill.  I  was  wrong,  as  usual,  and  she  was 
right.  We  needed  to  get  a  bill  that  is  aimed  at  solving  a  problem  or 
at  least  beginning  to  work  toward  a  solution  of  a  problem  out 
there. 

Since  we  introduced  the  bill,  there  has  been  just  a  tremendously 
positive  response,  both  in  terms  of  support,  and  also  those  who 
have  come  with  excellent  ideas  for  ways  which  we  can  improve  the 
legislation.  It  is  a  tribute  to  my  colleague  and  very,  very  dear 
friend,  Mrs.  Johnson,  that  we  are  where  we  are. 

I  certainly  have  nothing  bad  to  say  about  anybody  else's  efforts, 
because  we  are  all  trying  to  work  toward  the  same  goal. 

I  thank  you  for  this  opportunity  to  speak. 

[The  prepared  statement  follows:] 
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Mr.  Chairman,  we  have  a  health  care  crisis  in  this  country.  And 
that  crisis  is  painfully  reflected  in  statistics  that  we  are  all 
too  familiar  with  —  33  million  Americans  have  no  health 
insurance  and  the  skyrocketing  cost  of  health  care  now  exceeds  11 
percent  of  this  country's  Gross  National  Product  (GNP) . 

The  great  irony  to  this  crisis  is  that  despite  its  high  cost  and 
obvious  shortfalls,  the  American  health  system  provides  a  higher 
quality  of  health  care  than  virtually  any  other  system  in  the 
world  —  and  we  do  it  for  the  vast  majority  of  citizens. 

The  great  challenge  confronting  Congress  and,  in  fact,  the 
American  public,  is  how  to  improve  and  build  upon  on  our  current 
health  system;  to  expand  on  those  things  we  do  well  and  to 
correct  the  problems  we  all  know  exist  within  the  current  system. 

Mr.  Chairman,  it  was  with  this  challenge  in  mind  that  my 
colleague,  Representative  Nancy  Johnson,  and  I  recently 
introduced  legislation  to  promote  access  to  guality,  affordable 
health  care  for  all  Americans. 

Our  bill,  the  Health  Equity  and  Access  Reform  Today  Act  of  1991 
(HEART) ,  represents  an  important  first  step  toward  removing  the 
obstacles  that  prevent  many  Americans  from  obtaining  health 
insurance;  and  it  does  so  by  building  upon  the  private/public 
partnership  that  already  exists  within  our  current  health  care 
system. 

The  private  side  of  that  partnership,  Mr.  Chairman,   is  nearly  152 
million  Americans  who  currently  receive  their  health  insurance 
through  their  place  of  employment.     Clearly,  such  coverage  should 
be  encouraged.     Economies  of  scale,  however,  often  deny  small 
employers  access  to  the  same  group  health  products  that  larger 
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employers  enjoy.     Unfortunately,  this  has  left  nearly  20  million 
individuals  who  work  in  small  business  without  any  health 
insurance.     Our  HEART  bill  will  help  ensure  that  an  affordable, 
basic  health  plan  is  available  to  these  individuals: 

o  by  providing  states  with  strong  incentives  to  reform  the 
small  group  health  insurance  market; 

o  by  exempting  low  cost,  basic  health  plans  from  the 
expensive  burdens  of  state  mandated  benefits  and; 

o  by  requiring  all  small  employers  to  simply  offer  health 
insurance  once  states  implement  small  group  health  insurance 
reforms. 

The  public  side  of  our  current  partnership,  Mr.  Chairman,  is  also 
in  need  of  reform.     In  recent  years,  that  reform  has  focused 
primarily  on  Medicaid  expansions  for  the  poor  and  elderly. 
Unfortunately,  current  fiscal  realities  dictate  that  we  look 
elsewhere. 

Our  HEART  bill  offers  an  alternative  to  Medicaid  expansions  by 
providing  additional  funding  for  the  growth  and  development  of 
Community  Health  Centers.     In  doing  so,  HEART  utilizes  a  proven 
means  of  health  care  delivery  that  will  expand  access,  on  a  cost 
effective  basis,  for  millions  of  poor  Americans. 

Mr.  Chairman,  our  HEART  bill  will  do  more  than  simply  expand 
coverage  for  the  millions  of  Americans  who  currently  have  no 
health  insurance.     It  also  will  help  to  contain  the  cost  of 
providing  such  coverage.     By  providing  employers  with  incentives 
to  include  managed  care  and  cost  sharing  in  their  health  plans, 
HEART  will  induce  individuals  to  make  more  responsible  decisions 
in  the  selection  of  their  health  care.     In  short,  Mr.  Chairman, 
HEART  will  force  all  of  us  to  become  better  consumers  of  health 
care. 

Finally,  Mr.  Chairman,  our  HEART  bill  provides  for  the  collection 
of  information  and  data  that  is  critical  to  the  efficient 
management  of  our  health  care  system.     Lacking  for  too  long,  the 
development  of  common  medical  information  will  help  purchasers  of 
health  care  make  more  informed  decisions.     The  result  of  such 
decisions  will  ultimately  help  drive  the  quality  of  our  health 
care  up,  while  driving  its  cost  down. 

Mr.  Chairman,  I  do  not  wish  to  portray  the  Health  Equity  and 
Access  Reform  Today  Act  as  the  panacea  to  all  of  the  problems 
that  plague  our  current  health  care  system.     Clearly,  much  more 
needs  to  done,  including  critical  reforms  to  this  country's 
medical  liability  laws.     But  it  is  an  important  first  step  toward 
addressing  those  problems  in  a  meaningful  way.     The  key  is  that 
the  HEART  bill  seeks  to  provide  those  solutions  within  the 
context  of  our  current  health  care  system. 

I  urge  my  colleagues  to  join  Representative  Johnson  and  I  in 
taking  this  important  first  step  toward  assuring  access  to 
quality  and  affordable  health  care  for  all  Americans.     And  I 
thank  you,  Mr.  Chairman,  for  providing  this  Committee  with  the 
opportunity  to  explore  this  important  issue. 
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Mr.  Gibbons.  Thank  you. 

Are  there  other  questions?  Are  there  any  questions  of  Mrs.  John- 
son? 
[No  response.] 

Mr.  Gibbons.  All  right.  We  will  then  go  next  to  Mr.  Stark. 

STATEMENT  OF  HON.  FORTNEY  PETE  STARK,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA  AND 
CHAIRMAN,  SUBCOMMITTEE  ON  HEALTH,  COMMITTEE  ON 
WAYS  AND  MEANS 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

I  would  comment  on  Mrs.  Johnson's  bill  and  Mr.  Chandler's  com- 
ments. I  see  in  Mrs.  Johnson's  bill  the  germ  of  an  idea  which  I 
have  been  infected  with.  I  intend  to  introduce  shortly  a  health  in- 
surance reform  bill  which  will  not  wait  7  years,  which  will  include 
all  health  insurance,  and  which  would  be  a  much  more  stringent 
prohibition  on  medical  underwriting.  It  would  require  community 
rating,  rather  than  establishing  the  sort  of  bans  on  certain  rating 
practices  that  Mrs.  Johnson  has.  I  think  she  is  definitely  headed  in 
the  right  direction — it  is  just  that  I  am  older  than  she  is,  so  I  am 
more  anxious  to  get  going.  I  cannot  be  as  patient  as  she  has  been 
with  us. 

I  would  like  to  ask  the  committee  to  make  my  prepared  testimo- 
ny a  part  of  the  record. 

Mr.  Gibbons.  Without  objection,  your  entire  prepared  statement 
will  be  made  a  part  of  the  record. 

Mr.  Stark.  I  would  like  to  start  out  by  endorsing  the  Russo  bill, 
H.R.  1300,  and  offering  H.R.  650,  which  is  a  bill  that  I  have  intro- 
duced called  MediPlan.  However,  the  name  is  available  for  sale  to 
anybody  who  has  got  a  better  way  to  raise  the  revenue  than  I  have. 

Let  me  just  say  that  MediPlan  was  built  out  of  the  frustration  of 
my  experience  as  Vice  Chairman  of  the  Pepper  Commission.  With 
all  due  respect  to  the  other  members  and  the  Chair  of  the  Commis- 
sion, we  failed. 

We  were  very  clearly  charged  in  the  Pepper  Commission  with 
three  things:  To  come  up  with  a  health  care  reform  proposal  that 
would  provide  access  to  all  Americans,  to  suggest  financing  for  pro- 
viding that  access,  and  to  recommend  how  to  contain  the  costs  of 
health  care. 

We  basically  came  up  with  licks  and  promises  and  compromises 
which  were  intended  to  garner  enough  votes  to  pass,  which  we  only 
did  8  to  7.  The  only  reason  we  got  the  eighth  vote  from  the  repre- 
sentative of  the  medical  fraternity  was  that  we  agreed  not  to  put 
any  cost  containment  in  the  proposal,  which  would  have  offended 
those  folks  whose  income  is  our  costs.  Therein  lies  the  problem. 

We  started  debating  Medicare,  I  believe,  in  1955  or  1953.  It  was 
passed  finally  in  the  1960s.  Since  then  there  have  been  no  great 
breakthroughs  in  the  health  care  system,  but  there  are  some  ideas 
that  I  think  are  beginning  to  emerge.  They  are  not  agreements,  but 
they  are  a  series  of  deadends.  We  are  beginning  to  box  ourselves  in, 
and  that  is  exactly  what  I  am  attempting  to  make  clear. 

My  bill  has  three  principle  tenets.  It  says  that  every  resident  in 
the  United  States  ought  to  have  medical  care  available  as  a  matter 
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of  right.  I  leave  quality  off  the  table,  because  I  do  not  believe  this 
committee  has  ever  dealt  with  quality  as  an  issue  except  to  accept 
the  profession's  standard  of  quality.  The  profession  sets  the  stand- 
ard, as  to  who  is  competent  to  provide  services,  whether  it  is  a  hos- 
pital or  a  doctor,  and  it  does  not  dare  tell  you  that  one  doctor  is 
worth  10  percent  more  than  the  next,  because,  first  of  all,  it  would 
probably  be  sued,  and,  second,  it  does  not  know  how  to  determine 
that. 

Representatives  of  the  profession  set  a  level  of  standards  and  we 
have  a  right  to  expect  that  when  we  or  anybody  else  in  this  coun- 
try purchase  medical  care.  This  Government,  in  its  wisdom,  has  re- 
mained silent  on  establishing  standards  for  quality.  We  want  to 
buy  that  medical  care  and  we  assume  that  whatever  is  provided  in 
this  country  under  law  is  of  the  finest  quality. 

Second,  every  provider  of  this  medical  care  has,  as  a  matter  of 
right,  an  expectation  of  reasonable  compensation.  There  is  often 
disagreement  about  the  distinction  between  what  is  reasonable  and 
what  is  desired.  If  I  could  assure  each  member  of  the  medical  pro- 
fession that  he  or  she  would  get  the  desirable  compensation,  he  or 
she  would  probably  sign  on.  But  there  is  some  difference  as  to  what 
is  reasonable  and  what  is  desirable. 

The  third  principle  is  very  simple.  Every  person  in  America  pays 
for  that  care  according  to  their  ability  to  pay.  It  is  not  very  compli- 
cated, and  I  really  doubt  that  there  are  many  people  who  can 
oppose  that  as  a  package.  Getting  from  there  to  legislation  is  some- 
thing else  again. 

My  bill  would  not  increase  the  costs  to  the  United  States  one 
penny.  The  social  costs,  as  we  refer  to  that,  would  not  go  up.  I 
doubt  if  the  social  costs  of  Mr.  Russo's  bill,  which  is  far  more  gen- 
erous, would  go  up. 

The  problem  we  have,  as  eloquently  described  by  Senator  Rocke- 
feller this  morning,  is  that  my  bill  would  require  different  groups 
of  people  to  start  suddenly  paying  different  amounts,  or  they  would 
suddenly  pay  health  costs  directly,  when  they  are  now  paying  them 
indirectly  and  they  really  may  not  understand  that  they  are  paying 
them  at  all. 

Foremost  among  my  opponents  might  be  members  of  organized 
labor  who  now  get  comprehensive  and  generous  health  benefits 
through  their  bargaining  plans.  They  will  say  to  me,  "but,  Con- 
gressman, we  do  not  pay  one  nickel  now."  I  would  say  to  them, 
well,  perhaps  if  we  took  some  of  the  health  burden  off  your  employ- 
ers they  would  raise  your  wages.  And  they  would  say,  yes,  and  pigs 
have  wings  and  the  sea  is  boiling  hot. 

So,  they  are  not  inclined  to  think  that,  by  paying  for  some  of  the 
health  costs  out  of  their  own  pocket,  they  will  be  compensated  in 
higher  wages.  I  do  not  think  they  believe  it.  It  is  a  political  prob- 
lem. 

There  is  $209  billion  paid  by  big  industry  for  health  care.  I  think, 
actually,  they  are  paying  more  than  their  fair  share,  because  they 
are  picking  up  the  costs  for  those  members  of  our  industry  who  do 
not  pay  anything.  Yet,  I  could  see  the  National  Federation  of  Inde- 
pendent Businesses  sending  us  10  zillion  postcards  if  we  began  to 
suggest  that  those  companies  or  enterprises  or  ventures  which  do 
not  now  provide  benefits  have  to  do  it. 
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Our  job  is  going  to  be  encouraging  leadership  at  a  national  level, 
just  as  our  distinguished  colleague  to  the  Chair's  right,  the  honora- 
ble gentleman  from  Texas  provided  in  1983  when  Social  Security 
was  about  to  go  under.  He  undertook  the  rough  task  of  making 
sure  that  we  reformed  Social  Security,  and  he  became  the  least 
liked  man  in  Washington,  D.C. 

Nobody  liked  his  bill,  and  I  think  his  theory  was  that  if  he  found 
anybody  smiling  about  it,  he  had  made  a  mistake  and  had  better  go 
back  and  revise  it.  Yet  everybody  paid  something,  everybody  gave  a 
little,  everybody  lost  a  little,  and,  under  his  leadership,  this  com- 
mittee made  the  Social  Security  system  safe  for  all  time. 

That  is  what  we  are  going  to  have  to  do  in  enacting  these  three 
tenets  of  my  bill.  It  requires  some  supplemental  insurance  to  bring 
the  benefit  package  up  to  what  everybody  would  want  or  to  achieve 
the  complete  coverage  that  Mr.  Russo  has  in  his  bill. 

We  face  the  most  difficult  political  task  than  I  could  imagine,  but 
it  cannot  be  done  under  the  guise  of  celibacy,  abstinence  and  exer- 
cise that  our  current  administration  suggests  as  a  panacea  to  solve 
these  problems. 

It  is  very  nice  to  suggest  that  individuals  should  do  their  share 
and  lead  a  clean  and  moral  and  healthy  life,  but,  as  I  have  said 
time  and  time  again,  that  really  does  not  do  much  to  deal  with  Alz- 
heimer's disease  or  diabetes  or  hypertension  or  some  of  the  other 
things  that  are  selected  by  nature. 

So,  I  hope  that  we  can,  as  a  committee,  accept  these  tenets.  I 
would  suggest  that  my  plan  is  not  identified  with  any  known  politi- 
cal entity.  It  is  not  a  Canadian  plan.  It  is  not  a  German  plan.  It 
may  come  from  the  country  of  Camelot,  but  it  is  not  identifiable  in 
terms  of  any  known  government  as  the  political  map  of  the  world 
is  drawn  today. 

I  would  like  to  thank  Chairman  Rostenkowski,  in  his  absence,  for 
bringing  this  committee  both  to  our  very  beneficial  seminar  of  last 
weekend  and  to  these  hearings.  As  usual,  I  am  sure  that,  whatever 
is  done  to  reform  the  health  care  system  in  this  country,  this  com- 
mittee will  be  in  the  forefront  and  do  the  best  job  possible. 

Thank  you  for  letting  me  present  my  bill  today. 

[The  prepared  statement  follows:] 


482 


Testimony  of  the  Honorable  Pete  Stark 

Chairman.  Subcommittee  on  Health 
serous  ?*&  bomttt**  on  wa¥*  and  Mcan* 

April  23,  1991 

"Long-Term  Strategies  for  Health  Care" 

The  American  health  care  system  is  currently  right  on  track 
to  achieve  the  dubious  accomplishments  of  leaving  fifty  million 
Americans  without  health  protection  while  ringing  up  costs  in 
excess  of  $1.5  trillion  by  the  year  2000. 

We  can  stand  back  and  do  nothing  or  we  can  act  to  assure 
that  these  outcomes  do  not  come  to  pass. 

Access  to  health  care  should  be  considered  a  basic  right  of 
every  American.     Unfortunately,  it  appears  that  we  slip  further 
away  from  assuring  this  right  every  year. 

Almost  thirty-four  million  Americans  currently  lack  health 
insurance,  and  another  seven  to  ten  million  Americans  are  covered 
by  inadequate  plans.     As  many  as  sixty-five  million  lack  health 
insurance  at  some  point  during  the  year. 

And  while  more  and  more  Americans  find  themselves  without 
health  insurance,  individuals  and  businesses  must  keep  spending 
more  and  more  and  more  dollars,  as  if  there  were  no  limits.  As 
rising  health  expenses  are  passed  along  to  the  consumer  in  the 
cost  of  goods,  we  risk  pricing  American  products  out  of  the 
international  marketplace. 

A  national  strategy  is  necessary  to  provide  all  Americans 
basic  and  affordable  health  care.     Unfortunately,  other 
approaches,  including  the  employment-based  approach  recommended 
by  the  Pepper  Commission,  would  not  be  truly  comprehensive.  Only 
a  single-payer  plan  under  public  auspices  can  assure  every 
American  a  basic  level  of  health  and  long-term  care  services. 

For  example,  under  an  employment-based  plan,  children  would 
be  particularly  vulnerable.     Changing  family  patterns  create 
equity  problems  with  employer-based  plans  and  often  leave 
children  or  spouses  without  necessary  coverage.     Only  a  public 
plan  can  assure  that  all  children  are  covered  and  that  payment  on 
their  behalf  is  shared  equitably. 

Part-time  and  seasonal  workers  may  also  fall  through  the 
cracks  in  an  employment-based  system.     It  is  unclear  how  such  an 
employment-based  plan  would  help  those  individuals  who  change 
jobs,  are  employed  by  more  than  one  employer,  or  are  unemployed 
for  some  period  during  a  year. 

A  national  plan  is  also  critical  for  cost  containment. 
Through  a  single  national  plan  operated  by  the  Federal 
government,  it  is  possible  to  build  upon  the  fiscal 
discipline  that  we  have  achieved  in  Medicare.     A  system  based  on 
employer  mandates  would  continue  the  ineffective  patchwork 
approach  to  controlling  costs  that  marks  our  current  system. 

Because  I  am  convinced  that  a  national  program  is  necessary 
to  provide  all  Americans  with  basic  health  and  long-term  care 
services  and  implement  meaningful  cost  containment  strategies,  I 
have  introduced  the  MediPlan  Act  of  1991  (H.R.  650)  to  provide 
publicly-financed  health  insurance  to  every  American. 

The  MediPlan  Act  of  1991  will  assure  vital  health  insurance 
protection  to  every  American.     Its  enactment  would  make  real 
every  American's  basic  right  to  high-quality  health  services  and 
would  control  skyrocketing  health  care  costs.     All  residents  of 
the  United  States,  rich  or  poor,  would  be  enrolled  in  MediPlan 
and  eligible  for  health  benefits. 
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Enactment  of  MediPlan  will  achieve  a  critical  goal  of  the 
American  people  —  universal  access  to  health  care.     And  it  will 
do  so  in  a  responsible,  cost-effective  manner  which  builds  upon 
the  proven  cost-controlling  strategies  of  Medicare. 

MediPlan 's  basic  benefits  would  be  similar  to  those 
currently  provided  to  the  elderly  by  Medicare.     In  addition, 
MediPlan  would  cover  all  children  and  all  pregnant  women  without 
payment  of  a  premium  and  without  copayments  or  deductibles. 
Benefits  would  include  crucial  pre-natal,  labor  and  delivery,  and 
preventive  well-child  care,  including  immunizations.  MediPlan 
would  also  provide  additional,  essential  benefits,  such  as 
prescription  drug  coverage  for  low-income  Americans,  who  would 
also  not  pay  premiums,  copayments  or  deductibles. 

MediPlan  is  not  based  on  ideas  borrowed  from  another 
country.     Its  basic  design  was  developed  by  this  Committee.  In 
fact,  at  the  time  Medicare  was  developed,  many  believed  that  it 
would  eventually  be  expanded  to  phase  in  coverage  of  other 
groups. 

It  is  also  true  that  MediPlan  does  not  require  the  design  c" 
a  new  system  from  scratch.     All  of  the  administrative  mechanisms 
already  exist. 

MediPlan  also  provides  for  responsible,  workable  cost 
containment.     Through  the  use  of  Medicare's  DRG-based  prospective 
payment  system  (PPS)  for  hospitals  and  through  volume  performance 
standards  and  resource-based  relative  value  scale  (RBRVS)  for 
physicians,  MediPlan  builds  its  cost  containment  strategy  on  the 
only  proven  cost  containment  system.     It  is  important  to 
recognize  that  Medicare  is  the  most  successful  health  insurance 
program  in  this  country. 

This  is  somewhat  different  from  our  usual  view  of  Medicare. 
The  more  common  view,  during  reconciliation  debates,  casts 
Medicare  in  the  role  of  a  government  program  whose  costs  are  out 
of  control.     The  truth  is  that  Medicare,  when  compared  to  other 
insurance  plans,  is  a  virtual  model  of  effectiveness  and 
efficiency. 

This  Committee  has  done  a  better  job  of  providing  benefits, 
insuring  access  to  care,  and  controlling  costs  than  any  other 
public  or  private  health  insurance  plan  in  this  country.     This  is 
a  record  that  can,  and  should,  be  built  upon  as  the  basis  of  a 
program  of  universal  access  for  all  Americans,  and  that  is  what  I 
propose  to  do  through  MediPlan. 

MediPlan  is  budget-neutral;  the  proposed  legislation  raises 
the  revenue  necessary  to  cover  its  cost.     Through  a  combination 
of  employer  and  employee-paid  premiums  plus  a  new  tax  on  gross 
income,  MediPlan  provides  a  blueprint  of  how  comprehensive  health 
benefits  for  every  American  could  be  financed. 

To  finance  the  basic  health  benefits,  every  person  with 
income  above  the  poverty  line  would  be  responsible  for  the 
MediPlan  premium  (about  $1, OOO/person) .     Every  employer  would  pay 
eighty  percent  of  the  MediPlan  premium  on  behalf  of  each  working 
American  through  a  payroll  tax  of  about  $.40  per  hour  to  a 
maximum  of  $800/year  per  employee.  Thus,  each  worker  would  pay 
for  $200  of  the  annual  premium. 

Low-income  persons  would  not  pay  the  individual's  share  of 
the  MediPlan  premium.     For  individuals  with  incomes  between 
$8,000  and  $16,000,  and  married  couples  with  incomes  between 
$16,000  and  $32,000,  the  individual's  share  of  the  MediPlan 
premium  would  be  phased  in. 

MediPlan  requires  $60  billion  in  revenues  beyond  the  payment 
of  the  MediPlan  premium  to  support  health  insurance  for  children, 
pregnant  women,  and  low-income  persons. 
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To  cover  the  $60  billion  in  benefits,  revenues  would  be 
raised  under  MediPlan  through  a  two  percent  tax  on  gross  income, 
including  tax-exempt  income,  deferred  income  and  other  forms  of 
income  not  currently  subject  to  taxation.     Individuals  with 
incomes  below  200  percent  of  the  poverty  level  would  be  exempt 
from  the  tax.     All  revenues  from  the  MediPlan  income  tax  would  be 
paid  into  the  MediPlan  Trust  Fund. 

MediPlan 's  health  care  benefits  would  provide  a  true  health 
care  safety  net  for  every  American.     I  suspect  that  most  will 
embrace  the  benefits  included  in  this  bill  but  not  support  the 
proposed  taxes  necessary  to  fund  the  benefits. 

To  talk  about  the  benefits  without  considering  the  costs  and 
how  to  pay  for  benefits  is  to  mislead  the  American  people.  I 
would  urge  those  who  object  to  the  financing  proposal  to  offer 
one  of  their  own,  or  suggest  areas  where  benefits  of  the  program 
should  be  reduced. 

I  hope  that  my  proposal  will  move  the  debate  forward,  so 
that  the  102nd  Congress  can  enact  the  major  changes  the  country 
so  desperately  needs.     I  look  forward  to  working  with  the 
Chairman  and  my  colleagues  on  the  Committee  to  achieve  that  goal. 
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MediPlan  H.R.  650 
Impact  on  Families 

■  Under  $16,000  in  annual  family  income: 
Employer  pays  $800  per  year  per  worker 
Employee  does  not  pay  MediPlan  premium 
Employee  does  not  pay  supplemental  tax 

■  Up  to  $32,000  in  annual  family  income: 
Employer  pays  $800  per  year  per  worker 
Employee  pays  up  to  $200  per  worker  in 

MediPlan  premium  on  sliding  scale 
Employee  does  not  pay  supplemental  tax 

■  At  $50,000  in  annual  family  income: 
Employer  pays  $800  per  year  per  worker 
Employee  pays  $200  per  year 
Employee  pays  2%  tax  on  income  above 

$32,  000  or  $360 

■  At  $100,000  in  annual  family  income: 
Employer  pays  $800  per  year  per  worker 
Employee  pays  $200  per  year 
Employee  pays  2%  tax  on  income  above 

$32,  000  or  $  1,360 


Assumes  married  couple  filing  jointly 
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Mr.  Gibbons.  Let  me  ask  you  a  question,  Mr.  Stark.  Does  your 
benefit  package  cover  all  of  the  costs,  or  are  there  deductibles  or 
copayments? 

Mr.  Stark.  My  benefit  package  is  just  Medicare  with  a  couple  of 
additions,  including  prenatal  care  and  first-dollar  baby  care,  as  out- 
lined by  the  pediatricians,  and  a  $2,500  out-of-pocket  limit,  which  is 
more  or  less  the  old  catastrophic  limit.  It  was  done  only  for  one 
reason,  and  we  all  know  what  it  is.  We  all  know  its  weaknesses,  we 
know  its  strengths,  we  know  how  it  is  administered.  Nobody  can 
argue  about  the  administrative  costs  or  who  gets  paid  what.  It  is  a 
known  quantity  and,  I  might  add,  a  very  popular  plan,  certainly 
among  senior  citizens. 

Mr.  Gibbons.  Let  me  ask  you  this:  You  still  allow  the  purchase  of 
private  health  insurance,  in  addition,  to  make  copayments  or  pro- 
vide additional  benefits,  is  that  right? 

Mr.  Stark.  For  this  plan  to  satisfy  a  vast  majority  of  Americans, 
there  would  have  to  be  a  huge  market  for  the  private  insurers  in 
supplemental  insurance,  or  medigap  as  we  call  it  for  the  seniors. 
Supplemental  insurance  would  be  determined  more  along  income 
levels  and  the  results  of  bargaining  between  employers  and  em- 
ployee groups. 

Mr.  Gibbons.  It  would  be  transportable  from  one  job  to  another, 
from  one  part  of  the  country  to  another? 

Mr.  Stark.  It  would  be.  It  would  be  a  national  health  insurance 
plan  that  everybody  would  be  a  member  of  the  day  they  got  their 
birth  certificate.  The  bills  would  be  paid  by  a  single  payer  in  order 
to  contain  costs,  and  there  would  be  additional  benefits  available 
from  other  payers.  Basically  it  would  be  Medicare  for  everybody. 

Mr.  Gibbons.  Do  you  provide  for  the  intermediary  type  arrange- 
ment, like  we  now  have  in  Medicare? 

Mr.  Stark.  I  would  presume  that  we  would  continue  to  have  in- 
termediaries, as  we  do  now.  I  could  easily  foresee  the  day  in  the 
near  future  that  we  might  want  to  go  to  State-by-State  interme- 
diaries, but,  yes,  the  setup  seems  to  work  now  and  it  is  one  we 
know.  I  see  no  reason  to  change  that  at  this  point. 

Mr.  Gibbons.  Are  there  other  questions  of  Mr.  Stark? 

Mr.  Pickle.  Mr.  Chairman,  I  just  have  to  say  to  Mr.  Stark  that, 
in  view  of  your  very  favorable  reference  to  our  endeavors  in  the 
1983  Social  Security  bill,  I  will  take  another  look  at  your  bill. 

Mr.  Stark.  I  think  mine  is  running  in  the  same  direction,  Mr. 
Pickle. 

Mr.  Gibbons.  Mrs.  Johnson. 

Mrs.  Johnson.  Mr.  Stark,  I  appreciate  your  long  leadership  in 
this  area  and  the  seriousness  of  your  thoughts.  I  wonder  how  you 
see  that  kind  of  program,  in  light  of  the  obligation  to  tax  rather 
modest  earners  to  carry  the  benefit  coverage  of  high  earners.  Do  I 
misunderstand  your  program? 

Mr.  Stark.  I  am  sorry,  could  you  

Mrs.  Johnson.  In  other  words,  in  Medicare  now,  there  really  is 
no  means  test.  There  is  a  lot  of  concern  about  what  is  going  to 
happen,  as  Medicare  costs  escalate  and  whether  or  not  we  are 
going  to  have  to  differentiate  between  the  level  of  support  that  we 
provide  for  wealthy  retirees  and  the  level  of  support  that  we  pro- 
vide for  nonwealthy  retirees. 
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Under  your  plan,  there  would  be  no  differentiation  on  the  basis 
of  income  with  regard  to  the  benefits  provided,  correct? 
Mr.  Stark.  That  is  correct. 

Mrs.  Johnson.  I  just  wanted  to  be  clear  about  that.  I  personally 
am  worried  about  that. 

Mr.  Stark.  As  a  practical  matter,  there  would  be  some  differ- 
ence, as  there  is  now  in  Medicare.  I  think  that  about  two-thirds  to 
70  percent  of  Medicare  beneficiaries  have  supplemental  policies 
and,  as  you  know,  we  regulated  those  policies  last  year,  so  there 
will  now  be  about  9  or  10  levels  of  supplemental  insurance.  For 
low-income  beneficiaries,  MediPlan  would  also  provide  outpatient 
prescriptions,  glasses,  and  hearing  aids,  as  well  as  first-dollar  cover- 
age on  the  basic  plan. 

I  suggested  such  extra  benefits  as  additional  mental  health, 
which  many  people  would  like  to  have,  or  cosmetic  surgery,  eye 
glasses,  hearing  aids,  those  sorts  of  things  for  

Mrs.  Johnson.  Would  you  foresee  over  time  that  we  would  define 
what  is  in  and  what  is  out? 

Mr.  Stark.  I  think  in  terms  of  ancillary  services,  that  we  may 
add  to  Medicare  as  we  do  now.  There  will  be  pressures  to  cover 
new  benefits,  and  those  benefits  will  have  some  costs,  and  we  will 
be  constrained  to  add  a  day  here  or  a  service  there,  if  we  indeed 
are  the  people  running  it. 

Mrs.  Johnson.  Your  second  point  is  that  providers  get  reasona- 
ble compensation.  I  guess  one  of  the  real  worries  I  have  about 
going  in  your  direction  or  Mr.  Russo's  direction  is  the  example  of 
Medicaid,  and  that  our  history  of  responsible  reimbursement  is  not 
long  or  terribly  honorable. 

Mr.  Stark.  But  we  can  address  that  concern,  at  least  in  my  opin- 
ion, with  one  comment:  Medicare  does  not  have  that  stigma,  I 
think  you  will  agree.  We  pay  much  more  generously,  and  for  one 
reason:  Medicare  beneficiaries,  32  million  strong,  have  a  very 
strong  advocacy  group  and  a  very  strong  representation  in  Govern- 
ment. 

Medicaid  beneficiaries,  on  the  other  hand,  have  almost  no  repre- 
sentation, and  if  we  did  away  with  Medicaid,  as  my  bill  would,  so 
that  there  was  one  program,  the  constituency  demanding  quality 
and  access  would  be  very  strong.  We  would  probably  find  our  job 
was  again  limiting  that  strong  political  pressure  for  more  benefits. 

Mrs.  Johnson.  I  think  that  the  pressures  have  been  increasing 
on  us  and  we  have,  in  response,  controlled  costs  in  ways  that  esca- 
lated over  time. 

Mr.  Stark.  But  we  have.  This  committee  has  done  a  better  job 
than  any  other  group  in  the  United  States  in  controlling  and  re- 
ducing the  rate  of  increase  of  health  costs.  Now,  that  has  not  neces- 
sarily made  us  the  most  popular  group.  And  if  physician  payment 
reform  is  successful — it  will  largely  depend  upon  the  cooperation  of 
the  physicians,  it  seems  to  me — we  will  then  have  moved  from  not 
only  reducing  the  rate  of  increase  of  hospitals,  but  reducing  the 
rate  of  increase  on  physician  costs. 

Mrs.  Johnson.  Actually,  whether  or  not  that  reimbursement 
reform  is  successful  will  depend  on  whether  or  not  we  in  Congress 
are  able  to  implement  it  the  way  it  was  intended.  To  this  point,  we 
have  not,  because  originally  it  was  not  supposed  to  be  budget  neu- 
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tral.  We  are  making  it  budget  neutral  and,  therein,  we  are  moving 
down  the  path  that  we  went  down  in  Medicaid.  I  think  if  you  look 
at  some  of  the  things  we  have  done,  they  are  all  too  like  some  of 
the  things  we  have  done  in  the  past.  I  therefore  think  that  there 
has  to  be  some  better  ability  than  we  have  had  to  this  point  to  dif- 
ferentiate between  quality  providers  and  nonquality  providers  and 
to  recognize  to  some  greater  degree  need  as  it  relates  to  public  sub- 
sidy. 

Mr.  Stark.  I  guess  the  gentlelady  and  I  disagree  at  that  point.  I 
do  not  think  it  is  within  the  power,  comprehension,  intellectual 
ability  or  professional  training  of  this  committee  to  differentiate 
between  a  quality  physician  and  a  so-called  nonquality  physician  if 
they  both  belong  to  a  board  of  their  specialty.  If  they  are  both  li- 
censed in  the  State  of  Connecticut  or  California,  I  do  not  think  this 
committee  wants  to  say  that  doctor  is  worth  10  percent  more  than 
the  other.  They  may  earn  that  much  more,  but,  particularly  in  the 
medical  profession,  I  see  no  correlation  between  income  and  qual- 
ity- 
Mrs.  Johnson.  I  do  not  believe  there  is  a  correlation  between 
income  and  quality,  either.  But  I  think  the  competition  out  there 
between  managed  care  plans  and  other  forms  of  managed  health 
care  and  gatekeeper  responsibilities  are  resulting  in  a  differentia- 
tion between  reimbursements  for  one  quality  provider  and  another 
quality  provider,  and  those  judgments  cannot  be  made  from  Wash- 
ington, and  that  worries  me. 
Thank  you. 

Mr.  Gibbons.  Are  there  other  questions  of  Mr.  Stark? 
Mr.  Chandler.  Mr.  Chairman. 
Mr.  Gibbons.  Mr.  Chandler. 

Mr.  Chandler.  If  I  may,  I  would  like  to  say  to  the  chairman  that 
I  think  that  this  is  absolutely  an  honest  proposal,  and  I  do  not 
want  anything  I  say  to  be  taken  to  be  disrespectful  to  you  or  to  the 
plan. 

I  think  the  members  on  this  committee  are  working  very,  very 
hard  to  try  to  solve  a  serious  problem.  There  are  obviously  differ- 
ences in  point  of  view,  but  we  are  beginning  to  see  now  honest, 
"here  is  a  benefit  and,  by  golly,  here  is  what  it  is  going  to  cost" 
proposals.  You  have  provided  real  leadership  in  that  regard  and  I 
admire  you  for  it,  and  so  has  my  friend,  Congressman  Russo. 

I  have  a  question,  Mr.  Chairman,  with  regard  to  reimbursement 
under  a  plan  like  yours.  We  know,  for  example,  that  with  the  Ca- 
nadian system,  which  is  fairly  similar  to  yours,  there  are  people 
who  come  to  our  State  of  Washington  for  care  that  they  say  they 
either  cannot  get  or  are  not  willing  to  wait  for  in  Canada.  In  your 
system,  you  say  there  would  be  private  insurance,  but  would  you 
allow  a  person  or,  let  us  say,  a  hospital  to  accept  private  reim- 
bursement from  a  totally  private  system  outside  your  Medicare 
plan,  in  effect,  creating  what  would  be  a  two-tier  system?  The  Ca- 
nadians have  a  two-tier  system,  theirs  and  ours. 

Mr.  Stark.  I  cannot  envision  it.  Let  us  take  our  present  Medi- 
care plan,  which  I  keep  going  back  to  because  it  is  convenient.  We 
allow  any  seniors  to  forgo  Medicare  coverage,  and  there  are  about 
1  percent  of  seniors  in  this  country  who  qualify  for  part  A  who  do 
not  take  part  B. 
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Mr.  Chandler.  Right. 

Mr.  Stark.  So,  although  we  limit  extra  billing  under  Medicare 
because  we  do  not  want  to  encourage  a  two-tier  system,  I  cannot 
think  of  anything  in  our  form  of  Government  that  would  prevent  a 
licensed  physician  in  a  licensed  facility  of  one  kind  or  another  to 
provide,  at  whatever  cost,  a  medical  procedure,  as  long  as  it  was  by 
somebody  who  licenses  those  things,  to  somebody  who  wanted  to 
pay  for  it  out  of  their  own  pocket. 

Again,  I  do  not  see  that  such  an  option  would  be  used  very  much, 
but,  on  the  other  hand,  I  do  not  see  it  being  prevented.  For  exam- 
ple, I  know  of  no  case,  but  there  probably  are  some,  people  go  out- 
side of  the  Medicare  dialysis  reimbursement  system  to  get  dialysis 
and  pay  for  it.  Now,  there  probably  are  some  who  would  like  to 
have  a  very  private  room  next  to  their  office  in  Trump  Tower  or 
something,  but  basically  we  provide  dialysis  at  standard  reimburse- 
ment. There  are  a  variety  of  types  of  providers  in  our  system,  and  I 
do  not  see  many  people  going  outside  for  it,  but  I  do  not  think  it  is 
against  the  law  for  them  to  do  so. 

Mr.  Chandler.  I  would  cite  the  experience  we  have  had  with 
nursing  homes,  with  both  private  and  public  funding,  and  the  prob- 
lems that  have  come  about  with,  once  again,  the  cost  shift  from  the 
public  under  reimbursers  to  the  private  and  the  crisis  that  has 
Drought  about.  My  colleague  Jim  McDermott  and  I  have  struggled 
with  that  for  years,  as  members  of  the  State  legislature  at  home, 
and  it  is  just  an  issue  that  I  think,  if  we  pursue  your  proposal, 
would  be  a  problem. 

One  other  question  on  funding.  When  a  person  becomes  unem- 
ployed, loses  their  job,  what  is  the  source  of  revenue  for  funding 
that  benefit? 

Mr.  Stark.  Well,  under  my  bill,  it  works  a  little  bit  differently. 
Everybody  is  in  the  plan,  whether  you  are  employed  or  unem- 
ployed or  whatever.  The  only  question  that  relates  to  employment 
is  source  of  payment.  My  plan  costs  $1,000  per  year  per  under-65 
adult,  and  let  us  leave  the  family  situation  aside  for  a  minute.  That 
amounts  to  50  cents  an  hour  on  a  2,000-hour  work-year.  What  I 
have  suggested  is  that  anybody  who  works  and  is  above  poverty 
pays  10  cents  an  hour  as  a  deduction,  just  as  they  pay  their  Social 
Security  deduction,  and  every  employer,  whether  he  or  she  hires 
that  person  for  an  hour  or  40  hours  a  week,  pays  40  cents  as  a  con- 
tribution. That  gets  us  to  the  $1,000. 

The  extra  tax  revenue — and  I  have  suggested  a  flat  tax,  but  I 
might  negotiate  with  you  for  a  consumption  tax,  if  that  would  get 
your  vote — is  required  to  pay  for  the  uninsured  and  the  unem- 
ployed and  the  underinsured,  quite  frankly.  And  if  somebody 
wanted  to  say  employed  people  should  pay  40  cents  or  20  cents  an 
hour  or  we  should  raise  that  total  cost,  say,  to  $1  an  hour,  using 
the  50  cents  we  do  not  need  to  fund  the  unemployed,  I  would  buy 
that.  Tell  me  who  you  want  to  pay  a  little  more  or  a  little  less,  and 
I  will  tell  you  where  we  have  to  raise  the  price  or  lower  the  bene- 
fits, and  it  is  sort  of  a  continuous  function. 

Mr.  Chandler.  Have  you  done  an  analysis  to  see  what  the  effect 
on  most  businesses  would  be,  in  terms  of  what  they  pay  currently 
for  the  medical  benefits  they  provide? 
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Mr.  Stark.  Those  businesses  who  pay  nothing  now  would  pay  40 
cents  an  hour.  It  would  be  the  equivalent  of  a  minimum  wage  in- 
crease of  40  cents  an  hour.  We  just  had  that  not  so  long  ago,  and  I 
do  not  know  whether  the  increase  in  bankruptcies  is  a  result  of  the 
increased  minimum  wage.  I  have  a  hunch  that  every  time  we  in- 
crease the  minimum  wage,  we  may  lose  a  few  jobs  for  a  while,  but 
they  come  back  and  it  does  not  have  a  long-lasting  effect. 

For  the  Fortune  500  corporations  and  the  Business  Roundtable, 
who  are  paying  $209  billion  per  year,  my  guess  is  that  their  reduc- 
tion would  be  substantial.  I  have  not  seen  these  figures,  but  I 
would  guess  that  it  might  cut  their  costs  in  half,  to  $100  billion. 
That  means  somewhere  along  the  line  that  they  are  going  to  have 
to  pay  an  additional  amount  through  taxes,  because  these  costs  do 
not  go  away,  they  just  move  around.  And  of  course  there  would  be 
savings  through  a  reduction  in  administrative  costs. 

Mr.  Chandler.  I  understand.  Thank  you. 

Mr.  Stark.  Thank  you. 

Mr.  Gibbons.  Further  questions? 

[No  response.] 

Mr.  Gibbons.  Thank  you,  Mr.  Stark. 

Now,  Mr.  Russo,  to  explain  the  Russo-Downey  bill. 

Mr.  Russo,  you  have  got  a  grand  piece  of  legislation  there. 

STATEMENT  OF  HON.  MARTY  RUSSO,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  ILLINOIS 

Mr.  Russo.  Thank  you  very  much,  Mr.  Chairman. 

Let  me  just  say  that  I  appreciate  having  the  opportunity  of  testi- 
fying before  my  colleagues  on  Ways  and  Means  on  H.R.  1300,  the 
Universal  Health  Care  Act  of  1991. 

Let  me  start  by  saying  that  my  proposal  is  not  the  Canadian 
system.  It  is  the  American  system.  It  is  about  the  things  we  as 
Americans  hold  dear  and  have  come  to  expect:  Freedom  of  choice, 
quality  care,  and  the  efficient  and  fair  use  of  our  hard-earned  dol- 
lars. Let  us  put  the  doctors  back  in  the  business  of  making  deci- 
sions about  what  their  patients  need,  instead  of  allowing  the  insur- 
ance industry  to  make  those  decisions.  This  bill  is  about  containing 
costs,  because  Americans  cannot  afford  to  pay  $5,500  for  every 
man,  woman  and  child  by  the  end  of  the  decade.  And  above  all,  it 
is  about  giving  Americans  the  peace  of  mind  they  deserve,  so  that 
when  their  children  are  sick,  they  can  take  them  to  the  doctor, 
without  having  to  worry  about  paying  a  high  deductible.  Or  that 
when  they  change  jobs,  they  will  not  lose  their  health  insurance. 
Or  that  when  their  mother  or  father  needs  long-term  care,  they 
will  not  have  to  mortgage  their  home  or  postpone  their  kids'  col- 
lege education. 

My  proposal  would  cover  all  Americans  for  a  wide  range  of  bene- 
fits, including  hospital  and  physician  care,  long-term  care,  prescrip- 
tion drugs,  mental  health  services,  dental  care  and  preventive  care. 
The  ability  of  working  and  middle-income  families  to  afford  care 
would  no  longer  be  limited  by  copayments  and  deductibles.  Hard 
working  parents  would  no  longer  have  to  worry  about  taking  their 
child  to  the  doctor  immediately  or  waiting  until  the  fever  gets  high 
enough  to  justify  the  expense.  Consumers  would  still  be  free  to 
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choose  their  own  doctors,  their  hospitals,  or  their  health  care  pro- 
vider. 

The  plan  would  put  a  lid  on  the  skyrocketing  costs  of  health 
care.  It  is  financed  primarily  through  increases  in  payroll  taxes, 
personal  and  corporate  income  taxes,  and  State  and  Federal  contri- 
butions. These  taxes  replace  the  rapidly  escalating  health  insur- 
ance premiums,  copayments  and  deductibles  that  punish  American 
workers  and  their  employers.  Even  with  the  shift  from  premiums 
to  taxes,  95  percent  of  Americans  would  pay  less  for  health  care. 

We  cannot  afford  to  do  anything  less  than  single-payer.  Partial 
solutions  like  insurance  reforms  or  mandated  benefits  will  not 
work,  because  they  would  allow  insurance  companies  to  continue 
administering  health  care  in  this  country.  This  means  quality  will 
continue  to  decline,  as  insurers  increase  their  role  in  medical  deci- 
sionmaking and  costs  will  continue  to  skyrocket.  According  to  the 
GAO,  the  only  way  we  will  ever  slow  health  care  inflation  in  the 
United  States  is  through  comprehensive  reform.  And  as  CBO  testi- 
fied this  morning,  single-payer  is  the  only  system  that  can  provide 
high-quality  health  care  to  all  Americans,  without  increasing  the 
amount  we  currently  spend  on  health. 

Americans  trust  and  respect  their  doctors  and  nurses,  but  they 
are  fed  up  with  the  wasteful  way  insurance  companies  manage  our 
health  system.  Opinion  polls  indicate  that  89  percent  of  Americans 
believe  our  system  needs  fundamental  change.  Not  surprisingly,  a 
majority  of  Americans  said  it  would  prefer  the  Canadian  system  of 
health  insurance,  where  the  Government  pays  most  of  the  costs  of 
the  care  for  everyone  out  of  taxes,  and  the  Government  sets  all  fees 
charged  by  doctors  and  hospitals,  for  the  current  U.S.  system. 

I  guess  I  am  a  little  tired  of  hearing  everyone  say  that  single- 
payer  is  the  best  system,  but  it  could  never  happen  in  the  United 
States.  For  the  amount  of  money  we  are  spending  in  this  country, 
Americans  should  be  living  2  years  longer  than  Canadians,  not  the 
other  way  around.  Americans  want  and  deserve  the  best  system 
possible.  My  proposal  offers  the  framework  for  how  health  reform 
should  be  structured,  to  guarantee  that  America  truly  has  the  best 
health  care  system  in  the  world,  not  just  the  most  expensive.  I  look 
forward  to  working  with  all  of  you  and  welcome  suggestions  for  im- 
proving my  plan.  I  would  be  more  than  happy  to  answer  any  ques- 
tions that  you  might  have,  Mr.  Chairman. 

[Attachments  to  the  prepared  statement  follow:] 
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The  Russo  Bill 
Highlights 

Major  Provisions 

■  Universal  access  to  health  care  through  a  single,  publicly-administered  program. 

■  Comprehensive  benefits  for  all  Americans,  including  hospital  and  physician  care,  dental 
services,  long-term  care,  prescription  drugs,  mental  health  services,  and  preventive  care. 

■  No  financial  obstacles  to  care  -  no  cost-sharing,  no  deductibles,  no  copayments. 

■  Freedom  of  choice  so  that  everyone  can  choose  their  own  physician  or  source  of  care. 

■  Cost  savings  through  annual  budgets  and  a  national  fee  schedule  so  that  health  dollars  are 
spent  efficiently  and  effectively. 

■  Progressive  financing  to  make  health  care  affordable  for  alL 

■  Quality  measures  to  improve  the  type  of  medical  care  we  receive. 

■  Uniform  federal  standards  to  guarantee  that  all  Americans  receive  full  access  to 
comprehensive,  quality  care  coupled  with  state  administration  so  that  implementation  decisions 
reflect  local  needs. 


Major  Benefits 

■  People  get  the  health  care  they  need,  rather  than  the  health  care  they  can  afford  or  their 
insurance  company  is  willing  to  pay  for. 

■  The  nation  saves  $40  billion  in  health  care  costs  (and  those  savings  grow  over  time)  by 
substituting  a  single,  publicly-administered  and  publicly-accountable  program  for  the  more  than 
1500  private  insurance  plans  now  in  place.  A  single  plan  gets  rid  of  paperwork,  marketing  and 
advertising  and  other  costs  caused  by  the  insurance  industry. 

■  Senior  citizens  save  $33  billion  -  one-third  of  their  current  health  costs  -  and  get  long-term 
care,  prescription  drug,  preventive  and  other  new  benefits. 

■  The  non-elderly  save  $25  billion  and  won't  have  to  worry  about  rising  insurance  premiums, 
cost-shifting,  paying  for  children's  health  bills,  or  losing  health  coverage  if  they  change  jobs. 

■  Businesses  that  provide  health  care  benefits  to  their  workers  lower  their  costs,  can  compete 
more  fairly  in  the  world  market,  and  have  more  funds  available  to  improve  their  operations 
and  create  jobs. 

■  State  and  local  governments  save  $7  billion  and  no  longer  face  the  devastating  budget  impacts 
of  unexpected  and  skyrocketing  health  care  costs. 

■  Physicians,  nurses  and  other  providers  spend  more  time  caring  for  patients  instead  of  filling 
out  insurance  forms  and  justifying  their  medical  judgments  to  insurance  company  bureaucrats. 
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The  Russo  Bill 

Impact  on  Businesses    that  Now  Provide   Health  Insurance 
Major  Provisions 

■  Replaces  current  employment/private  insurance  system  with  publicly-administered  program. 

■  Replaces  current  business  costs  of  providing  employee  health  care  -  including  health  insurance 
premiums  for  current  workers  and  retirees,  self-insurance  costs,  and  workers  compensation  - 
with  a  7.5  percent  payroll  tax  and  an  increase  of  4  percentage  points  in  the  corporate  income 
tax  rate  on  the  most  profitable  firms. 


Major  Benefits 

■  Eliminates  competitive  disadvantages  -  domestic  and  international  --  faced  by  companies 
providing  health  coverage  for  their  employees. 

■  Allows  businesses  to  hire  whomever  they  want  -  without  worrying  that  hiring  an  older  person 
or  someone  with  a  preexisting  condition  will  raise  insurance  costs 

■  By  controlling  runaway  medical  inflation,  eliminating  waste  and  requiring  that  all  businesses 
contribute  their  fair  share,  businesses  now  providing  health  benefits  will  save  money,  allowing 
them  to  improve  their  operations  and  expand  job  opportunities.  (Currently,  over  90%  of  after- 
tax profits  are  spent  on  health  benefits,  up  from  74%  in  1984  and  14%  in  1965). 


Average  Health  Benefit  Costs  and  Savings  as  a  Percent  of  Payroll 

for  Companies  Currently  Providing  Health  Benefits,  1989 

1989 

Payroll 

1989 

Payroll 

Payroll 

Cost 

Payroll 

Cost 

Industry 

Costs 

Savings 

Industry 

Costs 

Savings 

|  Total  AD  Industm 

11.6 

4.1 

Machinery 

7.4 

-0.1 

H  Total,  AO  Manufacturing 

111 

4.6 

Elect.  Mach.,  Equip  &  Supplies 

11.2 

3.7 

I   Food,  Beverage*  and  Tobacco 

93 

1.8 

Transportation  Equipment 

13.7 

6.2 

A   Textile  Products  and  Apparel 

9.4 

1.9 

Instruments  and  Misc 

11.0 

3.5 

I    Pulp,  Paper,  Lumber,  &  Furn. 

10.4 

2.9 

Total  all  Non-manufacturing 

113 

3.8 

|   Printing  and  Pubfishing 

8.0 

05 

Public  Utilities 

13.} 

6.2 

II   Chemicals  and  ABed  Products 

14.8 

73 

Department  Stores 

7.0 

•05 

H   Petroleum  Industry 

103 

2.8 

Trade  (Wholes.  &  other  Retail) 

119 

5.4 

|   Rubber,  Leather  and  Plastic 

15.7 

8.2 

Banks,  Finance,  etc 

7.7 

0.2 

Stone,  Glass  and  Cby  Products 

10.6 

3.1 

Insurance 

10.0 

25 

Primary  Metal  Industry 

14.4 

6.9 

Hospitals 

10.1 

2.6 

I   Fabricated  Metal  Products 

193 

11.8 

Misc  Nonmfg  Industry 

10.0 

25 

I  NOTE;  Cafculatkm  based  on  198 

9  survey  of  approximately  1,000  companies  by  U.S.  Chamber  Research  Center, 

Employee  Benefits.  1990  Edition. 

Includes  employer  HI  tax  liability  and  medical  component  of  workers* 

compensation,  but  not  corporate  income  tax  liability  data,  for  which  data  was  not  available. 
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The  Russo  Bill 
Impact  on  a  Family  of  Four 

Major  Provisions 

■  Provides  families  with  full  access  to  comprehensive  medical  care  --  including  preventive  care, 
prescription  drugs,  and  long-term  care  -  at  the  physician,  hospital  or  provider  of  their  choice. 

■  Prohibits  deductibles  and  copayments  for  covered  services. 

■  Eliminates  private  health  insurance  and  out-of-pocket  costs  for  covered  services,  retains  the 
current  1.45%  HI  payroll  tax,  and  increases  personal  income  tax  on  top  brackets 

Major  Benefits 

■  Non-elderly  families  and  individuals  save  $25  billion  in  insurance  and  out-of-pocket  costs. 

■  All  families  are  guaranteed  full  health  care,  including  annual  checkups,  dental  care, 
immunizations  and  prescription  drugs. 

■  Coverage  cannot  be  lost  or  reduced  because  of  changes  in  employment  or  health  status. 


■  Families  will  no  longer  have  to  rely  on  private  insurance  companies  to  provide  affordable 
coverage  and  approve  their  claims  or  face  the  threat  of  financial  disaster  if  someone  gets  sick  • 
•  all  costs  are  fully  covered  by  the  national  health  plan. 


Changes  In  Personal  Income  Taxes  and  Average  Hea 
for  a  Family  of  Four,  1990  Income  Leve 

Ith  Care  Savings 
sis 

Income  Level 

Personal  Income 
Tax  Increase 

Average  Out-of-Pocket 
Health  Care  Savings 

|  Lowest  20  percent  (Average  income  =  $12,800) 

$0 

$930 

y  Second  20  percent  (Average  income  =  $27,400) 

$0 

$1,440 

|  Third  20  percent  (Average  income  =  $39,200) 

$0 

$1,590 

f  Fourth  20  Percent  (Average  income  =  $54,000) 

$50 

$1,750 

Next  15  percent  (Average  income  =  $81,600) 

$460 

$2,020 

Next  5  percent  (Average  income  =  $273,100) 

$12,290 

$2,620 

Note:  These  figures  art  for  no-elderly  families  of  four.  Current  health  care  costs  covered  by  plan  include  covered  out 
of  pocket  expenses  (including  insurance).  Tax  figures  assume  no  special  break  for  capital  gains  (treated  as  regular 
y  income)  and  addjjfianal  personal  income  tax  reforms  affecting  high  income  families. 
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The  Russo  Bill 
Impact  on  Senior  Citizens 


Major  Provisions 


Provides  comprehensive  coverage,  including  long-term  care,  home  care,  prescription  drugs,  and 
preventive  services  not  now  covered  by  Medicare.  There  are  no  copyaments  or  deductibles. 

Senior  citizens  contribute  to  the  National  Health  Trust  Fund  through  a  monthly  long-term 
care/health  premium  (equal  to  Part  B  premium  plus  $25/month),  an  increased  personal  income 
tax  on  those  in  the  top  income  brackets,  and  a  provision  to  increase  the  portion  of  Social 
Security  benefits  included  as  taxable  income. 

Senior  citizens  with  incomes  below  120%  of  poverty  do  not  pay  the  monthly  premium  and  are 
not  affected  by  the  Social  Security  or  personal  income  tax  changes. 


Major  Benefits 

■  Saves  senior  citizens  $33  billion  in  current  health  care  costs. 

■  Eliminates  out-of-pocket  costs  and  balance  billing  for  covered  services;  gets  rid  of  Medicare 
deductibles  and  cost-sharing. 

■  Protects  those  now  facing  cutbacks  in  coverage  and/or  increased  cost-sharing  as  businesses 
reduce  retiree  benefits. 

■  Protects  retirees  from  losing  health  care  benefits  if  their  firm  goes  bankrupt. 

■  Eliminates  the  need  for  Medigap  insurance. 


Average  Net  Savings  from  Russo  Bill 
For  Senior  Citizens  Not  on  Medicaid 


Single  Households 


Median  Income 


Net  Savings 


Married  Couples 


Median  Income 


Net  Savings 


Lowest  Fifth 
Second  Fifth 
Middle  Fifth 
Fourth  Fifth 
Highest  Fifth 


$5370 
$10,548 
$13,520 
$22,843 
$62,801 


$1,120 
$1,131 
$1,424 
$1,717 
$1,086 


$11,958 
526,238 
$39,631 
$55,603 
$133,414 


$2,161 
$2,159 
$2,165 
$2,518 
$2,878 


Note  Net  savings  arc  based  on  a  comparison  of  average  household  spending  for  taxes.  Medicare  premiums,  and  out-of-pocket 
expenses. 
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DESCRIPTION  OF  THE  RUSSO  UNIVERSAL  HEALTH  CARE  PLAN 
H.R.  1300 
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WASHINGTON.  D.C.  20515 
202-225-5736 
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70W3MI7I 


This  proposal  would  establish  a  national, 
single-payer  health  insurance  program  that  would  cut  the 
nation's  health  care  costs,  while  guaranteeing 
comprehensive,  quality  health  care  for  all  Americans. 


Benefits  and  Eligibility 

The  federal  government  would  provide  health 
insurance  for  all  U.S.  citizens.     Citizens  would  receive 
a  health  insurance  card  entitling  them  to  the  national 
health  insurance  benefits. 

These  benefits  include: 

-  All  medically  necessary  hospital  services  (with  a  45 
day  limit  for  mental  health  services) 

-  Nursing  facility  services 

-  Home  health  services 

-  Hospice  care 

-  Medical  and  other  health  services  furnished  by  health 
care  professionals  authorized  to  provide  services  under 
state  law  (with  a  limit  of  20  outpatient  psychotherapy 
and  counseling  visits  a  year) 

-  Dental  and  vision  services 

-  Prescription  drugs 

-  Preventive  care 

-  Home  and  community-based  services  for  persons  with 
difficulty  performing  at  least  two  activities  of  daily 
living  (ADLs) 

-  Other  medical  or  health  care  items  or  services  as  the 
Secretary  of  Health  and  Human  Services  determines  to  be 
appropriate. 

There  would  be  no  coinsurance  or  deductibles  and 
consumers  would  be  free  to  choose  their  own  doctors, 
hospital,  or  health  care  provider  of  their  choice. 
Providers  would  be  prohibited  from  charging  more  than 
they  received  from  the  government. 
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Payments  to  Providers 

Hospitals  and  nursing  homes  would  be  paid  monthly  based  on 
prospective  global  budgets  established  annually  through 
negotiations  with  the  designated  government  agency  and  reviewed  by 
State  Advisory  Boards.     Payment  for  capital-related  items  and 
direct  medical  education  would  be  budgeted  and  allocated 
separately. 

Physicians  and  other  health  care  professionals  would  be 
reimbursed  according  to  fee  schedules  established  by  the  Secretary 
of  Health  and  Human  Services  and  adjusted  by  geographic  region. 
The  Secretary  would  be  advised  on  the  fee  schedules  by  the 
Physician  Payment  Review  Commission  and  the  Health  Care  Payment 
Review  Commission. 

Other  health  care  facilities  as  well  as  home  health  services, 
home  and  community-based  services,  and  group  practices  could  elect 
to  be  reimbursed  based  on  global  budgets,  fee  schedules,  or  another 
approved  prospective  payment  system,   including  capitation,  provided 
their  choice  is  approved  by  the  designated  government  agency. 


Administration 

The  Department  of  Health  and  Human  Services  would  administer 
the  program  at  the  national  level  and  the  state  could  choose  to 
administer  the  program  at  the  state  level. 

Each  year  the  Secretary  of  Health  and  Human  Services  would 
establish  a  national  health  budget  and  state  health  budgets 
specifying  the  amount  to  be  spent  for  health  that  year  and  how  that 
money  would  be  divided  among  the  provided  services.     These  budgets 
would  act  as  expenditure  targets,  so  that  if  the  budget  for  a 
service  were  exceeded,  the  Secretary  could  lower  payments  for  that 
service  the  following  year. 

The  Secretary  would  establish  separate  budgets  for  capital 
expenses  and  direct  medical  education,  and  specify  how  this  money 
would  be  divided  among  the  states.     States  would  allocate  these 
funds  within  their  state  to  assure  a  fair  and  efficient 
distribution  of  resources. 

The  national  budget  would  be  increased  every  year  based  on 
inflation  and  growth  in  our  Gross  National  Product.  Advisory 
Boards  representing  both  consumers  and  health  care  providers  would 
advise  on  the  implementation  of  this  program  at  both  the  state  and 
federal  levels. 

The  Secretary  or  State  may  enter  into  contracts  with  qualified 
entities  to  process  claims.  Only  one  contract  would  be  allowed  per 
state. 
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Financing 

The  program  would  be  financed  through  a  new  6%  payroll  tax  on 
employers,  an  increase  in  the  corporate  income  tax  from  34%  to  38% 
for  businesses  with  more  than  $75,000  in  profits,   increases  in  the 
personal  income  tax  from  15%-28%-31%  to  15%-30%-34%  with  a  top  rate 
at  38%  for  families  with  incomes  over  $200,000,  reforms  of  the  tax 
code,  a  long  term  care/health  premium  equal  to  the  Part  B  premium 
plus  $25/month  for  the  elderly  above  120%  of  poverty,  an  increase 
in  the  amount  of  Social  Security  benefits  included  as  taxable 
income  from  50%  to  85%,  state  payments  equal  to  85%  state  Medicaid 
effort  plus  an  annual  per  capita  fee  of  $85,  and  federal 
contributions  equal  to  current  spending  on  health  care. 

All  revenues  collected  for  health  care  would  be  placed  into  a 
National  Health  Trust  Fund  and  could  only  be  used  for  health  care 
expenses. 

The  attached  chart  illustrates  the  effect  of  the  tax  changes 
on  business,  the  non-elderly,  the  elderly,  states,  and  the  federal 
government . 

Quality  of  care 

The  bill  would  apply  the  outcomes  research  and 
practice  guideline  provisions  recently  incorporated  into  Medicare 
to  the  entire  national  health  care  system. 


Other  federal  programs 

Persons  currently  covered  under  Medicare,  Medicaid,  CHAMPUS, 
the  Department  of  Veteran's  Affairs  health  program,  and  other 
federal  health  programs  would  be  covered  under  this  proposal.  All 
US  citizens  would  be  entitled  to  identical  benefits  from  the  health 
care  provider  of  their  choice. 
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Mr.  Gibbons.  Mr.  Russo,  as  I  understand  it,  under  your  plan, 
there  would  be  no  other  payer  other  than  the  Federal  Govern- 
ment? 

Mr.  Russo.  That  is  correct,  Mr.  Chairman.  Except  to  the  extent 
that  we  want  to  insure  for  private  rooms  and  cosmetic  surgery  and 
over-the-counter  drugs,  there  would  probably  be  no  market  for  the 
private  health  insurance  industry.  But  if  you  felt  that  it  was  impor- 
tant that  you  were  insured  for  private  rooms  and  cosmetic  surgery, 
then  I  guess  if  the  insurance  industry  would  offer  such  a  policy, 
you  could  purchase  it.  But  other  than  that,  I  do  not  see  much  room 
for  private  health  insurance. 

Mr.  Gibbons.  Do  the  benefits  of  your  bill  go  to  dentistry? 

Mr.  Russo.  Yes,  vision  care,  dental  care,  mental  health  illness, 
prescription  drugs,  all  medically  necessary  hospital  expenses  and 
physician  expenses.  This  is  about  as  comprehensive  as  I  can  come 
up  with,  Mr.  Chairman. 

Mr.  Gibbons.  I  have  no  other  questions. 

Mr.  Downey. 

Mr.  Downey.  Thank  you,  Mr.  Chairman. 

First  of  all,  I  want  to  commend  our  colleague  for  introducing  this 
and  working  on  this  legislation  and,  make  no  mistake  about  the 
fact  that,  while  it  has  many  other  cosponsors,  this  is  Mr.  Russo's 
hard  work. 

Marty,  I  would  like  to  just  ask  you  to  respond,  if  you  would,  to 
the  point  that  Senator  Rockefeller  made  about  the  $209  billion 
which  would  be  transferred  from  the  corporate  side  to  the  individ- 
ual. I  think  he  made  the  point  that  this  was  somehow  money  that 
was  going  to  be — is  this  lost  in  your  plan,  or  is  this  some  money 
that  we  can  make  sure  of  the  fact  that,  if  the  private  interests  are 
relieved  of  this  responsibility,  that  it  could  be  made  up  in  some 
way? 

Mr.  Russo.  Basically,  what  this  plan  does  is  it  says  to  the  busi- 
ness community,  to  the  nonelderly  and  the  elderly,  here  is  the  x 
amount  of  dollars  that  you  spend  today  on  health  care,  and  using 
1989  dollars,  it  was  $176  billion  for  business,  and  $129  billion  of  it 
was  through  employee  health  insurance.  Well,  that  is  going  to  be 
eliminated  under  my  plan,  so,  in  order  to  capture  that  $129  billion 
cost,  we  increase  the  health  insurance  tax  to  7.5  percent. 

So,  basically  it  is  not  adding  a  new  cost  to  the  system,  it  is  re- 
placing the  current  source  with  a  different  source,  and  in  the  long 
run,  by  adopting  a  single-payer  approach,  you  will  take  advantage 
of  anywhere  between  $60  and  $80  billion  of  administrative  cost  sav- 
ings. If  the  CBO's  numbers  are  right,  we  spend  in  the  area  of  about 
$140  billion  now  on  administration  a  year.  We  could  save  at  least 
half  of  those  costs  through  a  single-payer  system.  I  do  not  think  it 
is  unreasonable  to  feel  that  you  can  do  that. 

You  are  able  then,  for  less  money  than  we  spend  today,  to  give 
quality  care  that  contains  costs,  that  gives  Americans  peace  of 
mind  and  universal  access.  That  is  what  this  bill  does.  Total  health 
care  costs  in  1989  were  $589  billion.  If  you  take  our  approach,  it 
will  cost  $549  billion.  We  could  even  do  it  for  less,  but  I  would 
argue  that  if  they  want  to  do  it  for  the  same  amount  of  money,  you 
know,  I  am  not  averse  to  spending  an  extra  $40  billion  on  health 
care. 
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Mr.  Gibbons.  Are  there  other  questions  of  Mr.  Russo. 
Mrs.  Johnson.  Mr.  Chairman. 
Mr.  Gibbons.  Mrs.  Johnson. 

Mrs.  Johnson.  I  just  have  to  say,  Marty,  that  I  have  a  lot  of  trou- 
ble with  the  fairness  issue.  I  have  a  lot  of  trouble  with  taxing 
people  who  will  never  earn  more  than  $15,000  or  $20,000  a  year  to 
provide  unlimited  and  open-ended  benefits  for  people  who  have 
earned  over  $100,000  a  year  most  of  their  earning  life.  I  think  that 
is  a  deep-seated  equity  issue  that  has  to  be  a  part  of  this  debate. 

The  second  concern  that  I  have  with  your  approach  is  that  the 
taxes  will  not  be  closely  aligned  with  the  product  that  they  are 
funding.  Once  you  have  paid  the  taxes  and  you  are  in  the  system, 
then  you  think  that  you  get  everything  for  nothing.  We  know  that 
mentality  has  been  one  of  the  reasons  why  we  are  purchasing  a  lot 
of  things  that  really  are  not  necessary  or  of  great  value  in  our  cur- 
rent health  care  system. 

As  one  who  was  very  much  a  part  of  expanding  home  care  in 
Connecticut,  the  deep-seated  problem  we  got  into  was  the  displace- 
ment of  government-provided  services  for  family  provided  services. 
Some  of  these  services  were  things  that  actually  the  grandson  or 
the  niece  or  nephew  could  very  well  do  and  with  the  human  con- 
tent of  their  doing  it  and  the  relationship  response,  the  result  was 
really  far  superior  to  government-provided  services,  no  matter  how 
good  the  care  provider  was. 

So,  your  unlimited  benefits  menu  and  your  unlimited  inclusion 
are  bound  to  cost  considerably  more  money  than  we  have  now.  I 
look  at  the  estimates  on  defensive  medicine.  If  we  just  reform  mal- 
practice insurance  in  America,  we  would  save  as  much  as  you  will 
save  through  administrative  costs. 

I  worry  about  this  rapid  expansion  of  benefits.  I  also  worry  about 
there  being  no  differentiation  between  the  low-income  earner  and 
the  high-income  earner,  as  a  matter  of  public  policy  and  fairness. 

Mr.  Russo.  Well,  I  think  the  bottom  line  question  is  whether  or 
not  we,  as  a  nation  that  spends  so  much  money  can  give  universal 
access  for  the  same  amount  of  money.  It  is  obvious  that  every  other 
industrialized  nation  in  the  world  provides  universal  access  for  less 
than  we  do.  I  think  that  is  the  basic  decision  we  have  to  make 
here:  Do  we  want  to  give  quality  care,  contain  costs,  and  give 
Americans  peace  of  mind. 

If  you  are  concerned  about  home  health  care,  I  do  not  think  it  is 
important  to  put  people  in  nursing  homes.  This  gives  you  the 
option  of  keeping  the  family  member  at  home  and  giving  home 
health.  You  do  not  have  to  worry  about  how  expensive  it  is  or  how 
you  are  going  to  pay  for  it.  It  will  to  be  taken  care  of.  I  think  this 
is  the  fairest  way  of  doing  it.  It  is  based  on  your  ability  to  pay  and 
everyone  gets  universal  health  care  coverage. 

Right  now,  the  only  people  who  get  quality  care  in  the  United 
States  are  the  people  who  can  afford  it.  The  current  system  denies 
quality  care  to  the  vast  majority  of  people  in  this  country.  One 
thing  that  we  learned  from  the  seminar  this  weekend  is  that  if 
there  is  one  major  concern  of  Americans,  it  is  that  they  do  not  be- 
lieve that  they  will  have  their  current  health  benefits  in  the 
future.  In  fact,  in  talking  to  some  of  the  faculty  members  at  the 
seminar,  a  lot  of  people  do  not  even  believe  they  have  enough 
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today,  that  actually  when  they  get  sick  and  go  into  the  hospital, 
that  somehow  they  are  going  to  find  in  the  little  tiny  lines  in  their 
policy  that  this  care  is  excluded. 

I  think  once  you  give  a  comprehensive  program  and  you  set  up 
global  budgeting,  expenditure  targets,  practice  guidelines  and  out- 
comes research,  you  are  going  to  have  the  best  system  possible  at  a 
lower  cost,  and  everyone  ought  to  be  able  to  have  it. 

You  know,  Nancy,  my  biggest  problem,  for  $600  billion-some  that 
we  are  spending,  why  can't  we  give  it  to  everybody?  Someone  has 
got  to  convince  me  that  we  cannot  do  that. 

Mrs.  Johnson.  I  certainly  do  agree  with  you  that  we  have  to 
have  a  national  policy  that  guarantees  universal  access.  But  I 
think  the  record  should  note  that  one  of  the  things  that  was  not 
said  this  weekend  was  any  criticism  leveled  at  the  quality  of  care 
that  America  is  delivering  through  its  health  care  system.  There 
was  no  evidence  of  public  dissatisfaction  with  quality  of  care.  There 
was  great  evidence  of  public  fear  that  costs  would  drive  health  care 
out  of  their  reach.  I  think  it  is  a  real  tribute  to  what  we  have  ac- 
complished in  this  Nation  that  we  do  have  the  highest  quality 
health  care  system  in  the  world. 

Mr.  Russo.  I  guess  the  question  is  having  the  highest  quality  and 
the  most  expensive,  but  still  having  37  million  Americans  without 
it  says  there  is  a  major  lack  of  benefits  to  a  large  sector  of  our  pop- 
ulation. 

Let  me  say  that  one  of  the  other  things  that  came  out  this  week- 
end was  that  the  quality  could  be  on  the  wane,  as  the  insurance 
companies  become  more  a  part  of  the  decisionmaking  process.  One 
of  the  differences  between  our  system  and  the  Canadian  system  is 
that  the  Canadians  have  made  a  decision  that  they  are  going  to 
take  care  of  critical  care  first  and  noncritical  care  second,  but  the 
person  who  makes  that  decision  in  Canada  is  the  doctor,  and  that 
is  what  we  need  in  this  country. 

I  want  to  put  my  faith  in  the  doctor,  because  if  the  doctor  says, 
Marty,  you  need  knee  surgery  or  back  surgery,  I  want  to  deal  with 
him.  I  am  more  comfortable  with  the  medical  decision.  I  do  not 
want  to  have  to  say,  well,  now  I  have  got  to  get  precertification,  I 
have  got  to  go  to  whoever  they  think  I  ought  to  go  to,  because  they 
think  it  is  a  rip-off.  I  want  the  doctor  to  make  that  decision  and 
then  I,  as  a  consumer,  can  say,  well,  I  will  go  somewhere  else  if  I 
do  not  have  any  faith  in  this  doctor  or  I  do  not  want  to  have  my 
back  operated  on.  It  is  my  decision. 

But  the  way  it  is  run  now,  everything  that  we  do  to  contain  costs 
denies  access  and  denies  me,  as  a  consumer,  the  opportunity  to 
have  input  into  the  process.  I  do  not  think  that  is  what  the  Ameri- 
can people  want.  This  is  why  they  lack  confidence  in  the  future. 
They  are  afraid  that,  as  we  screw  down  the  bolt,  all  we  are  going  to 
do  is  make  it  tougher  and  tougher  for  us  to  deal  with  the  problem 
of  how  we  are  going  to  be  able  to  pay  for  our  health  care  in  the 
future. 

Mrs.  Johnson.  Actually,  global  budgets,  with  their  targets,  will 
clearly  limit  access.  We  have  a  global  budget  in  the  VA  system  and 
we  have  a  target.  It  is  a  funded  program.  I  have  heard  them 
testify  
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Mr.  Russo.  But  you  are  talking  about  the  American  system  that 
does  not  work.  We  have  a  system  that  is  horrible.  If  you  want  to 
see  global  budgeting  work,  just  go  to  the  Canadian  system. 

Mrs.  Johnson.  That  is  right,  but  the  Canadian  system  has  exact- 
ly some  of  the  components  that  the  VA  system  has.  They  have 
global  budgets,  and  they  only  have  money  for  a  limited  number  of 
operations  in  certain  instances.  Therefore,  all  of  the  people  may 
not  get  served  in  a  timely  manner.  They  have  a  plan  that  allows 
them  to  pick  a  real  emergency  case  and  move  it  ahead,  but  there 
are  a  lot  of  what  we  would  consider  to  be  emergency  cases  that  do 
not  get  moved  ahead. 

Mr.  Russo.  Yes,  but  the  doctor  makes  the  decision,  Nancy,  not 
the  insurance  company. 

Mrs.  Johnson.  There  is  an  effort  in  both  systems  to  allocate  care 
according  to  the  greatest  need.  But  your  system  assumes  that 
Washington  is  better  at  doing  that  than  are  insurers.  My  system 
assumes  that  insurers  and  local  providers  are  better  at  doing  that, 
and  I  think  that  is  an  important  point. 

Mr.  Russo.  Who  is  running  it  now?  The  Government  is  not  run- 
ning it  now.  The  insurers  are  making  the  decision  now,  and  that  is 
why  it  is  so  lousy.  We  cannot  keep  the  current  system. 

Mrs.  Johnson.  Thank  you. 

Mr.  Gibbons.  Other  questions? 

Mr.  Russo.  Thank  you,  Mr.  Chairman. 

Mr.  Gibbons.  Thank  you,  Mr.  Russo. 

Our  next  witness  is  a  member  of  our  committee,  Mr.  Grandy. 

STATEMENT  OF  HON.  FRED  GRANDY,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  IOWA 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

With  the  committee's  indulgence,  I  will  deliver  my  testimony 
from  my  position  on  the  panel,  as  I  do  not  think  I  could  be  farther 
away  from  the  sources  of  real  power  in  this  room  than  from  where 
I  am  right  now. 

On  the  future  of  health  care  in  this  country — and  let  me  say  that 
one  of  the  reasons  I  am  pleased  to  be  on  this  committee  is  that  it 
will  be  this  committee  that  will  finally  and  formally  make  those 
decisions  for  Americans. 

Specifically,  how  we  go  about  making  the  cost  of  health  care  for 
those  with  coverage  more  affordable,  how  we  widen  access  to  those 
who  have  no  coverage  at  all,  and  how  we  improve  the  quality  of 
health  care  for  all  Americans  is  the  subject  that  we  will  concern 
ourselves  with. 

Today,  I  am  here  to  provide  an  overview  of  one  piece  of  health 
care  legislation  that  I  introduced  in  the  101st  Congress.  This  bill 
has  been  reintroduced  in  the  102d  Congress  as  H.R.  1230  and  is 
known  as  the  Healthcare  Empowerment  and  Access  Legislation  or 
HEAL. 

Mr.  Chairman,  for  the  purposes  of  understanding  where  this  leg- 
islation is,  I  would  describe  the  HEAL  bill  as  somewhere  to  the  left 
of  the  managed  care  options  that  were  described  to  us  over  the 
weekend,  and  somewhere  to  the  right  of  the  mandated  health  bene- 
fit options  that  were  outlined  for  us  over  the  weekend  and  contin- 
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ued  by  Senator  Rockefeller  this  morning.  The  bill  includes,  as  do 
almost  all  of  the  plans  that  I  have  heard  put  before  this  committee, 
that  basic  unit  of  health  care  which  we  all  believe  Americans  are 
entitled  to.  Indeed,  my  plan  would  eventually  mandate  that  right, 
that  unit  of  health  care,  to  all  Americans,  whether  they  are  em- 
ployed or  not. 

It  was  the  delivery  system  of  how  that  health  care  unit  is  provid- 
ed that  provides  the  points  of  my  bill.  Let  me  begin  to  highlight 
those  for  you. 

The  HEAL  bill  offers  a  carrot-and-stick  approach  that  provides  a 
window  of  opportunity  for  the  private  sector.  Through  a  phased-in 
approach,  this  bill  provides  incentives  for  private  and  public/pri- 
vate partnership  arrangements.  The  carrots  are  as  follows:  One 
that  is  also  offered  in  the  Johnson-Chandler  bill  which  has  my  sup- 
port, a  phased-in,  100  percent  tax  deduction  for  the  self-employed 
and  their  employees.  This  of  course,  comports  with  H.R.  784  which 
Mr.  Dorgan  and  I  have  introduced  to  this  committee. 

We  do  not  understand  how  there  should  be  one  standard  deduc- 
tion for  large  corporations,  C-corporations  in  this  country  and  an- 
other one  for  or  lf-employed  individuals  and  S-corporations. 

The  next  carrot,  Mr.  Chairman,  involves  the  preemption  of  State 
health  benefit  mandates  if  the  employer  provides  that  basic  health 
care  plan.  I  would  like  to  add  a  little  bit  more  about  these  State 
mandates.  There  are  presently  about  800  of  them  in  the  United 
States,  as  of  1991.  This  has  grown  from  a  mere  48  mandates  in 
1974.  They  range  from  benefits  as  esoteric,  perhaps,  as  pastoral 
counseling  in  New  Hampshire,  to  hair  transplants  in  Minnesota, 
acupuncture  in  California,  or  chiropractic  services  in  the  State  of 
Iowa. 

None  of  them  necessarily  are  not  worthwhile,  but  taken  in  the 
aggregate,  adds  cost  in  a  lot  of  areas  where  the  benefit,  itself,  is  not 
necessarily  needed. 

Of  course,  that  is  not  to  say  that  under  an  enlightened  plan,  em- 
ployer sponsored  health  insurance  would  not  cover,  as  part  of  the 
basic  plan,  some  of  the  mandated  benefits  that  are  included  right 
now,  such  as  substance  abuse,  prenatal  care,  and  possibly  even 
mental  health  services. 

But  under  my  bill — and  this  is  a  distinction  between  my  bill  and 
the  Johnson-Chandler  approach — the  basic  component  of  health 
care  would  be  devised  by  a  council  composed  of  private  sector 
health  care  experts.  Under  the  HEART  bill,  however,  it  would 
pi  jbably  be  set  forward  through  recommendations  of  the  National 
Association  of  Insurance  Commissioners. 

T  don't  think  this  is  a  significant  difference.  My  only  point  is  that 
I  think  that  should  probably  be  taken  out  of  the  hands  of  policy- 
makers, such  as  the  members  of  this  committee,  and  put  into  a 
commission  or  impartial  panel  to  decide  what  is  the  best  distilla- 
tion of  health  care  coverage. 

The  third  incentive,  the  third  carrot,  are  incentives  for  small 
businesses  to  group  together  and  offer  soundly  financed  multiem- 
ployer health  care  plans  through  501(c)(9)  tax  incentives.  Let  me  be 
a  little  bit  more  specific  on  this. 

Multiemployer  welfare  arrangements  are  generally  not  tax 
exempt  and  have  fewer  regulations.  My  bill  would  change  the  cur- 
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rent  IRS  rules  by  eliminating  the  business  commonality  and  re- 
gional proximity  test  in  the  current  tax  law.  This  could  allow  small 
businesses,  for  instance,  hardware  store  owners,  and  chiropractors, 
to  group  together  and  widen  their  risk. 

We  have  already  seen  a  very  clear  example  of  this  in  Cleveland 
under  the  Council  of  Small  Enterprises,  which  is  perhaps  the  most 
successful  endeavor  of  this  type.  My  bill  encourages  the  creation  of 
these  kinds  of  entities,  but  with  stronger  regulation.  The  policing  of 
these  entities  would  be  intensified  by  requiring  registration  and 
monitoring  at  both  the  State  and  Federal  level. 

Up  to  this  point,  Mr.  Chairman,  MEW  As  and  multiemployer 
trusts  have  suffered  some  abuses  and  as  a  member  of  the  Educa- 
tion and  Labor  Committee  in  the  last  Congress,  I  received  some  tes- 
timony from  the  Inspector  General  of  DOL  to  this  effect. 

Part  of  the  problem  is  that  there  has  been  no  registration  at  the 
Federal  level.  Consequently,  these  plans  have  not  been  policed  at 
the  Federal  level  and  this  has  allowed  for  some  mischief  at  the 
State  level. 

However,  it  has  been  a  viable  source  for  particularly  small  busi- 
nesses to  band  together  and  provide  group  health  insurance  for  sec- 
tors of  the  employment  force  that  otherwise  would  not  be  able  to 
access  health  care.  This  is  an  important  opportunity  that  I  think 
we  should  try  to  encourage  as  we  begin  through  this  phased-in  ap- 
proach. 

The  fourth  incentive  is  an  ERISA  preemption  of  State  barriers  to 
managed  care  options  to  encourage  competition,  innovation  of  cost 
control  approaches,  and  quality  review.  What  am  I  talking  about 
here?  Well,  specifically,  there  are  10  States  that  mandate  specific 
benefits  to  be  provided  by  what  we  now  generally  refer  to  as  pre- 
ferred provider  organizations  and  HMOs.  Virginia  and  Maryland 
are  two  of  those. 

Maryland,  for  example,  currently  has  reimbursement  guidelines 
that  state  that  nonpreferred  providers  may  not  be  paid  less  than  80 
percent  of  the  payments  made  to  preferred  providers.  In  Colorado, 
chiropractic  benefits  are  mandated  in  managed  care  options. 

All  I  am  saying  is  that  if  we  are  going  to  encourage  these  kinds 
of  units,  we  should  allow  the  present  State  laws  that  impede  the 
development  of  these  to  be  stripped  away  if  the  basic  health  care 
unit  is  offered  and  these  managed  care  types  of  strategies  do  con- 
tain costs. 

The  fifth  incentive  is  something  we  have  heard  quite  a  bit  about 
in  this  committee,  outcomes  research  and  practice  guidelines.  I 
merely  provide  more  funding  above  even  the  $120  million  that  the 
President  has  earmarked  for  practice  guidelines  and  outcomes  re- 
search, with  an  idea  toward  educating  consumers  who  purchase 
health  care. 

As  I  discussed  with  Senator  Rockefeller  this  morning,  the  ulti- 
mate goal  of  this  is  hard  to  know.  But  it  seems  to  me  that  it  is 
worth  the  investment  to  work  toward  some  kind  of  practice  guide- 
line, or  common  consumer  understanding  so  that  unnecessary  serv- 
ices are  reduced.  Also,  it  may  be  possible  that  malpractice  costs  are 
lightened,  without  necessarily  going  to  tort  reform,  which  this  com- 
mittee knows  is  a  very  difficult  piece  of  legislation  to  pass  in  this 
Congress. 
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Now,  so  much  for  the  carrots.  If  they  are  not  deemed  appetizing 
after  a  fixed  period  of  time,  and  under  my  bill  it  would  be  2  years, 
the  stick  would  swing  into  effect.  Employers  would  be  obligated  to 
offer  a  basic  group  health  package.  They  would  be  encouraged,  but 
not  required,  to  contribute  to  such  plans.  To  ensure  universal 
access,  a  State-based  nonprofit  corporation  would  serve  as  a  backup 
only  in  the  event  that  group  coverage  for  the  employer's  employees 
is  rejected  by  the  group  health  coverage  provider. 

Individuals  who  would  be  denied  access  to  group  coverage  be- 
cause of  uninsurability  or  material  preexisting  conditions  would  be 
eligible  for  coverage  either  under  an  employer-based  plan,  a  State- 
based  nonprofit  corporation,  or  an  alternative  fallback  system.  This 
would  be  established  by  the  private  sector  voluntarily  or  by  the 
State. 

This  is  what  I  would  describe  as  positive  coercion  or  a  market- 
place mandate,  Mr.  Chairman.  In  other  words,  if  the  employer, 
under  my  plan,  decides  that  he  is  not  going  to  provide  enough  sub- 
sidy to  allow  his  employers  to  access  his  health  care  plan,  the  State 
will  probably  assess  him  for  the  backup  plan  or  cause  him,  per- 
haps, to  provide  some  kind  of  cost  share. 

My  point  is  that  at  this  point,  many  States  have  come  up  with 
creative  and  innovative  options  which  this  committee  ought  to  be 
looking  at,  as  a  laboratory.  I  believe  those  options  are  out  there.  At 
this  point  in  our  deliberations  we  should  be  looking  for  more  ideas 
from  the  States,  as  opposed  to  necessarily  top-down  solutions,  such 
as  some  of  the  single-payer  plans  that  have  been  offered. 

The  key  to  the  approach  is  flexibility.  Local  government  is  given 
an  opportunity  to  build  on  current  successes.  States  are  used  as 
laboratories  of  experimentation.  And  a  confederation  of  States  ap- 
proach is  offered  as  the  U.S.  national  health  care  strategy.  The  one 
unifying  theme  is  that — every  person  has  a  basic  unit  of  health 
care  protection,  whether  they  are  in  Iowa  or  Washington  State  or 
the  District  of  Columbia,  that  would  travel  with  him  or  her  and 
would  perhaps  be  added  to  or  subtracted  from,  but  basic  coverage 
would  be  included. 

That  concludes  my  formal  testimony,  Mr.  Chairman,  and  I  would 
be  pleased  to  take  any  questions  you  may  have. 

[The  prepared  statement  follows:] 
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CONGRESSMAN  FRED  GRANDY 

U.S.   HOUSE  OF  REPRESENTATIVES 

418  CANNON  HOB 

WASHINGTON,   D.C.  20515 

(202)  225-5476 

APRIL  23,  1991 


"HEALTHCARE  EMPOWERMENT  AND  ACCESS  LEGISLATION"   —  H.R.  1230 
TESTIMONY  BEFORE  THE  HOUSE  WAYS  AND  MEANS  COMMITTEE 


Mr.  Chairman  and  members  of  the  Committee,   I  appreciate  this 
opportunity  to  testify  on  one  of  the  most  important  policy 
decisions  confronting  the  United  States  Congress.  Specifically, 
how  we  go  about  making  the  cost  of  health  care  for  those  with 
coverage  more  affordable,  how  we  widen  access  to  those  who  have 
no  coverage  at  all,  and  how  we  improve  the  quality  of  health  care 
for  all  Americans. 

Today,   I  am  here  to  provide  an  overview  of  one  piece  of  health 
care  legislation  that  I  introduced  in  the  101st  Congress.  This 
bill  has  been  reintroduced  in  the  102nd  Congress  as  H.R.   1230  and 
is  known  as  the  HEAL  bill  -  "Healthcare  Empowerment  and  Access 
Legislation . " 

"HEAL"  offers  a  carrot  and  stick  approach  that  provides  a  window 
of  opportunity  for  the  private  sector.     Through  a  phased-in 
approach,   "HEAL"  provides  incentives  for  private  and 
public-private  partnership  arrangements. 

The  carrots  in  this  bill  are: 

1)  a  phased  in  100%  tax  deduction  for  the  self-employed  and 
their  employees; 

2)  pre-emption  of  state  health  benefit  mandates; 

3)  incentives  for  small  businesses  to  group  together  and 
offer  soundly  financed  multi-employer  health  plans  through  501 
(C)    (9)   tax  incentives; 

4)  ERISA  pre-emption  of  state  barriers  to  managed  care 
options  to  encourage  competition,   innovation  of  cost-control 
approaches,  and  quality  review; 

5)  outcomes  research  to  educate  consumers  who  purchase 
health  care;  and 

6)  treatment  practice  guidelines  that  would  work  to  reduce 
unnecessary  services  and  malpractice  costs. 

If  the  carrots  are  not  deemed  appetizing  after  a  fixed  period  of 
time,   the  stick  would  swing  into  effect.     Employers  would  be 
obligated  to  offer  a  basic  group  health  package.     Employers  would 
be  encouraged,  but  not  required,   to  contribute  to  such  plans.  To 
insure  universal  access,  a  state  based  non-profit  corporation 
would  serve  as  a  back-up  only  in  the  event  group  coverage  for  the 
employer's  employees  is  rejected  by  a  group  health  coverage 
provider.     Individuals  who  would  be  denied  access  to  group  health 
coverage  because  of  uninsurability  or  material  pre-existing 
conditions,  would  be  eligible  for  coverage  either  under  an 
employer  based  plan,  a  state  based  non-profit  corporation,  or  an 
alternative  fall-back  system.     This  alternative  would  be 
established  by  the  private  sector  voluntarily,  or  by  the  state. 

The  key  to  this  approach  is  flexibility.     Local  government  is 
given  an  opportunity  to  build  on  current  successes.     States  are 
used  as  the  laboratories  of  experimentation.     A  confederation  of 
States  approach  is  offered  as  the  United  States  national  health 
care  strategy. 

Thank  you  once  again  for  holding  these  hearings  and  providing  me 
with  this  opportunity.  I  would  be  happy  to  answer  any  questions 
at  this  time. 
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Mr.  Gibbons.  Well,  thank  you,  very  much,  Mr.  Grandy,  for  an  in- 
teresting presentation. 

Are  there  questions  of  Mr.  Grandy  from  the  committee  panel? 
[No  response.] 

Mr.  Gibbons.  We  will  go  next  to  Mr.  Waxman. 
Mary  Rose,  I  hate  to  put  you  last,  but  that  is  where  the  staff  put 
you. 

Ms.  Oakar.  I  believe  in  the  seniority  system. 

STATEMENT  OF  HON.  HENRY  A.  WAXMAN,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  CALIFORNIA  AND  CHAIRMAN, 
SUBCOMMITTEE  ON  HEALTH  AND  THE  ENVIRONMENT,  COM- 
MITTEE ON  ENERGY  AND  COMMERCE 

Mr.  Waxman.  Mr.  Chairman  and  members  of  the  committee,  I 
am  pleased  to  be  with  you  to  have  this  opportunity  to  participate 
in  these  important  hearings  on  the  need  to  assure  all  Americans 
access  to  needed  health  care.  Few  problems  facing  Congress  are 
more  urgent,  or  require  such  bold  leadership  as  the  task  of  reform- 
ing our  health  care  system.  All  of  us  recognize  that  our  health  care 
system  offers  the  most  advanced  medical  care  in  the  world,  and 
that  our  investment  in  biomedical  research  is  second  to  none.  How- 
ever, as  this  committee  knows  well,  health  care  reform  raises  many 
difficult  and  controversial  issues. 

In  spite  of  the  strengths  of  our  system,  we  have  been  unable  to 
assure  that  all  Americans  have  timely  or  affordable  access  to  the 
benefits  of  our  health  delivery  system.  Over  31  million  Americans 
have  neither  private  health  insurance,  nor  eligibility  for  public  pro- 
grams. This  number  does  not  include  millions  more  who  have  very 
inadequate  coverage  or  are  just  one  paycheck  away  from  losing 
benefits. 

For  these  Americans  access  to  health  care  means  postponing  rou- 
tine care  for  themselves,  and  their  children,  and  in  the  end,  seek- 
ing urgent  care  in  crowded  and  expensive  hospital  emergency 
rooms. 

Meanwhile  the  cost  of  health  care  grows  at  double-digit  rates  and 
consumes  an  ever  larger  share  of  our  national  resources.  Employ- 
ers who  offer  health  benefits  are  increasingly  shifting  their  costs  to 
workers,  or  simply  dropping  coverage  altogether.  Among  small  em- 
ployers, particularly  those  with  low-wage  workers,  private  health 
insurance  is  often  not  available  or  affordable.  Even  more  insidious 
is  the  erosion  of  existing  coverage  for  chronic  illnesses  as  private 
insurers  seek  to  exclude  permanently  individuals  with  such  preex- 
isting conditions. 

Mr.  Chairman,  all  of  these  problems  are  only  too  familiar  to  this 
committee.  There  is,  in  my  view,  virtually  no  disagreement  over 
the  problems  we  face,  or  the  fact  that  things  are  getting  worse.  We 
have  tried  to  provide  partial  solutions  through  improvements  in 
Medicare  payments  and  expansion  of  Medicaid  eligibility.  But  we 
all  recognize  that  Medicare  cannot  be  the  primary  means  for  fi- 
nancing care  to  the  uninsured  and  while  Medicaid  expansions,  for 
which  I  have  fought  hard,  have  been  of  critical  importance  to 
groups  that  we  have  reached,  they  have  barely  made  a  dent  in  the 
31  million  uninsured. 
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I  believe  we  are  approaching  a  profound  crisis  in  the  financing  of 
health  care.  Our  public  programs  cannot  be  sustained  at  their 
present  growth  rates.  Workers  and  their  employers  will  be  increas- 
ingly unable  to  find  or  bear  the  likely  increases  in  private  cover- 
age, and  providers  will  simply  be  overwhelmed  by  the  cost  of  pro- 
viding services  to  those  who  do  not  pay. 

These  circumstances  provide  us  with  the  opportunity,  indeed,  re- 
quire us  to  seek  fundamental  reform  of  our  health  system.  The 
debate  has  begun.  A  number  of  members  in  this  committee  and  my 
own  have  introduced  broad  reform  proposals  to  guarantee  univer- 
sal access  to  health  care  for  all  Americans. 

I  intend  to  introduce  such  a  measure,  building  on  the  recommen- 
dations of  the  Pepper  Commission  about  which  you  heard  earlier 
today  from  our  colleague,  Senator  Rockefeller,  its  distinguished 
chairman.  My  bill  will  build  on  employer-based  system  for  health 
care  coverage  for  working  people  and  their  dependents.  The  Kenne- 
dy-Waxman  bill,  last  year,  would  have  achieved  this  result  through 
a  mandate  on  employers  to  provide  coverage.  In  the  legislation  I 
intend  to  introduce  next  month,  I  have  adopted  the  pay-or-play 
model  recommended  by  the  Pepper  Commission. 

It  will  also  include  a  residual  public  program  to  assure  access  to 
basic  benefits  for  those  not  enrolled  in  private  plans.  I  intend  to 
include  in  the  bill  cost  containment  policies  modeled  on  those  de- 
veloped in  this  committee  and  my  own,  for  Medicare. 

In  addition,  my  bill  would  put  in  place  reforms  in  insurance  mar- 
keting and  rating  practices  that  will  be  particularly  important  to 
small  businesses.  With  respect  to  this  last  point,  I  do  want  to  em- 
phasize that  insurance  reforms,  alone,  will  not  move  us  toward  our 
goals.  Let's  not  kid  ourselves.  If  we  eliminate  medical  underwriting 
in  private  insurance  and  require  community  rating  of  policies  and 
we  do  not  set  standards  for  basic  benefits,  or  require  employers  to 
provide  coverage,  the  result,  I  fear,  will  be  more  uninsured  persons. 

Community  rating  and  open  enrollment  can  only  succeed  when 
the  costs  of  health  care  are  spread  across  the  full  population  of  an 
area.  Otherwise,  the  insured  risk  pool  will  have  adverse  selection 
and  premiums  will  soon  be  unaffordable. 

Finally,  let  me  also  assure  this  committee  that  I  do  intend  to  in- 
clude a  source  of  financing  in  my  legislation.  I  will  look  to  revenue 
sources  that  are  broad  based,  have  growth  potential,  and  are  pro- 
gressive. 

I  favor  this  legislative  approach  not  because  I  believe  it  is  the 
only  approach  but  because  it  offers  the  least  disruption  to  our 
health  care  coverage  system.  It  maintains  the  system  under  which 
most  employed  people  and  their  dependents  are  now  covered,  pre- 
serves a  role  for  private  insurance,  and  requires  less  direct  public 
expenditures. 

There  are  other  valid  approaches  to  deal  with  these  access  and 
financing  problems.  Proposals  that  rely  on  a  single-payer  model  fi- 
nanced through  public  funds  have  much  to  recommend  them,  not 
the  least  of  which  is  their  simplicity,  and  potential  savings  in  ad- 
ministrative costs.  I  know  a  number  of  your  members  support  such 
an  approach,  including  Mr.  Stark  and  Mr.  Russo,  along  with  my 
own  chairman.  Certainly  I  share  the  goals  they  are  trying  to 
achieve.  All  of  us  sense  the  urgency  of  these  problems  and  failure 
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to  act  will  only  make  matters  worse.  While  we  are  constrained  by 
limited  public  and  private  resources,  I  believe  we  can  craft  a  na- 
tional policy  that  moves  us  toward  our  goal  of  universal,  affordable 
coverage  at  a  pace  that  is  manageable. 

Mr.  Chairman,  I  want  to  commend  you  for  holding  these  hear- 
ings and  assure  you  of  my  intent  to  work  just  as  hard  in  my  com- 
mittee to  move  the  debate  forward  and  to  report  legislation  that 
puts  us  on  the  road  to  a  health  system  that  is  accessible  and  afford- 
able for  all  Americans. 

I  look  forward  to  working  with  the  members  of  this  committee, 
and  my  committee  chairman,  Mr.  Dingell,  my  colleagues  on  the 
Pepper  Commission,  Ms.  Oakar,  Mr.  Stokes,  and  other  members 
who  support  these  needed  reforms. 

Thank  you  and  I  would  be  pleased  to  answer  any  questions  you 
or  other  members  of  the  committee  might  have. 

Mr.  Gibbons.  Well  fine.  I  am  glad  that  you  are,  because  of  your 
distinguished  record  in  health  care,  planning  to  introduce  a  bill.  I 
know  you  had  one  last  year,  but  a  new  one  this  year,  and  we  look 
forward  to  seeing  it  in  greater  specificity  than  you  outlined  here. 

Are  there  questions? 

Yes,  sir,  Mr.  Grandy. 

Mr.  Grandy.  Mr.  Waxman,  first  of  all,  let  me  build  on  what  the 
chairman  said  about  your  contribution  to  health  care  in  this  coun- 
try. Because  of  that,  I  am  curious  to  know  how  you  chose  the  pay- 
or-play  option,  as  opposed  to  the  single-payer  option  which  is  being 
advanced  by  two  prominent  members  of  this  committee  and  there 
are  other  single-pay  options,  of  course,  that  are  out  there  right 
now. 

What  choices  led  you  to  make  that  decision,  because  although  I 
am  in  disagreement  with  you  on  many  of  your  points,  I  would  prob- 
ably have  to  say  that  we  are  probably  in  the  same  category  in 
terms  of  our  legislation.  And  this  committee  went  on  retreat  this 
last  weekend  and,  of  course,  discussed  pay-or-play  and  it  met  with 
mixed  reviews. 

What  led  to  your  choice  for  this  option? 

Mr.  Waxman.  Well,  we're  not  designing  a  health  care  system 
from  scratch.  We  are  trying  to  see  where  we  go  from  where  we  are 
to  where  we  want  to  end  up,  which  is  everybody  having  access  to 
care,  constraining  the  costs  and  keeping  the  quality  at  a  decent 
level. 

And  it  seems  to  me  far  less  disruptive  if  we  build  on  what  we 
have  that  we  know  is  good.  Most  people  have  their  health  insur- 
ance through  their  jobs.  At  one  time,  I  think  we  believed — perhaps 
1965  was  such  a  year — that  most  people  would  get  their  insurance 
through  their  jobs,  Medicare  would  take  care  of  those  who  didn't 
have  jobs  because  they  were  retired  or  they  were  disabled,  Medic- 
aid would  take  care  of  those  who  didn't  have  jobs  because  they 
were  poor,  and  by  and  large,  the  system  would  be  taken  care  of, 
everybody  would  have  access  to  it. 

Now,  what  we  have  seen  is  a  phenomenon  of  working  people  un- 
insured and  that  is  a  growing  phenomenon.  Rather  than  redo  the 
whole  health  care  system,  which  I  think  leads  us  down  a  road  with 
lots  of  pitfalls,  I  think  we  have  a  way  to  develop  a  uniquely  Ameri- 
can national  health  care  system  by  building  on  what  we  have,  fill- 
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ing  in  the  gaps  and  then  pulling  it  together  in  ways  that  would 
make  it  work. 

Mr.  Grandy.  All  right,  now,  let  me  ask  you  this,  because  this  is 
going  to  be  asked  of  any  proposal  that  finally  enjoys  the  consider- 
ation of  this  committee  and  yours.  What  are  the  major  cost  control 
elements  of  your  plan  this  year,  as  opposed  to  last  year? 

Mr.  Waxman.  Yes.  We  have  enacted  cost  controls  in  the  Medi- 
care system — the  way  we  reimburse  hospitals,  the  RB/RVS  for 
physicians.  When  we  have  a  public  program  to  replace  Medicaid 
and  bring  it  along  with  Medicare,  these  same  kinds  of  cost  controls, 
I  think  have  to  be  a  part  of  the  public  program. 

The  public  program  at  that  point  is  going  to  have  an  enormous 
amount  of  clout  in  the  marketplace.  I  think  that  that  will  enable 
us  to  have  a  much  greater  impact  on  health  care  costs  overall. 

Now,  a  lot  of  the  problem  with  health  care  costs  is  all  of  that 
shifting  that  is  going  on.  If  people  have  coverage,  there  won't  be 
that  need  for  shifting.  I  also  think,  quite  frankly,  that  for  those 
who  are  insured  by  private  insurers,  those  private  insurers  ought 
to  have  the  option  to  pick  up  the  public  rate,  and  thereby,  bringing 
about  some  uniformity. 

There  is  no  doubt  in  my  mind  that  the  most  efficient  way  for 
cost  controls,  if  that  is  our  primary  objective,  would  be  a  single 
payer.  But  I  don't  think  that  is  the  only  way  to  bring  about  cost 
controls  in  the  system. 

Mr.  Grandy.  I  agree  with  you  on  that  point. 

One  final  query.  Do  you  believe  that  when  we  finally  determine 
whether  legislatively  or  by  commission  or  however,  on  that  basic 
unit  of  health  care  coverage  that  we  want  to  underwrite  as  every 
American's  entitlement,  should  that  include  a  catastrophic  compo- 
nent? 

Mr.  Waxman.  Yes. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 
Thank  you,  Mr.  Waxman. 

Mr.  Waxman.  I  think  we  need  a  minimum  set  of  benefits  and 
that  would  have  to  be  part  of  the  minimum. 
Mr.  Gibbons.  Mrs.  Johnson. 
Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Waxman,  and  it  certainly  has  been  a  pleasure  to 
work  with  you  on  a  number  of  issues.  I  want  to  acknowledge  your 
extraordinary  leadership  and  dedication,  particularly  to  Medicaid 
issues  and  the  health  care  needs  of  poor  Americans. 

Would  you  enlarge  a  little  bit  on  your  reference  in  your  testimo- 
ny to  a  model  public  program?  Certainly  Medicaid  cannot  claim 
any  longer  to  be  a  model  public  program.  But,  I  do  appreciate  your 
comment  a  few  minutes  ago  about  the  fact  that  we  do  have  a  na- 
tional health  care  policy  that,  at  one  time,  seemed  to  meet  our 
needs,  and  that  the  opportunity  now  to  change  it  could  make  that 
policy  powerful  for  all  our  citizens.  I  appreciate  that  comment. 

Mr.  Waxman.  I  thank  you  for  your  very  kind  words  about  my 
work.  I  was  not  around  here  in  1965  when  Medicaid  was  adopted 
but  the  way  I  thought  people  looked  at  it  was  that  they  wanted  to 
provide  mainstream  health  care  for  poor  people,  just  as  we  were 
going  to  have  mainstream  health  care  that  we  would  purchase  for 
Medicare  beneficiaries. 
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That  hasn't  been  true  for  Medicaid.  The  Medicaid  program  has 
been  a  second-class  health  care  system  at  best.  It  is  clearly  an  infe- 
rior health  care  system  for  the  poor.  I  would  like  to  see  a  public 
program  that  does  not  bear  the  stigma  of  welfare  tied  to  it.  In  fact, 
if  we  had  my  ideal  of  the  pay-or-play  system,  I  would  like  to  see 
employers  be  able  to  buy  their  employees  into  the  public  program. 

In  that  way,  I  think  we  can  start  eliminating  the  various  classes 
of  care  that  we  get.  But  this  public  program  ought  to  be  a  decent 
public  program  for  care  for  people  that  will  give  them  access  to 
care,  just  as  the  Medicare  program  has  been.  I  often  fear  that  some 
of  the  policies  that  we  have  been  working  on  are  going  to  take 
Medicare  and  turn  it  into  Medicaid.  I  think  we  ought  to  be  moving 
in  the  opposite  direction.  We  ought  to  take  the  Medicaid  program, 
especially  now  that  we  see  the  strains  of  the  program  on  the  States 
and  others,  and  turn  it  into  a  decent  public  program. 

Mrs.  Johnson.  Thank  you. 

Mr.  Waxman.  Thank  you. 

Mr.  Gibbons.  Yes,  sir,  Mr.  McDermott. 

Mr.  McDermott.  Mr.  Waxman,  I  have  been  sitting  here  and  lis- 
tening to  everybody  make  these  proposals  and  you  stimulated  a 
question  in  my  mind.  When  you  put  in  cost  controls  on  physicians, 
relative  value  scale,  you  are  limiting  the  amount  that  can  be  paid 
for  in  any  particular  procedure  or  activity  in  health  care. 

Do  you  foresee  a  day  when  there  might  be  a  limit  on  how  much 
globally  a  physician  can  make? 

Mr.  Waxman.  We  have  seen  models  of  health  care  systems 
where  they  have  global  budgeting,  where  they  decide  the  overall 
amount  that  is  going  to  go  into  the  health  care  system.  The  easiest 
way  to  do  that  is  through  a  direct  appropriation.  I  don't  know  that, 
unless  we  hired  a  physician  to  work  for  a  program,  we  would  set 
the  limit  on  that  individual's  income.  But  I  don't  think  we  need  to 
go  to,  or  have  the  ability  to  go  to,  global  budgeting.  I  just  don't 
think  we  have  the  capability  now  of  even  knowing  where  some  of 
these  health  care  dollars  are  flowing. 

If  we  let  these  reforms  go  into  place  on  the  reimbursement  of 
physicians,  based  on  relative  value,  I  think  that's  going  to  be  tre- 
mendously helpful.  If  we  do  more  of  the  research  that  we  have  au- 
thorized for  practice  patterns,  and  outcomes  research  so  that  we 
know  better  what  we  expect  of  physician's  services,  that  will  give 
us  tools  to  address  this  issue. 

We  have  put  in  the  Medicare  law  a  way  to  address  the  overall 
volume  of  services.  We  have  a  way  to  deal  with  that,  but  I  don't 
know  how  it  is  going  to  work  out  in  practice. 

Mr.  McDermott.  How  long  do  you  think  it  will  take,  under  that 
system,  for  us  to  get  validated  information,  to  get  a  view  of  wheth- 
er people  just  simply  do  more  of  the  same? 

Mr.  Waxman.  Well,  I  think  we  can  see  that  probably  fairly  soon 
because  we  can  have  an  estimate  of  increases  that  we  can  expect 
from  certain  kinds  of  physicians'  services.  But  if  they  are  going  to 
be  in  excess  of  the  volume  limits,  that  assumes  that  we  know  what 
the  volume  ought  to  be.  If  a  doctor  is  prescribing  services  that 
aren't  needed,  that  assumes  that  we  know  what  services  are 
needed.  That,  I  think,  has  to  follow  from  some  of  the  information 
that  we  are  trying  to  get  through  practice  pattern  research. 
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Mr.  McDermott.  Everybody  talks  about,  if  we  do  tort  reform 
somehow  that  will  reduce  the  number  of  procedures  that  are  done. 
I  have  no  faith  whatsoever  in  that.  I  keep  wondering  why  people 
think  that  simply  because  you  change  the  law,  people  will  stop 
practicing  medicine  the  way  that  they  do. 

Mr.  Waxman.  Well,  I  think  medical  malpractice  does  have  an 
impact  on  the  practice  of  medicine.  I  think  it  does  bring  about  a 
defensive  practice  of  medicine.  But  I  don't  know  that  anybody  has 
done  this  study  and  I  would  be  curious  to  know  what  results,  if 
anybody  has  done  any  work  on  it.  The  model  for  tort  reform  that 
has  been  held  out  is  the  law  in  California.  That's  been  reasonably 
successful,  from  everybody  I  have  talked  to,  in  restraining  the  in- 
creases in  malpractice  premium  costs. 

But  I  don't  know  whether  the  practice  of  medicine  has  changed 
in  California  as  a  result.  I  suspect  that  a  lot  of  the  things  that  are 
called  defensive  medicine  for  malpractice  are  patterns  that  are  just 
there  for  lots  of  reasons,  and  physicians  have  not  really  had  a 
reason  to  change  some  of  those  patterns. 

I  think  the  practice  pattern,  outcomes  research  that  this  commit- 
tee and  our  committee  has  called  for  will  give  us  better  tools  to  get 
to  what  is  the  appropriate  practice. 

Mr.  McDermott.  That's  the  reason  I  asked  the  question,  because 
I  know  the  California  law,  and  I  doubt  that  the  practice  patterns 
have  changed.  I  think  it  is  a  very  fertile  area  for  further  research. 

Thank  you. 

Mr.  Gibbons.  Thank  you,  Mr.  Waxman,  we  appreciate  it. 
Mr.  Waxman.  Thank  you,  Mr.  Chairman. 
Mr.  Gibbons.  I  look  forward  to  working  with  you. 
Ms.  Oakar. 

STATEMENT  OF  HON.  MARY  ROSE  OAKAR,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  OHIO 

Ms.  Oakar.  Thank  you  so  much,  Mr.  Chairman  and  members  of 
the  committee,  for  having  what  I  really  believe  are  historical  hear- 
ings. Any  time  the  Ways  and  Means  Committee  meets,  it  is  histori- 
cal, but  the  fact  is  when  you  meet  and  everyone  knows  you  have 
been  on  a  retreat  related  to  studying  the  problem  of  health  care 
and  solutions  to  that  problem,  it  is  very  important. 

I  want  to  say  for  the  record  how  grateful  I  am  to  Chairman  Ros- 
tenkowski — who  is  not  here  at  the  present  time,  but  I  am  sure  you 
will  tell  him  I  said  this — for  adding  mammography  coverage  to 
Medicare  in  the  budget  conference  last  fall,  and  I  am  grateful  for 
the  support  of  the  committee. 

I  think  you  are  going  to  see  that  will  save  a  lot  of  money  and 
will  save  a  lot  of  lives  by  having  that  type  of  preventive  health 
care. 

Mr.  Chairman  and  members,  I  was  privileged  to  be  a  member  of 
the  Pepper  Commission.  Interestingly  enough,  for  whatever  it  is 
worth,  I  was  the  only  woman  on  that  Commission  and  I  did  support 
the  plan  that  was  adopted — by  an  8  to  7  vote.  This  is  the  employer 
based  plan,  that  Mr.  Waxman,  I  think  in  general,  has  been  the 
leader  in  proposing  on  the  House  side. 
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However,  I  offered  a  plan,  and  I  wanted  my  colleagues  to  know 
this,  that  went  a  step  further  in  my  judgment.  That  vote  was  9  to 
6.  And  so  all  of  us  had  the  opportunity  to  write  our  views  as  part  of 
the  Commission  report. 

We  were  charged  to  take  a  look  at  what  is  really  a  national  scan- 
dal. We  can't  hide  behind  any  closed  doors  on  this  one.  The  fact  is 
that  we  have  37  million  Americans  without  access  to  health  insur- 
ance, and  40  million  who  are  underinsured  and  8  million  who  need 
long-term  care. 

I  am  from  Cleveland,  Ohio,  the  home  of  COSE,  and  I  am  proud  of 
our  small  business  people  who  have  organized  to  try  to  get  some 
type  of  coverage  for  their  employees.  But  while  we  have  addressed 
the  issue  of  quality  because  my  home  town  has  marvelous  institu- 
tions and  health  providers,  but  the  fact  is  we  have  all  of  these 
people  in  this  country  with  little  or  no  health  insurance  and  no  one 
that  I  know  of  has  a  policy  for  long-term  care. 

And  yet,  we  have  this  wonderful  phenomenon  that  people  are 
living  longer  in  this  country.  We  have  70-year-old  kids  taking  care 
of  90-year-old  parents  and  they  need  support  services.  You  don't  de- 
crease the  familial  love  by  giving  support  services.  You  enhance  it. 
There  are  a  lot  of  parents  with  children  who  need  long-term  care 
because  of  their  children  with  chronic  problems.  We  have  not  ad- 
dressed that. 

Mr.  Chairman,  I  want  to  ask  unanimous  consent  to  put  my 
entire  statement  in  the  record. 
Mr.  Gibbons.  Without  objection,  it  is  so  ordered. 
Ms.  Oakar.  Thank  you. 

I  just  want  to  speak  a  little  bit  extemporaneously  about  this 
problem. 

In  poll  after  poll  the  American  people  tell  us,  tell  Congress,  tell 
the  President — the  latest  poll,  I  think,  was  67  percent  of  all  Ameri- 
cans felt  that  there  was  some  need  for  universal  accessibility  to 
health  insurance.  Yet,  we  have  really  not  addressed  the  issue  com- 
prehensively. 

Americans  know  one  thing — they  know  they  pay  more  and  they 
know,  for  example,  that  the  average  person  who  is  65  and  older 
pays  $2,000  or  more  in  out-of-pocket  expenses  and  the  average  indi- 
vidual under  65,  or  60  pays  about  $1,200  in  out-of-pocket  expenses. 
They  know  that  the  percentage  of  our  GNP  in  this  country  is  over 
12  percent  in  terms  of  what  we  pay  for  health  care,  compared  to 
Canada's  8.5  percent  or  Japan's  6.7  percent  or  Germany  or  Eng- 
land's 8  percent  and  so  forth. 

They  also  know  something  that  was  reaffirmed  the  other  day, 
that  many,  many  children  have  no  access  to  health  care.  And  they 
also  know  that  we  have  among  the  highest  infant  mortality  rates 
of  any  industrialized  country  or  nonindustrialized  country  in  the 
world. 

So  I  believe,  from  the  bottom  of  my  heart,  that  we  need  to 
reform  health  care  in  two  areas  in  this  country.  Number  one,  we 
have  to  guarantee  that  every  American  has  universal  coverage  and 
long-term  care.  Second,  I  think  we  have  to  ensure  that  the  type  of 
coverage  Americans  have  is  of  a  higher  standard  than  the  average 
American  has  today. 
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What  do  I  mean  by  a  higher  standard?  While  it  is  true  that  we 
pride  ourselves — and  I  would  be  the  first  to  agree  that  we  have  ex- 
cellent health  providers  ready,  willing,  and  able  to  give  this  quality 
and  this  high  standard,  the  fact  is  that  the  majority  of  Americans 
who  are  lucky  enough  to  have  any  health  insurance  have  a  low 
standard  of  coverage.  The  average  American  does  not  have  preven- 
tive health  care  in  their  policies.  Why  did  I  want  to  see  mammog- 
raphy coverage  which  would  save  lives  and  save  money  in  Medi- 
care? I  wanted  it  for  two  reasons.  I  wanted  to  save  the  lives  of  dis- 
abled and  older  women  and  some  men,  and  I  wanted  to  have  the 
private  insurance  companies  imitate  that  element  of  preventive 
health  care. 

Mr.  Chairman,  and  my  colleagues,  in  the  bill  that  I  have  intro- 
duced, which  is  H.R.  8,  which  provides  universal  coverage,  there  is 
an  intense,  comprehensive  attempt  to  have  preventive  health  care 
in  all  areas.  For  example,  I  believe  that  every  child  should  be  im- 
munized against  disease.  I  believe  that  every  adult  should  be  im- 
munized against  disease.  Try  to  find  a  policy  in  this  country  that 
provides  for  that,  that  has  that  as  a  standard  of  coverage.  I  don't 
think  you  will  find  too  many  that  people  have,  if  you  find  any  at 
all. 

I  believe  that  acute  care  should  be  part  of  coverage  and  out-pa- 
tient care.  In  terms  of  long-term  care,  I  would  certainly  add  home 
and  community-based  care  benefits,  homemaker  services,  heavy 
chore  service,  home  health  care  services,  respite  care  services,  and 
nursing  home  benefits  up  to  6  months. 

You  know,  the  average  annual  nursing  home  stay  in  this  country 
is  4  months.  I  would  make  the  benefit  6  months  and  I  would  not 
have  it  means  tested.  I  think  it  is  absolutely  degrading  to  have 
older  people,  in  particular,  lose  everything  they  worked  for  because 
they  need  quality  nursing  home  care. 

What  happens  when  that  person  comes  out  of  the  nursing  home? 
Usually  they  don't  have  a  home  to  come  back  to.  So  I  think  that 
we  should  have  a  long-term  care  policy,  perhaps  naming  it  after 
the  late-great  Senator  Claude  Pepper  who  tried  very  hard  to  get  us 
to  do  something  about  that  several  years  ago  and  have  comprehen- 
sive services. 

I  would  also  include,  Mr.  Chairman,  in  the  preventive  health 
care  area,  beyond  the  wellness  programs  that  I  have  already  de- 
scribed, such  as  cancer  screening  and  vaccinations,  etc.,  I  would  in- 
clude alcohol  and  drug  treatment  as  well,  that  as  we  know  if 
people  are  treated  and  have  those  diseases  arrested  it  saves  them 
from  having  other  chronic  long-term  problems. 

In  addition,  I  would  include  research  to  find  cures  for  diseases  as 
part  of  comprehensive  strategy.  Some  of  us  in  Congress  feel  that 
women's  health  problems  have  been  neglected  in  terms  of  research 
and  that  can  be  documented.  The  fact  is  that  we  have  gone  away 
from  providing  Government-based  research — 90  percent  of  all  re- 
search in  this  country  is  Government-sponsored  and  provided  for, 
and  we  have  really  decreased  dollars  over  the  last  decade.  We  want 
to  find  a  cure  for  Alzheimer's  disease,  for  example.  Americans  pay 
$90  billion  out  every  year  to  cover  the  needs  of  their  loved  ones  re- 
lated to  that  terrible  disease  and  yet,  we  have  not  put  in  the  re- 
search dollars  to  see  these  brilliant  scientists  tackle  the  disease  and 
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they  are  on  the  verge  of  really  finding  cures  for  those  diseases.  So 
we  could  save  a  lot  of  money  in  that  respect  also. 

Mr.  Chairman,  I  think  my  plan  would  be  a  little  bit  different 
than  Congressman  Russo's  plan.  I  believe  that  when  you  have  a 
single  payer  you  save  a  lot  of  money.  In  fact,  the  Pepper  Commis- 
sion staff  found  that  you  save  about  $24  to  $25  billion.  But  I  would 
keep  the  private  sector  involved  and  we  have  a  model  in  our  own 
Federal  employment  health  plan. 

You  and  I  and  members  of  our  staff  can  choose  from  many  poli- 
cies. It  is  true  that  we  pay  about  40  percent,  but  every  policy  that 
wants  to  be  approved  by  the  Office  of  Personnel  Management  must 
fulfill  a  certain  standard.  So  I  would  set  the  high  standard  of  cover- 
age that  I  briefly  described  and  I  would  let  the  Government  be  the 
single  payer,  but  I  would  let  the  various  nonprofit  organizations 
and  insurance  companies,  if  they  wanted  to,  bid  on  this  high  stand- 
ard. 

I  would  delegate  that  to  the  States  so  that  each  State  would  have 
the  opportunity  to  put  that  high  standard  out  for  anyone  who 
wanted  to  get  into  the  system,  just  as  we  do  for  Federal  employ- 
ment and  you  and  I  and  the  American  people  might  be  able  to 
choose  from  three  or  four  types  of  coverage. 

What  happens  when  you  allow  the  private  sector  or  nonprofit  or- 
ganizations to  compete  is  that  very  often  they  try  to  out-compete 
each  other,  and  so,  they  add  benefits  that  they  might  not  otherwise 
want  to  cover. 

Mr.  Chairman,  people  always  say  well  how  do  you  pay  for  it? 
There  are  various  formulas  that  could  be  devised.  But  let  me  just 
tell  you  right  out  front,  we  already  pay  for  it.  We  pay  almost  $670 
billion  plus  the  $2,000  in  out-of-pocket  expenses  for  people  over  65, 
or  the  $1,200  for  people  under  65.  And  yet,  all  Americans  are  not 
covered  and  those  who  are  covered  are  covered  with  a  lower  stand- 
ard of  coverage. 

Finally,  let  me  just  say  this  because  I  know  a  lot  of  people  will 
ask,  as  I  have  heard  just  sitting  here  and  observing  and  listening  to 
this  very  interesting  hearing,  can  the  Government  do  it  better? 
One  of  the  things  the  Pepper  Commission  did  was  take  a  look  at 
insurance  companies  from  across  the  country  and  what  their  man- 
agement costs  were.  By  and  large  they  were  over  20  percent  in 
terms  of  cost,  because  as  we  know — for  example,  in  my  city  of 
Cleveland,  there  are  no  longer  any  nonprofit  health  providers  in 
terms  of  insurance.  When  I  was  growing  up  Blue  Cross  was  not  for 
profit.  Today  it's  for  profit.  There  is  nothing  wrong  with  that,  but 
the  truth  of  it  is  when  they  diversify  and  they  have  problems  in 
their  investments,  who  gets  tagged  on  with  the  additional  cost?  The 
consumer.  When  they  advertise,  the  consumer  gets  tagged  on  for 
those  costs.  When  they  want  to  give  gifts  to  people  who  are  in  a 
position  to  affect  them,  the  consumer  pays  for  that. 

But  the  fact  is  their  administrative  costs  were  twice  as  much,  on 
average,  as  what  the  Government  costs  are  in  terms  of  administer- 
ing programs  like  Medicare. 

Second,  the  question  would  be  reimbursement.  Would  we  have  a 
higher  reimbursement  if  the  Government  handled  it?  In  reviewing 
the  average  insurance  company  across  the  country,  they  reim- 
bursed on  an  average  of  60  percent  of  the  time  to  the  consumer  or 
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to  the  health  provider.  Medicare,  as  you  people  know  being  on  this 
distinguished  committee,  reimburses  98  percent  of  the  time,  as  a 
matter  of  fact.  We  reviewed  some  high-profile  insurance  policies 
that  only  reimburse  the  consumer  8  percent  of  the  time  and  5  per- 
cent of  the  time. 

So  the  fact  is  in  terms  of  reimbursement  and  administrative  cost, 
the  Government  does  do  it  better. 

But  again,  I  would  keep  the  private  sector  involved  by  letting 
them  bid  on  this  high  standard  with  the  Government  being  the 
single  payer,  much  as  we  do  for  the  Federal  employment  program 
of  which  I  used  to  chair  the  committee  related  to  those  benefits, 
and  I  know  a  little  bit  about  how  that  works. 

So,  Mr.  Chairman,  finally  I  can  say  this,  we  can  do  better  in  this 
country.  I  honestly  believe  that  the  American  people  wonder  why 
we  have  not,  until  now,  put  this  on  the  front  burner  as  opposed  to 
the  middle  burner  or  the  back  burner.  So  I  want  to  congratulate 
the  committee,  and  hopefully  we,  in  Congress,  will  reach  a  consen- 
sus with  the  administration  and  go  forward  to  end  the  national 
tragedy  of  having  so  many  of  our  people  noninsured. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  THE  HONORABLE  MARY  ROSE  OAKAR 
MEMBER  OF  CONGRESS  FROM  OHIO 
before  the 
HOUSE  WAYS  AND  MEANS  COMMITTEE 
April  23,  1991 

MR.  CHAIRMAN,  I  AM  VERY  PLEASED  TO  BE  HERE  TODAY.  I  THANK 
YOU,  FOR  BEGINNING  THIS  IMPORTANT  SERIES  OF  HEARINGS  ON  THE 
QUESTION  OF  THE  FUTURE  OF  HEALTH  CARE  AND  ACCESS  TO  HEALTH  CARE  IN 
THE  UNITED  STATES.  YOUR  LEADERSHIP  IN  BRINGING  THIS  DISCUSSION 
BEFORE  THE  FULL  WAYS  AND  MEANS  COMMITTEE  IS  A  SIGNIFICANT  STEP 
FORWARD  TOWARD  DEALING  WITH  WHAT  I  BELIEVE  WILL  BE  THE  MOST  SERIOUS 
DOMESTIC  ISSUE  THIS  CONGRESS  WILL  FACE  IN  THE  1990' s. 

I  AM  PLEASED  TO  BE  HERE  ALONG  WITH  SEVERAL  OF  MY  COLLEAGUES 
WHO  SERVED  WITH  ME  ON  THE  PEPPER  COMMISSION.  I  AM  CONVINCED  THAT 
LAST  YEAR'S  PEPPER  COMMISSION  REPORT  DEVELOPED  A  CONSENSUS  ON  THE 
NEED  FOR  A  MOVEMENT  TOWARD  FOR  UNIVERSAL  ACCESS  TO  HEALTH  COVERAGE 
AND  LONG-TERM  CARE,  ALONG  WITH  MEANINGFUL  COST  CONTAINMENT  THAT 
MANY  THOUGHT  WAS  NOT  POSSIBLE  FROM  A  BI-PARTISAN  COMMISSION. 
PERHAPS  THE  COMMISSION  WAS  NOT  SO  SUCCESSFUL  IN  ESTABLISHING  A 
CLEAR  CONSENSUS  ON  DETAILED  STRATEGY.  HOWEVER,  FOLLOWING  THE 
COMMISSION'S  LANDMARK  REPORT,  THE  PARAMETERS  OF  DEBATE  DID  MOVE 
FORWARD  FROM  WHETHER  THERE  IS  A  NEED  FOR  ACTION,  TO  WHAT  TYPE  OF 
ACTION  WE  MUST  TAKE.  THIS,  I  BELIEVE,  IS  THE  LEGACY  OF  THE  PEPPER 
COMMISSION.  MUCH  CREDIT  IS  DUE  TO  COMMISSION  CHAIRMAN  ROCKEFELLER 
FOR  HIS  SUCCESSFUL  EFFORT  TO  OVERCOME  INTENSE  LOBBYING  AGAINST  ANY 
AGREEMENT  ON  THE  VERY  NATURE  OF  THE  PROBLEM.  AT  THIS  TIME  LAST 
YEAR,  THE  PEPPER  COMMISSION  TOOK  A  VERY  SIGNIFICANT  STEP  FORWARD  IN 
ESTABLISHING  THIS  DEBATE. 

SINCE  THEN  MANY  PROPOSALS  HAVE  EMERGED  WHICH  ALL  HAVE  MERIT 
FOR  OUR  CONSIDERATION.  THESE  PLANS  ARE  NUMEROUS  AND  THE  PROBLEM  IS 
COMPLEX.  THAT  IS  WHY  I  AM  NOW  CALLING  UPON  ALL  OF  MY  COLLEAGUES  TO 
JOIN  ME  IN  THE  CREATION  OF  A  BI-PARTISAN  CONGRESSIONAL  CAUCUS  FOR 
NATIONAL  HEALTH  CARE  REFORM.  AS  YOU  HAVE  RECOGNIZED  THROUGH  THESE 
HEARINGS  OF  THIS  DISTINGUISHED  COMMITTEE,  MR.  CHAIRMAN,  WE  MUST 
BEGIN  THE  PROCESS  TO  DEVELOP  A  CLEAR  CONSENSUS  ON  STRATEGIES  FOR 
REFORM.  SUCH  A  CAUCUS  COULD  SERVE  AS  A  RESOURCE  TO  HELP  MEMBERS 
SORT  THROUGH  THE  CONFUSION.  SO  FAR,  THE  RESPONSE  HAS  BEEN 
TREMENDOUS  . 

AS  AN  ACTIVE  FORMER  MEMBER  OF  THE  PEPPER  COMMISSION,  LET  ME 
BEGIN  BY  STATING  MY  CONVICTION  THAT  UNIVERSAL  COVERAGE  OF  ALL 
AMERICANS  FOR  COMPREHENSIVE  HEALTH  CARE  AND  LONG  TERM  CARE  FROM  THE 
CRADLE  TO  THE  GRAVE  WILL  BE  AN  ANCHOR  ISSUE  IN  THE  1990 's.  ACCESS 
TO  A  HIGH  MINIMUM  STANDARD  OF  HEALTH  CARE  SHOULD  BE  A  BASIC 
GUARANTEED  RIGHT  FOR  AMERICAN  CITIZENS.  YET  IN  OUR  NATION,  WE 
TREAT  HEALTH  CARE  MUCH  THE  SAME  AS  WE  TREAT  ANY  OTHER  COMMODITY . 
THE  FACT  REMAINS  THAT  THE  UNITED  STATES  IS  THE  ONLY  INDUSTRIALIZED 
NATION,  OTHER  THAN  SOUTH  AFRICA,  THAT  DOES  NOT  PROVIDE  UNIVERSAL 
HEALTH  CARE  COVERAGE  TO  ALL  OF  ITS  CITIZENS.  LAST  YEAR  THE  CENSUS 
BUREAU  REPORTED  THAT  63  MILLION  AMERICANS,  OR  2  8%  OF  THE  POPULATION 
LACKED  HEALTH  INSURANCE  FOR  SUBSTANTIAL  PERIODS  DURING  A  28  MONTH 
PERIOD.  3  7  MILLION  AMERICANS  HAVE  ABSOLUTELY  NO  HEALTH  INSURANCE 
IN  OUR  COUNTRY  AND  LONG  TERM  CARE  COVERAGE  IS  AN  OPTION  ONLY  FOR 
THE  VERY  RICH  OR  THE  VERY  POOR.  EIGHT  MILLION  AMERICANS  AR  IN  NEED 
OF  VERY  EXPENSIVE  LONG-TERM  CARE  AND  THIS  NUMBER  WILL  EXPLODE  OVER 
THE  NEXT  TWO  DECADES.  MEANWHILE,  THE  UNITED  STATES  SPENDS  MORE 
PER  CAPITA  ON  HEALTH  CARE  THAN  ANY  OTHER  NATION  —  43%  MORE  THAN 
CANADA,  87%  MORE  THAN  WEST  GERMANY,  AND  13  2%  MORE  THAN  JAPAN.  WE 
SPEND  MUCH  MORE  AND  WE  GET  MUCH  LESS  BECAUSE  WE  DON'T  DEAL  WITH 
HEALTH  CARE  IN  A  COMPREHENSIVE  FASHION  IN  OUR  NATIONAL  HEALTH 
POLICY. 

UNDERLYING  MY  PHILOSOPHY  ON  HEALTH  POLICY  ARE  TWO  VERY  BASIC 
BELIEFS.  THE  FIRST  IS  THAT  COVERAGE  SHOULD  BE  UNIVERSAL  AND  THE 
SECOND  IS  THAT  THIS  COVERAGE  SHOULD  PROVIDE  A  HIGH  MINIMUM 
STANDARD.  I  AM  CONVINCED  THAT  WE  CAN  ACCOMPLISH  THIS  FOR  THE  SAME 
AMOUNT  OF  MONEY  OUR  NATION,  AS  A  WHOLE,  CURRENTLY  SPENDS  ON  HEALTH 
CARE.  THROUGH  THE  ADOPTION  OF  A  SINGLE-PAYER  SYSTEM,  INCREASED 
EMPHASIS  ON  PREVENTIVE  CARE,  THE  ELIMINATION  OF  UNCOMPENSATED  CARE, 
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THE  REGULATION  OF  THE  DISTRIBUTION  OF  CAPITAL  COSTS  AND  AN 
INCREASED  COMMITMENT  TO  BIO-MEDICAL  RESEARCH  WE  CAN  INCREASE  THE 
QUALITY  OF  LIFE  FOR  OUR  PEOPLE  AND  BEGIN  TO  CONTAIN  DOUBLE  DIGIT 
HEALTH    CARE    INFLATION.  OUR    NATION'S    COMMITMENT    TO  MEDICAL 

RESEARCH  HAS,  IN  MANY  WAYS  BEEN  BENEFICIAL  TO  ENSURING  CONSUMER 
ACCESS  TO  THE  BEST  IN  AVAILABLE  MEDICAL  TECHNOLOGY.  IT  IS  THE 
CONGRESS  AND  THE  ADMINISTRATION  THAT  SET  HEALTH  POLICY  IN  OUR 
NATION.  WE  CONTINUE  TO  SEEK  PIECEMEAL  SOLUTIONS  TO  CONTROLLING  THE 
SPIRALLING  HEALTH  CARE  COSTS  IN  OUR  COUNTRY,  RATHER  THAN  CHOOSING 
TO  GRAB  THE  BULL  BY  THE  HORNS  AND  ADOPT  A  NATIONAL  APPROACH.  THERE 
HAVE  BEEN  GROSS  ABUSES  AND  INCREDIBLE  WASTE  IN  OUR  PRIVATE  SYSTEM 
DUE  TO  THE  LACK  OF  GUIDELINES  THAT  WE  SET  FOR  GUARANTEEING  THE 
ADEQUACY  OF  HEALTH  DELIVERY  AND  HEALTH  ACCESS  FOR  OUR  PEOPLE.  THE 
PRIVATE  INSURANCE  INDUSTRY  MUST  BE  MORE  STRICTLY  REGULATED  IN  OUR 
NATION.  I  BELIEVE  THE  PEPPER  COMMISSION  RECOMMENDATIONS,  WHICH  I 
SUPPORTED,  MOVE  US  IN  THAT  DIRECTION.  YET,  FOR  VERY  PRAGMATIC 
REASONS,  I  PREFER  THAT  CONGRESS  ADOPT  LEGISLATION  SIMILAR  TO  H.R. 
8,   THE  UNIVERSAL  HEALTH  CARE  FOR  ALL  AMERICANS  ACT. 

FOR  THE  MOST  PART,  IT  IS  NOT  THE  INDIGENT  WHO  ARE  UNINSURED  IN 
OUR  COUNTRY.  MOST  OF  THE  UNINSURED  COME  FROM  MIDDLE-INCOME, 
WORKING  FAMILIES.  I  THINK  IT  IS  TERRIBLE  THAT  HEALTH  INSURERS  IN 
OUR  NATION  SHUT  OFF  THOSE  WHO  HAVE  A  PRE-EXISTING  CONDITION.  WHEN 
THE  PEPPER  COMMISSION  HELD  HEARINGS  IN  MY  DISTRICT,  ONE  OF  THE 
WITNESSES  WAS  A  SELF-EMPLOYED  ENTREPRENEUR  WITH  AN  ANNUAL  INCOME  OF 
$70,000.  BECAUSE  OF  A  PRE-EXISTING  CONDITION  SHE  COULD  NOT  BUY 
HEALTH  INSURANCE  FOR  ANY  PRICE.  WHEN  SHE  DEVELOPED  HER  CONDITION 
SHE  LOST  HER  COVERAGE  ALTHOUGH  SHE  DUTIFULLY  PAID  HER  PREMIUMS  FOR 
YEARS.  I  KNOW  THAT  THIS  PARTICULAR  CASE  MIRRORS  WHAT  IS  HAPPENING 
ALL  ACROSS  OUR  COUNTRY.  IN  CONTRAST,  H.R.  8  WOULD  GUARANTEE  HEALTH 
COVERAGE  REGARDLESS  OF  PRE-EXISTING  CONDITIONS. 

ANOTHER  ABUSE  OF  OUR  SYSTEM  IS  THE  LACK  OF  PREVENTIVE  COVERAGE 
AVAILABLE  IN  MOST  HEALTH  PLANS.  WE  NEED  A  COMPLETE  REVERSAL  IN 
PHILOSOPHY  HERE  AND  NOT  JUST  THE  ADDITION  OF  ASSORTED  PREVENTIVE 
BENEFITS,  ALTHOUGH  THESE  ARE  A  CRUCIAL  COMPONENT.  WE  MUST  DISPENSE 
WITH  THE  RIDICULOUS  NOTION  THAT  HEALTH  COSTS  CAN  BE  CONTAINED 
THROUGH  MANAGED  CARE  CONSULTANTS'  REFUSAL  TO  COVER  ANYTHING  BUT 
THAT    WHICH    IS    DEEMED    "MEDICALLY    NECESSARY."  WE    ARE  PUSHING 

PATIENTS  OUT  OF  CARE  QUICKER  AND  SICKER  ONLY  TO  PAY  MORE  DOWN  THE 
ROAD  FOR  INEVITABLE,  PREVENTABLE  COMPLICATIONS.  WE  MUST  FOSTER  THE 
NOTION  THAT  AMERICANS  SHOULD  BECOME  PARTNERS  WITH  THEIR  PROVIDERS 
IN  THEIR  OWN  HEALTH  MAINTENANCE.  IT  TOOK  YEARS  OF  INTENSIVE 
LOBBYING  ON  MANY  FRONTS  TO  GET  THE  TWENTY-NINE  STATES  ON  BOARD  WHO 
NOW  REQUIRE  PRIVATE  INSURERS  TO  COVER  REGULAR  MAMMOGRAPHY 
SCREENING.  REFUSAL     TO     COVER     PREVENTIVE     SERVICES     SUCH  AS 

IMMUNIZATIONS,  PAP  SMEARS,  OR  SIMPLE  ROUTINE  CHECK-UPS  MAKES  NO 
SENSE  FROM  A  HEALTH  CARE  STANDPOINT  OR  FROM  A  BUSINESS  STANDPOINT. 
EARLY  DETECTION  OF  MAMMOGRAPHY  SCREENING  IS  PROVEN  TO  REDUCE  BREAST 
CANCER  MORTALITY  BY  AS  MUCH  AS  THIRTY  PERCENT.  EARLY  TREATMENT  OF 
BREAST  CANCER  COSTS,  ON  AVERAGE,  $15,000  WHILE  TREATMENT  IN  LATER 
STAGES  MAY  COST  65,000  OR  MORE.  THE  PEPPER  COMMISSION  PROPOSAL, 
SIMILAR  TO  MY  BILL,  PLACES  A  HEAVY  EMPHASIS  ON  PREVENTIVE  SERVICES 
AS  BOTH  HUMANE  AND  COST-EFFECTIVE. 

ALSO,  MOST  PRIVATE  HEALTH  INSURANCE  PLANS  AVAILABLE  ON  THE 
MARKET  TODAY  DO  NOT  ADEQUATELY  COVER  HOME  HEALTH,  HOSPICE,  AND 
RESPITE  SERVICES.  THESE  ARE  OFTEN  THE  MOST  SENSIBLE,  HUMANE 
ALTERNATIVES  TO  MORE  EXPENSIVE,  IMPERSONAL  INSTITUTIONALIZATION  FOR 
THOSE  WHO  DO  NOT  NECESSARILY  NEED  SUCH  CARE.  BY  THE  SAME  TOKEN, 
MANY  STATES  CURRENTLY  DO  NOT  REQUIRE  PRIVATE  PLANS  TO  DIRECTLY 
REIMBURSE  LICENSED  HEALTH  PROFESSIONALS  SUCH  AS  NURSE  PRACTITIONERS 
AND  NURSE  MIDWIVES  FOR  THEIR  SERVICES.  I  KNOW  THAT  THIS  COMMITTEE 
HAS  TAKEN  SOME  GREAT  STRIDES  FORWARD  IN  THIS  AREA  UNDER  MEDICARE, 
AND  I  APPRECIATE  YOUR  PROGRESSIVE  EFFORTS. 

MR.  CHAIRMAN,  THE  FACT  REMAINS  THAT  THE  PROBLEMS  OF  ACCESS  TO 
CARE,  ADEQUACY  OF  CARE,  AND  THE  RISING  COST  OF  CARE  ARE  ALL  LINKED 
TO  ONE  ANOTHER.     WE  CANNOT  ADEQUATELY  ADDRESS  ANY  OF  THESE  PROBLEMS 
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UNLESS  WE  ADDRESS  THEM  ALL  AT  ONCE,  COMPREHENSIVELY.  ONE  OF  THE 
PROBLEMS  THAT  DRIVES  UP  HEALTH  COSTS  IN  OUR  COUNTRY  IS  THE 
CONFUSION  OF  PAPERWORK  THAT  COMES  WITH  DIVERSE  STATE  REGULATORY 
STRUCTURES  AND  A  CONFUSING  MULTITUDE  OF  BENEFIT  SYSTEMS.  THE 
PEPPER  COMMISSION  RECOMMENDATIONS  DO  NOT  ADDRESS  THIS  ISSUE.  MY 
LEGISLATION  H.R.  8  DOES  SET  UP  A  SINGLE  PAYER  SYSTEM.  THE  PEPPER 
COMMISSION  STAFF  ESTIMATED  THAT  SUCH  A  SYSTEM  COULD  SAVE  AT  LEAST 
$30  BILLION  PER  YEAR  IN  REDUCED  OVERHEAD  COSTS  ALONE. 

THE  STRUCTURAL  CENTERPIECE  OF  H.R.  8,  THE  OAKAR  UNIVERSAL 
HEALTH  CARE  FOR  ALL  AMERICANS  ACT  IS  A  STATE-FEDERAL  PARTNERSHIP 
WHICH  GUARANTEES  A  HIGH  MINIMUM  STANDARD  OF  HEALTH  COVERAGE  TO  ALL 
CITIZENS.  THE  BILL  IS  MODELED  ON  THE  CANADIAN  HEALTH  SYSTEM  AND 
CENTERS  ON  STATE  DELIVERY  OF  SERVICES  WITH  FEDERAL  OVERSIGHT  AND 
CONTRIBUTIONS.  STATES  WOULD  ACCEPT  BIDS  TO  PROVIDE,  AT  LEAST,  THE 
MINIMUM  BENEFITS  DESCRIBED  IN  THE  BILL,  AND  WILL  BE  FREE  TO  SELECT 
AS  MANY  PLANS  AS  THEY  WISH  TO  ADMINISTER.  ANY  GROUP,  INCLUDING 
PRIVATE  INSURERS,  HOSPITALS,  HMOs,  PPOs,  ETC.  WOULD  BE  ENCOURAGED 
TO  BID  FOR  STATES'  ACCEPTANCE.  IN  ADDITION  TO  THE  CURRENT  STATE 
AND  FEDERAL  GOVERNMENT  EXPENDITURES  ON  HEALTH  CARE,  THE  $2  00 
BILLION  IN  PREMIUMS  CURRENTLY  PAID  BY  INDIVIDUALS  AND  CORPORATIONS 
DIRECTLY  TO  THESE  PROVIDERS  WOULD  HAVE  TO  BE  RECAPTURED  BY  THE 
STATE  AND  FEDERAL  GOVERNMENTS  TO  PAY  FOR  THE  PLAN. 

AS  A  NATION,  THE  $670  BILLION  WE  ALREADY  PAY  FOR  A  GROSSLY 
INADEQUATE  HEALTH  CARE  SYSTEM  WOULD  JUST  AS  WELL  PAY  FOR  A  PLAN 
SUCH  AS  MINE.  THE  TOTAL  NEW  GOVERNMENT  COST  OF  THE  PLAN  HAS  BEEN 
ESTIMATED  BY  THE  PEPPER  COMMISSION  STAFF  AT  $234  BILLION  —  AN 
EQUIVALENT  AMOUNT  IN  DIRECT  OUT-OF-POCKET  PAYMENTS  BY  INDIVIDUALS 
AND  EMPLOYERS  TO  PRIVATE  INSURERS  WOULD  BE  ELIMINATED.  THAT  IS,  AS 
I  MENTIONED,  NOT  MUCH  MORE  THAN  AMERICANS  CURRENTLY  SPEND  ON 
INADEQUATE  PRIVATE  INSURANCE  WHICH,  FOR  THE  MOST  PART,  DOES  NOT 
COVER  LONG-TERM  CARE. 

MR.  CHAIRMAN,  A  RECENT  SURVEY  INDICATES  THAT  67%  OF  AMERICANS 
WOULD  FAVOR  A  PLAN  SIMILAR  TO  CANADA'S  WHICH  GUARANTEES  UNIVERSAL 
HEALTH  COVERAGE  AND  LONG-TERM  CARE.  A  GROWING  NUMBER  OF  AMERICANS 
WOULD  PREFER  TO  PAY  A  REGULAR  PREMIUM  TO  THE  GOVERNMENT  IN  RETURN 
FOR  A  GUARANTEED  STANDARD  OF  HEALTH  AND  LONG-TERM  CARE  COVERAGE. 
I  DO  NOT  BELIEVE  THAT  THE  CONGRESS  WILL  BE  ABLE  TO  IGNORE  THIS 
GROWING  MANDATE  MUCH  LONGER.  I  WILL  CONTINUE  TO  FIGHT  FOR  SUCH  A 
PLAN,  BUT  I  BELIEVE  THAT  THE  PRIVATE  INSURANCE  INDUSTRY  CAN  AND 
SHOULD  CONTINUE  TO  PLAY  A  ROLE  IN  HEALTH  DELIVERY  IN  THE  UNITED 
STATES.  THANK  YOU  AGAIN,  MR.  CHAIRMAN,  FOR  HOLDING  THESE  TIMELY 
HEARINGS . 
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Mr.  Gibbons.  Well,  I  really  think  that  we  are  on  the  way.  I  don't 
know  which  of  the  models  we  will  accept,  but  I  do  think  that  it  is  a 
national  disgrace  that  we  have  so  many  people  that  are  uninsured. 

Now,  the  32  million  or  35  million  that  are  uncovered  are  just  at 
one  time,  at  one  point  in  the  year,  but  it  is  estimated  by  the  people 
who  appeared  with  us  in  West  Point  this  weekend,  that  when  you 
apply  it  to  a  moving  target,  that  perhaps  there  are  40  to  60  million 
who,  at  one  time  during  the  year,  have  no  converge. 

Ms.  Oakar.  That's  right. 

Mr.  Gibbons.  It  is  a  terrible  thing  to  have  to  look  forward  to,  you 
know,  that  beyond  the  next  paycheck  you  may  not  have  any  insur- 
ance coverage,  and  can  face  some  catastrophic  types  of  diseases. 

Mr.  Grandy. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

This  might  follow  on  what  you  were  asking.  The  figure,  Ms. 
Gakar,  of  40  million  underinsured  that  you  gave  the  committee, 
does  that  represent  those  people  who  only  have  seasonal  plans, 
that  move  in  and  out  of  coverage,  or  those  people  whose  coverage, 
in  somebody's  view,  is  not  sufficient? 

I  am  a  little  unsure  of  what  that  figure  means.  We  have  all  kind 
of  decided  the  uninsured  population  is  somewhere  between  33  and 
37  million,  but  what  does  it  mean  to  be  underinsured  in  your  view? 

Ms.  Oakar.  It  means  that  if  you  have  a  certain  type  of  illness 
you  will  not  have  it  covered.  It  means  that  you  will  not  have  cover- 
age related  to  preventive  health  care.  HMOs,  for  example,  might 
cover  your  cancer  screening,  but  a  regular  policy  usually  doesn't. 
Yet,  the  regular  policy,  like  Medicare,  would  pay  for  the  surgery 
but  it  would  not  pay  for  the  prevention. 

It  also  means  that,  for  example,  we  have  found  tremendous  prej- 
udice in  some  insurance  policies.  Individuals  who  thought  they  had 
coverage  for  pregnancy,  for  example,  did  not  have  that  type  of  cov- 
erage in  a  policy.  That  is  certainly  an  area  where  I  think,  hopefully 
you  would  agree,  is  an  underinsured  policy — if  a  woman  became 
pregnant  and  could  not  get  the  coverage  for  that  period  of  time  and 
in  having  the  baby. 

So  those  are  the  kinds  of  things  that  add  into  this  figure.  The 
other  thing  it  means  is  that  the  people  who  are  not  covered  for 
risky  diseases.  As  a  matter  of  fact,  if  you  are  high-risk,  very  often 
you  get  your  policy  dropped  or  you  can't  get  insurance.  We  had  a 
whole  hearing  on  people  who  were  high  risk,  people  who  could 
even  afford  to  buy  a  policy  but  couldn't  find  anybody  to  sell  it  to 
them,  because  they  were  diagnosed  as  high-risk.  They  are  among 
the  individuals  who  have  had  their  policy  dropped  or  are  among 
the  37  million  who  have  none,  zero  accessibility. 

Mr.  Grandy.  So  basically  I  think  what  you  are  talking  about  are 
those  people  with  material  preexisting  conditions  or  who  are  select- 
ed out  of  plans.  For  people  who  might  be  in  a  plan,  give  birth  to  a 
child  with  a  condition  and  lose  their  coverage  or  the  employer  loses 
the  coverage  and  cannot  provide  a  policy  that  is  of  any  value  to 
these  people  any  more.  Is  that  what  you  are  talking  about? 

Ms.  Oakar.  Well,  I  really  believe  that  a  good  number  of  policies, 
by  their  very  nature,  are  underinsured.  It  is  not  my  figure.  It  was 
the  figure  that  the  Commission  put  together. 
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But  for  example,  I  would  like  to  know  how  many  policies  cover 
immunization  for  children?  And  yet,  if  the  child  contracts  the  dis- 
ease, very  often  the  policy  will  pay  for  that,  but  they  won't  prevent 
the  disease,  they  won't  cover  the  preventive  health  care. 

We  do  a  lot  of  things  backward  in  this  country  with  respect  to 
prevention,  that  is  for  sure. 

Mr.  Grandy.  I  won't  belabor  this  point,  because  it  is  an  interest- 
ing statistic.  I  am  still  not  that  familiar  with  it,  but  I  would  have 
to  presume  that  if  we  do  get  to  the  point  that  we  define  what  basic 
coverage  means  in  this  country,  some  people  will  be  unsatisfied 
and  still  feel  as  though  they  are  underinsured. 

Ms.  Oakar.  Sure. 

Mr.  Grandy.  I  think  it  is  important  no  matter  where  this  discus- 
sion goes  that  we  don't  oversell  what  we  can  do  in  trying  to  provide 
that  basic  unit  of  health  care  coverage.  I  am  sure  right  now  in  Brit- 
ain if  you  are  55  years  old  and  can  no  longer  get  dialysis  under  the 
national  health,  you  feel  as  though  you  are  uninsured. 

Ms.  Oakar.  Well,  I  think  that  there  ought  to  be  a  standard  of 
coverage  and  I  think  part  of  the  reform  if  you  just  say  honestly, 
and  I  am  not  trying  to  simplify  your  reaction  to  what  I  mentioned, 
Fred,  but  if  you  just  say  that  every  American  ought  to  be  insured, 
to  me  that  is  not  enough. 

I  think  every  American  should  be  insured.  But  I  want  the  stand- 
ard of  coverage  to  include  preventive  health  care.  I  want  the  stand- 
ard of  coverage  to  include  long-term  care.  Then  if  that  does  not 
cover  everything,  sure,  people  could  get  another  policy,  but  at  least 
every  American  would  have  a  minimal  standard  of  coverage. 

How  do  you  think  the  301  policies  that  are  a  part  of  the  accessi- 
bility that  you  and  I  have  to  health  insurance,  get  into  the  Federal 
FEHBP?  They  have  to  fulfill  a  certain  standard  and  if  they  don't, 
they  don't  get  in  the  health  plan.  So  the  fact  is,  hopefully  that  is 
an  important  part  of  the  debate  that  you  will  have  within  this  com- 
mittee is  what  type  of  coverage  are  you  talking  about? 

Mr.  Gibbons.  Thank  you,  very  much. 

Ms.  Oakar.  Thank  you,  very  much. 

Mr.  Chairman,  could  I  just  mention  one  other  thing? 

Mr.  Gibbons.  Yes. 

Ms.  Oakar.  I  sent  a  dear  colleague  along,  and  I  just  wanted  to 
see  what  would  happen,  asking  my  colleagues  if  somebody  wanted 
to  join  a  health  caucus,  whether  they  are  Republicans  or  Demo- 
crats, whatever  plan  they  had,  and  do  you  know  the  response  was 
overwhelming. 

So  I  think  the  Congress  is  very  interested  in  the  issue. 

Mr.  Gibbons.  I  am  glad  you  brought  that  out.  I  know  when  I 
send  out  a  newsletter  dealing  with  medical  care  or  send  out  a  ques- 
tionnaire dealing  with  medical  care,  I  get  an  overwhelming  re- 
sponse from  my  constituents. 

Ms.  Oakar.  That  is  good. 

Thank  you,  Mr.  Chairman. 

Mr.  Gibbons.  This  concludes  our  hearing  until  tomorrow  morn- 
ing at  10  a.m.,  in  this  room. 

[Whereupon,  at  3:52  p.m.,  the  committee  adjourned,  to  reconvene 
at  10  a.m.,  Wednesday,  April  24,  1991.]. 
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House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 

The  committee  met,  pursuant  to  notice,  at  10:12  a.m.,  in  room 
1100  Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski 
(chairman  of  the  committee)  presiding. 

Chairman  Rostenkowski.  The  committee  will  come  to  order. 
Guests,  please  find  seats. 

This  morning  the  committee  continues  its  review  of  proposals  to 
resolve  the  dual  problems  of  health  insurance  coverage  and  costs. 
Today  and  tomorrow  we  will  hear  from  organizations  which  have  a 
stake  in  proposals  to  reform  our  health  care  system.  Whether  pur- 
chaser, patient  or  provider,  each  of  our  witnesses  brings  a  perspec- 
tive on  how  the  costs  of  health  insurance  coverage  and  costs  might 
be  resolved. 

Increasingly,  business  and  labor  tell  us  of  the  need  for  legislation 
to  address  the  health  care  system's  problems.  Companies  complain 
that  health  insurance  premiums  are  rising  20  to  40  percent  each 
year.  And  they  respond  by  either  increasing  employees'  out-of- 
pocket  costs,  reducing  benefits,  or  terminating  coverage  for  depend- 
ents. 

Workers  also  protest  that  increasing  health  care  costs  inevitably 
reduce  take-home  wages. 

Health  care  issues  are  now  the  leading  cause  of  strikes.  I  am  par- 
ticularly pleased  to  welcome,  as  our  first  witness  this  morning, 
Lane  Kirkland,  the  president  of  the  AFL-CIO.  Lane  has  long  been 
in  the  forefront  of  the  struggle  to  reform  our  health  care  system, 
and  we  all  owe  him  a  great  deal  for  his  hard  work.  Over  the  years, 
he  has  appeared  before  the  committee  on  many  occasions'  and  his 
testimony  is  always  valuable.  Following  Mr.  Kirkland's  presenta- 
tion, we  will  hear  from  panels  representing  larger  corporations  and 
small  business. 

Lane,  I  am  sorry  that  we  are  tardy  in  beginning  this  meeting 
this  morning,  but  I  am  sure  you  will  forgive  us.  We  were  discussing 
in  caucus  an  issue  that  is  particularly  important  to  you,  as  you 
well  know. 

Mr.  McGrath. 

Mr.  McGrath.  Thank  you,  Mr.  Chairman. 

Let  me  congratulate  you  once  again  for  calling  these  hearings  on 
this  very,  very  timely  subject — one  that  we  simply  must  address. 

It  is  estimated  now — I  saw  something  in  the  Wall  Street  Jour- 
nal— that  it  is  costing  every  employer  an  average  of  $3,300  per  em- 
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ployee  for  health  care  this  year,  in  1991.  It  is  estimated  that  by  the 
year  2000  employer  cost  per  employee  will  be  $22,000  per  employee. 
I  suspect  that  is  for  family  coverage,  at  least  I  hope  it  is. 

I  am  interested  because  of  the  dynamics  that  we  find  ourselves 
in  today.  We  find  labor,  long  interested  in  the  health  benefit,  along 
also  with  private  industry  being  very,  very  interested  in  this  em- 
ployee benefit,  along  with,  of  course,  the  beneficiaries  being  inter- 
ested as  well.  It  seems  to  me  that  we  have  the  dynamics  now  to  get 
something  done  and  that  somebody  like  Lane  Kirkland  and  his  or- 
ganization can  provide  the  impetus  to  get  this  job  done. 

I  look  forward  to  your  testimony,  Mr.  Kirkland,  and  look  forward 
to  working  with  you  and  your  organization  in  accomplishing  this 
aim,  if  not  this  year,  within  the  next  few  years. 

Thanks  so  much  for  being  here. 

Chairman  Rostenkowski.  If  there  are  no  further  observations, 
Lane,  you  may  proceed. 

STATEMENT  OF  LANE  KIRKLAND,  PRESIDENT,  AMERICAN  FED- 
ERATION OF  LABOR  AND  CONGRESS  OF  INDUSTRIAL  ORGANI- 
ZATIONS 

Mr.  Kirkland.  Thank  you,  Mr.  Chairman. 

I  have  with  me  this  morning,  on  my  right,  Karen  McNanny  who 
is  the  director  of  the  AFL-CIO  employee  benefits  department,  and 
on  my  left,  Calvin  Johnson  of  our  legislative  department. 

Mr.  Chairman,  members  of  the  committee,  thank  you  for  the  op- 
portunity to  present  the  AFL-CIO's  views  on  this  most  critical 
issue  to  working  people  and  their  families.  As  grave  as  it  is,  Ameri- 
ca's health  care  crisis  appears  to  be  at  the  stage  where  a  genuine 
resolution  is  at  hand,  or  at  least  possible. 

You  and  your  colleagues,  Mr.  Chairman,  now  have  a  golden  op- 
portunity to  be  the  Congress  that  finally  enacts  national  health 
care  reform.  This  is,  for  the  most  part,  due  to  a  kind  of  conver- 
gence of  the  various  interests  and  constituencies  that  for  years 
have  been  at  each  other's  throats  over  this  issue.  Organized  labor, 
organized  medicine  and  many  in  the  business  community  are,  at 
long  last,  forming  a  consensus  around  the  notion  that  the  current 
health  care  system  just  does  not  work  for  the  average  American. 

We  find  ourselves  in  virtual  agreement  over  the  three  basic  goals 
of  lowering  the  costs,  expanding  access,  and  improving  the  quality 
of  our  health  care  system.  The  remaining  challenge  is  to  nail  down 
the  specifics.  Not  a  simple  task,  but  achievable  nonetheless,  espe- 
cially given  the  new  climate  of  urgency,  cooperation,  and  compro- 
mise. 

For  our  part,  the  labor  movement  is  now  convinced  that  the 
answer  does  not  lie  within  the  collective  bargaining  system.  We 
need  a  national  solution  and  we  are  prepared  to  negotiate  on  the 
particulars  with  all  who  share  our  basic  goals. 

Meanwhile  doctors  and  other  providers  see  a  bleak  future  for 
their  professions,  if  the  crisis  lingers.  And  our  Nation's  business 
community  is  coming  around  to  the  realization  that  Social  Darwin- 
ism is  no  way  to  dispense  health  care  to  a  work  force  whose  pro- 
ductivity will  determine  how  well  American  industries  fare  in  the 
world  economic  competition  of  the  1990s  and  beyond. 
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Last  fall,  during  the  AFL-CIOs  eight  regional  hearings  on  health 
care,  we  heard  from  the  victims  of  this  crisis.  They  were  not  drawn 
from  the  fringes  of  society.  They  were  men  and  women  from  the 
solid,  working  middle  class — the  backbone  of  the  country — people 
who  do  their  level  best  to  pay  their  bills  and  meet  their  obligations. 
Many  work  and  work  hard  for  employers  who  don't  provide  any 
health  insurance  at  all. 

They  cannot  afford  to  bear  the  costs  on  their  own,  so  they  simply 
pray  for  good  health  for  themselves  and  their  children.  Some  are 
insured,  but  cannot  afford  the  high  deductibles  and  copayments 
necessary  to  use  the  coverage.  A  large  number  of  Americans  are 
going  without  needed  treatment.  Still  more  aren't  getting  it  in  time 
to  prevent  more  serious  and  costly  complications. 

We  have  heard  from  families  bankrupted  by  the  illness  of  a  child 
or  a  parent.  We  heard  from  elderly  people  who  had  lost  everything 
they  had  worked  for  their  entire  lives.  And  we  heard  from  many 
other  working  people  and  retirees  who  wake  up  every  morning 
knowing  that  financial  disaster  and  poverty  are  only  an  illness  or 
an  injury  away. 

Clearly  the  system  is  in  need  of  fundamental  change.  For  in- 
stance, we  cannot  continue  to  punish  employers  who  provide 
health  insurance  for  their  workers.  As  it  stands,  they  are  forced  to 
subsidize  health  care  for  the  employees  of  their  competitors,  who 
gain  a  cost  advantage  by  refusing  to  provide  such  coverage. 

We  cannot  continue  to  penalize  small  employers  and  those  with 
older  and  more  experienced  workers  by  forcing  them  to  pay  more 
for  coverage.  It  is  time  that  we  admit  that  placing  such  a  low  value 
on  a  healthy  and  competitive  work  force  has  done  virtually  nothing 
to  help  us  reign  in  costs  which  continue  to  soar  upwards  of  20  per- 
cent annually. 

My  lengthier  version  of  this  testimony,  which  I  have  submitted 
for  the  record,  contains  further  details  on  the  AFL-CIO's  basic 
goals  for  national  health  care  reform,  as  well  as  some  specific  pro- 
posals on  how  to  achieve  them.  Essentially  we  favor  a  uniform  na- 
tional cost  containment  program  that  establishes  rules  for  all 
payers — public  and  private — and  puts  a  cap  on  the  rate  of  increase 
in  total  health  care  costs.  We  urge  the  creation  of  a  core  benefit 
package  to  which  all  Americans  are  entitled.  We  want  all  employ- 
ers to  do  their  fair  share  and  contribute  to  the  cost  of  care. 

We  have  to  put  an  end  to  the  patchwork  quilt  of  Federal  and 
State  programs  and  establish  one  Federal  program  for  the  elderly, 
the  poor,  and  the  unemployed.  We  advocate  other  specific  proposals 
dealing  with  the  problems  of  retiree  health  and  administrative 
waste,  while  striving  to  improve  the  quality  of  care. 

A  good  start,  for  example,  would  be  to  implement  the  recommen- 
dations of  the  majority  of  members  of  the  recent  Coal  Commission 
to  assure  active  and  retired  miners  access  to  health  care.  Congress 
could  also  move  to  stop  the  shifting  of  costs  to  Federal  workers  par- 
ticipating in  the  Federal  employees  health  benefits  program.  But 
we  cannot  end  there.  Any  solution  will  have  to  be  comprehensive 
and  include  provisions  for  the  health  care  of  all  Americans. 

We  have  long  passed  the  stage  of  quick  fixes  and  voluntary  ef- 
forts. Nothing  short  of  full-scale  reform  will  solve  this  problem. 
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In  considering  our  proposals,  I  ask  that  you  and  your  colleagues 
remember  that  they  are  not  hardened  in  stone.  We  are  in  a  negoti- 
ating position  and  are  prepared  to  work  with  you,  your  staff,  and 
all  in  the  health  care  and  business  communities  who  share  our 
basic  goals  regarding  cost,  access,  and  quality.  But  we  have  got  to 
move  now  on  a  full-scale  program  of  national  health  care  reform. 
Our  Nation  demands  it,  our  people  deserve  it,  and  the  future  de- 
pends on  it. 

Thank  you,  Mr.  Chairman.  I  will  be  happy  to  answer  any  ques- 
tions you  may  have. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  LANE  KIRKLAND,  PRESIDENT 
AMERICAN  FEDERATION  OF  LABOR  AND  CONGRESS  OF 
INDUSTRIAL  ORGANIZATIONS 
BEFORE  THE  HOUSE  WAYS  AND  MEANS  COMMITTEE 
ON  NATIONAL  HEALTH  CARE  REFORM 

April  24,  1991 

Mr.  Chairman,  members  of  the  Committee,  thank  you  for  this  opportunity 
to  testify  on  this  most  critical  issue  to  working  people  and  their  families. 

At  long  last,  this  nation  has  reached  an  important  milestone  in  the  century- 
long  debate  over  health  care  reform. 

The  AFL-CIO  has  long  been  on  record  in  calling  for  federal  legislation  to 
assure  all  Americans  access  to  essential  health  care  services  at  a  price  they  can 
afford.  Now,  for  the  first  time,  we  find  ourselves  in  broad  alliance  with  many  of 
our  traditional  opponents  on  this  issue. 

This  phenomenon  is  not  due  to  a  surrendering  of  objectives  or  goals  on  the 
part  of  any  particular  group,  but  rather  a  recognition  by  all  sides  of  the  urgency  of 
the  crisis  at  hand  and  the  immediate  need  for  new  initiatives  toward  cooperation 
and  compromise. 

Gone  are  the  old  hardened  attitudes  and  political  posturing.  Organized 
labor,  organized  medicine  and  many  in  the  business  community  are  offering 
proposals  to  achieve  the  same  three  objectives:  lower  costs,  expanded  access  and 
improved  quality  of  care.  This  represents  true  progress  toward  resolution  of  these 
problems. 

The  time  is  right,  Mr.  Chairman,  for  Congress  to  take  advantage  of  this 
growing  consensus  and  to  take  the  lead  in  fashioning  a  program  of  national  health 
care  reform  that  will  achieve  these  important  goals  and  stem  this  crisis  before  it 
impoverishes  the  bulk  of  the  American  middle-class. 

Clearly,  we  are  heading  down  that  road.  The  health  care  tragedy  is  no 
longer  confining  itself  to  the  fringes  of  our  society.  It's  now  striking  at  millions  of 
solid,  working,  taxpaying  families  -  people  who  are  the  backbone  of  our  country, 
who  do  their  level  best  to  pay  their  bills  and  meet  their  obligations. 

Our  dubious  distinction  as  a  nation  is  that  we  continue  to  tolerate  a  health 
care  system  that  is  more  costly  than  any  other  and  falls  far  short  of  the  universal 
coverage  provided  throughout  the  industrialized  world. 

The  figures  are  well  known.  At  present,  nearly  a  third  of  the  country  has 
either  no  health  insurance  or  insurance  that  is  inadequate  to  meet  their  needs. 
Last  Fall,  in  a  series  of  eight  AFL-CIO  regional  hearings,  we  met  some  of  the 
victims  of  this  crisis  ~  Americans  for  whom  health  care  has  become  a  luxury 
unavailable  to  them  and  their  families. 

They  are  the  workers  with  children  whose  employers  do  not  offer  health 
care  coverage  or  for  whom  the  price  of  such  coverage  is  unaffordable. 

They  are  the  sick  -  victims  of  severe  or  chronic  illness  -  who  are  no 
longer  acceptable  risks  to  insurers. 

They  are  the  elderly  who  are  covered  by  Medicare  but  can  no  longer  afford 
the  high  out-of-pocket  payments  and  the  uncovered  services  that  are  so  crucial  to 
maintaining  their  independence  and  quality  of  life. 
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They  are  the  working  poor  who  do  not  meet  arbitrary  state-by-state  criteria 
for  Medicaid  coverage. 

They  are  the  insured  who  cannot  afford  the  high  deductibles  and 
copayments  necessary  to  use  their  coverage. 

They  are  the  desperate,  seeking  care  in  hospital  emergency  rooms  for 
serious  illnesses  that  would  have  been  prevented  if  they  had  early  access  to 
treatment. 

The  huge  numbers  of  Americans  who  fall  into  one  or  more  of  these 
categories  point  to  only  one  conclusion  --  our  health  care  system  is  not  working 
anymore.  It  has  failed  a  vast  portion  of  working  Americans  who  have  done  the 
best  they  can  to  maintain  coverage  at  a  reasonable  cost. 

The  American  health  care  system  operates  on  the  principle  of  Social 
Darwinism  and  we  have  paid  dearly  for  it  It  punishes  employers  who  provide 
health  insurance  to  their  workers  by  forcing  them  to,  in  effect,  subsidize  the 
health  care  of  those  who  are  employed  by  firms  which  seek  a  competitive 
advantage  by  refusing  to  provide  such  coverage.  That  forces  the  cost  of  coverage 
to  rise  sharply,  and  millions  of  Americans  who  are  fortunate  enough  to  be  covered 
by  health  insurance  have,  as  a  result,  suffered  the  financial  burden  of  increased 
cost-shifting  and  reductions  in  benefits.  Moreover,  the  system  rewards  purchasers 
with  large  groups  or  relatively  young  workers  with  short-term  discounts,  and  it 
penalizes  small  employers  and  those  with  older,  more  experienced  workers  by 
forcing  them  to  pay  more  for  coverage. 

I  submit  that  a  nation  which  wants  to  be  competitive  in  the  21st  Century 
cannot  continue  to  give  these  kinds  of  incentives  to  employers  who  place  such  a 
low  value  on  maintaining  a  healthy  and  productive  workforce. 

Yet  this  is  exactly  what  we  do.  And  it  obviously  is  not  helping  us  rein  in 
costs.  Our  rate  of  increase  in  total  health  care  expenditures  continues  to  soar  at  a 
20  percent  annual  rate.  As  a  percentage  of  gross  national  product  spent  on  health 
care,  the  U.S.  spends  at  least  40  percent  more  than  any  other  industrialized 
country  and  as  much  as  70  percent  more  than  our  major  competitors  in  the  world 
market. 

At  the  same  time,  our  current  system  does  not  arm  consumers  or  providers 
of  care  with  enough  information  about  quality.  Practice  standards  are  established 
on  a  facility-by-facility  basis  with  strong  incentives  for  providers  to  practice  costly 
defensive  medicine.  In  addition,  the  paperwork  required  by  public  and  private 
insurers  has  forced  physicians  to  spend  almost  as  much  time  supervising  the 
processing  of  forms  as  providing  patient  care. 

In  short,  the  current  crisis  demands  immediate  action  and  the  labor 
movement  is  united  in  its  pursuit  of  fundamental  restructuring  of  the  system. 

Although  we  have  drafted  specific  proposals  for  your  consideration,  let  me 
be  clear  that  the  AFL-CIO  is  not  committed  to  any  single  plan.  Instead,  our 
objective  is  to  maintain  an  open  mind  and  work  with  all  who  share  our  goals 
toward  the  development  of  legislation  that  can  muster  the  support  necessary  for 
enactment.  We  are  in  a  negotiating  posture  and  we  intend  to  approach  it  in  a 
practical  way,  working  with  this  Committee  and  with  the  leadership  in  the  Senate 
and  the  House. 

We  have  four  essential  goals: 

Contain  the  Growth  in  Health  Care  Costs 
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To  achieve  this  objective,  we  urge  Congress  to: 

o       Establish  a  uniform  national  cost  containment  program  by  extending 
the  cost  containment  methodology  used  by  Medicare  to  all  payors, 
with  reimbursement  levels  set  through  a  negotiation  process 
involving  consumers,  purchasers,  government  and  providers  under 
the  auspices  of  a  national  commission. 

o       Put  a  system-wide  cap  on  the  rate  of  increase  in  total  health  care 
spending. 

o       Establish  a  capital  budgeting  system  to  encourage  the  efficient 
distribution  of  capital,  which  will  minimize  the  unnecessary 
duplication  of  equipment  and  reduce  the  large  numbers  of  empty 
beds  still  in  the  system. 

Access  to  Medical  Care  for  all  Americans 

To  achieve  this  objective,  we  urge  Congress  to: 

o       Establish  a  core  benefit  package  to  which  all  Americans  are 
entitled. 

o       Require  all  employers,  including  the  federal  government,  to 

contribute  fairly  to  the  cost  of  care  for  workers  and  their  families. 

o       Put  an  end  to  the  patchwork  quilt  of  federal  and  state  health  care 
programs  and  establish  one  federal  program  for  those  not  in  the 
workforce  by  using  Medicare  to  cover  all  Americans  not  eligible  for 
employment-based  coverage,  including  the  unemployed  and  those 
currently  receiving  protection  through  state  Medicaid  programs. 

Reduce  Waste.  Red  Tape  and  Paperwork 

Recently,  there  has  been  a  growing  interest  in  reforming  insurance 
practices  in  the  small  group  market.  While  we  support  such  long-overdue 
reforms,  the  AFL-CIO  believes  that  far  more  needs  to  be  done  and  that  reforms 
should  be  developed  by  Congress  ~  not  the  states  ~  to  assure  uniformity  across 
the  country.  Specifically,  we  believe  regulation  is  warranted  to: 

o       Put  a  stop  to  current  insurance  practices  that  keep  individuals  and 
employers  out  of  the  health  system  or  force  them  to  pay 
contributions  that  are  disproportionately  high.  This  would  involve 
broad  pooling  of  risk,  minimum  data  requirements  and  standardized 
claims  forms. 

o        Set  minimum  standards  for  entities  offering  so-called  "managed 

care."  This  would  eliminate  much  of  the  confusion  in  the  market- 
place and  level  the  playing  field  for  organized  systems  of  care  that 
meet  federal  requirements. 

o       Improve  the  quality  of  care  through  by  developing  practice 

guidelines  for  physicians  and  a  national  strategy  to  reform  the 
current  system  of  handling  malpractice  disputes. 

Solve  The  Retiree  Crisis 

The  issue  of  retiree  health  care  has  become  one  of  the  most  difficult  at  the 
bargaining  table.  The  new  accounting  regulations  put  forth  by  the  Financial 
Accounting  Standards  Board  (FASB)  that  go  into  effect  in  1993  would  require 
companies  -  for  the  first  time  ~  to  list  on  their  Balance  Sheets  estimates  of 
liabilities  for  providing  health  care  benefits  to  current  and  future  retirees.  The 
new  regulations  have  caused  a  number  of  employers  to  cut  back  coverage  for 
future  retirees  or  eliminate  protection  altogether.  Such  actions  have  already 
seriously  increased  the  number  of  retirees  without  coverage  and  the  problem  is 
growing. 

We  believe  that  the  most  effective  way  of  responding  to  this  crisis  is  to 
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make  the  age  of  eligibility  for  Medicare  more  consistent  with  the  average 
retirement  age.  Specifically,  we  propose  reducing  Medicare  to  age  60.  This 
would  spread  the  cost  of  retiree  health  care  over  the  entire  population  and  no 
longer  disproportionately  penalize  employers  who  have  attempted  to  protect  their 
retirees  against  the  high  cost  of  getting  sick. 

CONCLUSION 

Our  proposals  are  based  on  the  experiences  of  millions  of  American 
working  men  and  women  for  whom  the  current  health  care  system  has  become  a 
nightmare. 

They  are  the  ones  who  feel  the  sting  of  repeated  cost  containment 
exercises  that  have  done  little  to  limit  the  soaring  cost  of  health  care. 

They  are  the  ones  who  are  losing  access  to  a  health  care  system  that 
purports  to  be  the  best  in  the  world. 

And  they  are  the  ones  who  face  the  prospect  of  injury  and  illness  without 
any  idea  on  how  they  will  pay  for  the  decent  and  humane  treatment  they  deserve 
as  citizens  of  the  world's  greatest  industrial  power. 

Mr.  Chairman,  there  is  real  suffering  going  on  out  there.  Nothing  short  of 
full  scale  reform  will  solve  our  problems.  We  have  reached  the  stage  where  quick 
fixes  no  longer  are  possible  and  where  "voluntary  efforts"  no  longer  offer  promise. 

For  its  part,  the  AFL-CIO  is  prepared  to  consider  each  and  every  proposal 
that  purports  to  address  the  three  issues  of  cost,  access  and  quality.  We  are 
prepared  to  work  with  you  and  your  staff  and  to  work  in  coalitions  with 
consumers,  employers  and  providers  to  develop  an  approach  to  national  health 
care  reform  that  takes  the  best  of  the  systems  around  the  world  and  is  "made  in 
the  U.S.A" 

Chairman  Rostenkowski.  Thank  you,  Lane. 

You  know,  Lane,  you  and  I  both  remember  the  painful  efforts  to 
enact  hospital  cost  containment  back  in  the  1970s.  We  went 
around,  and  around,  and  around  on  this  issue.  As  a  matter  of  fact, 
as  long  as  we  were  viewing  it  from  the  subcommittee,  costs  kept  a 
lid  on,  and  some  of  them  even  went  down.  I  thought  that  was  a 
tribute  to  the  fact  that  the  industry  was  worried  about  Govern- 
ment coming  in,  so  within  its  own  structure,  the  industry  was  able 
to  contain  costs.  And  that  happened  for  about  1  or  1 V2  years. 

Just  like  anything  else,  the  minute  you  take  your  eye  off  the 
ball,  it  just  goes  back  to  its  normal  ascent.  I  recognize  that  there 
must  be  more  of  a  cooperative  effort  because  of  the  crisis  that  we 
are  going  to  face.  Our  society  just  can't  continue  to  watch  these 
huge  increases  without  both  the  private  sector  and  Government 
doing  something  about  it. 

As  you  know,  we  had  a  weekend  retreat  at  West  Point,  and  the 
dialog  was  very,  very  interesting  and  worthwhile.  But  we  have  got 
to  look  at  leadership  from  every  quarter — labor,  business,  the 
President.  I  would  like  to  think  that  we  are  going  to  accomplish 
this.  As  I  said  at  the  retreat,  it  is  not  going  to  take  us  10  years, 
because  we  can't  afford  to  wait  that  long.  We  have  got  to  do  some- 
thing about  our  health  care  system's  problems. 

Are  you  at  all  optimistic  about  us  getting  together  and  putting 
our  finger  in  this  dike? 
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Mr.  Kirkland.  Well,  Mr.  Chairman,  I  have  been  at  this  health 
insurance  issue  for  at  least  40  years,  and  I  have  seen  it  wax  and 
wane.  I  do  believe  that  we  are  closer  to  the  kind  of  broad  under- 
standing of  the  nature  and  seriousness  of  the  problem  than  we  ever 
have  been  before,  because  the  problem,  the  dimensions  of  the  prob- 
lem are  threatening  to  overwhelm  this  country. 

And  I  think  that  more  and  more  sectors  of  society  are  recogniz- 
ing that  because  they  are  feeling  it.  There  is  no  better  educator 
than  experience.  And  the  experience  is  bad  and  is  getting  worse  for 
more  and  more  people  in  this  country. 

It  has  visited  upon  different  elements  of  our  society  in  different 
ways:  to  employers,  in  their  most  painful  form,  which  is  explosive 
cost  increases,  totally  out  of  control  and  with  no  prospects  of  con- 
trol. As  long  as  we  continue  in  our  present  posture;  to  people  at 
large,  there  are  millions  of  people  in  this  country — we  talk  about 
the  homeless — well,  there  are  millions  of  people  in  this  country 
who  are  a  job  away  from  being  on  the  street,  an  illness  away  from 
being  on  the  street.  Because  a  serious  illness,  when  they  have  no 
means  to  pay  for  it,  means  a  loss  of  everything,  the  loss  of  a  home 
and  total  ruin;  and  in  between  there  are  effects  that  hit  everybody. 
During  the  hearings  that  we  conducted  last  year,  we  heard  in 
every  region  of  the  country  testimony  from  representatives  of  local 
government  who  are  facing  a  catastrophic  situation  in  terms  of 
their  efforts  to  somehow  meet  their  responsibilities  in  urban  areas 
to  maintain  city  hospitals  and  emergency  care  centers  and  the  cost 
burdens  of  that;  State  officials,  who  are  staggered  by  this  problem; 
and  every  level  of  the  medical  care  community,  the  providers  of 
care,  are  feeling  it  in  one  way  or  another,  including  for  people  who 
seriously  want  to  practice  a  profession  that  is  dedicated  to  caring 
for  people  in  trouble,  the  inability  to  give  the  kind  of  care  that 
their  profession  calls  upon  them  to  provide. 

It  is  a  disaster  and  it's  going  to  graduate  from  a  disaster  to  a  ca- 
tastrophe unless  something  is  done.  The  longer  we  put  it  off  the 
more  costly  it  will  become.  There  are  any  number  of  illustrations 
of  economic  demonstrations  of  the  impact.  I  saw  just  one  little 
figure  the  other  day  that  if  we  could  control  the  costs,  the  soaring 
costs  of  medical  care  by  bringing  it  down  to  a  level  that  is  2  per- 
cent above  the  increase  in  the  CPI,  that  that  would  save  the  coun- 
try some  $165  billion. 

I  believe  that  there  are  any  number  of  feasible  ways  of  approach- 
ing many  of  the  aspects  of  health  care  reform,  as  long  as  those  ap- 
proaches embody  certain  basic  concepts  that  I  have  spelled  out.  I 
think  the  most  difficult  and  the  one  in  which  there  will  be  most 
debate  among  the  participants  and  the  players  in  this  effort  will  be 
the  ways  and  means  to  achieve  effective  cost  control. 

We  are  prepared  and  want  to  engage  in  that  debate  and  we  have 
some  very — what  we  think — are  very  good  ideas  as  to  how  it  best 
might  be  approached.  And  one  aspect  of  it  is  the  one  that  you  de- 
fined, that  did  have  its  effect  for  a  while.  The  mere  existence  of  an 
appropriate  watchdog — we  propose  a  national  commission  in  which 
all  players  would  be  represented  as  well  as  the  Government  to  per- 
form that  function — but  the  existence  of  such  an  entity,  by  itself, 
plays  a  role. 
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Another  element  of  cost  control  and  cost  fairness  will  flow  out  of 
the  mere  creation  of  a  system  whereby  at  least  a  basic  package  of 
medical  benefits  are  available  universally,  and  that  is  the  reduc- 
tion of  the  added  costs  that  employers  and  our  unions  who  negoti- 
ate on  these  issues  and  the  trustees  of  our  welfare  plans  must  face 
when  they  are  obligated  to  pay  the  hospital  bills  and  hospital  costs 
of  people  who  are  employed  by  firms  that  do  not  provide  insurance, 
or  who  are  not  employed  or  who  have  no  other  means  of  payment. 
Those  costs  are  presently  added  to  the  hospital  charges  of  those  of 
the  insurance  plans  that  do  exist. 

The  fair  spreading  of  those  costs,  through  the  creation  of  a  uni- 
versal access  system  would,  in  the  case  of  the  plans  that  now  exist, 
open  the  way  to  reductions,  very  significant  reductions  in  cost. 

Chairman  Rostenkowski.  Mrs.  Kennelly. 

Mrs.  Kennelly.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Kirkland.  You  really  represent  the  personification 
of  the  problem  many  of  us,  on  this  committee,  are  facing  as  we  at- 
tempt to  resolve  this  problem. 

Mr.  Kirkland.  Many  people  have  said  I  was  a  personification  of 
a  problem.  [Laughter.] 

Mrs.  Kennelly.  I  am  saying  this  because  you  have  members — 
unions  who  have  some  of  the  best  health  care  in  the  United  States 
of  America.  And  yet,  they  don't  pay  any  copayments,  deductibles, 
they  just  have  a  plan  that  is  very  generous. 

Then  you  have  other  unions  that  are  members  of  the  AFL-CIO 
who  say — let  me  give  you  an  example — health  care  workers,  people 
who  work  in  convalescence  homes,  and  they  work  harder  than  any- 
body can  imagine,  and  yet,  they  get  to  the  end  of  the  day  and  they 
cannot  afford  health  care. 

Have  you  attempted  to  explain  to  your  huge  membership  that  if, 
in  fact,  we  are  going  to  come  up  with  some  kind  of  a  solution  some 
of  your  members  are  going  to  have  to  give  up  things  so  that  others 
of  your  members  can  become  part  of  the  health  insurance  picture. 

I  wrestle  with  this  all  the  time.  We  constantly  talk  about  the  33 
million  without  insurance,  but  we  often  don't  mention  or  hear  from 
the  over  80  million  with  insurance,  and  I  am  afraid  we  are  going  to 
start  rolling  along  here  and  after  the  next  Presidential  election, 
come  up  with  a  health  care  bill  whereas  the  have-nots  get  some- 
thing, but  the  haves  lose  an  awful  lot.  Do  your  members,  are  they 
at  all  aware  of  this?  I  know  you  are,  sir. 

Mr.  Kirkland.  Well,  I  don't  necessarily  subscribe  to  the  proposi- 
tion that  an  effective  approach  to  this  problem  and  the  kind  of 
health  care  reform  that  we  are  seeking  entails  the  destruction  or 
the  diminution  of  good  programs  that  exist. 

Mrs.  Kennelly.  Cost  containment,  when  you  look  at  cost  con- 
tainment you  look  at  the  fact  that  a  lot  of  reason  that  we  have 
such  incredibly  high  costs  is  that  there  are  no  caps.  There  is  no  re- 
lationship between  how  many  times  people  go  to  the  doctor,  how 
many  times  they  have  a  procedure  and  its  cost.  They  get  it  through 
their  employer.  And  as  a  result,  we  don't  have  an  awareness  by  the 
individual  of  what  a  bill  is  building  up  and  that's  one  of  the  rea- 
sons that  costs  are  out  of  control. 

Somehow  we  have  got  to  get  a  handle  on  costs  if  we  are  going  to 
get  a  system  that  works  for  everybody. 
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Mr.  Kirkland.  Ms.  Kennelly,  we  negotiate  health  care  plans  and 
have  for  years.  I  was  deeply  engaged  immediately  after  World  War 
II  in  the  beginning  of  the  creation  of  the  opportunity  and  the  ex- 
ploitation of  the  opportunity  to  negotiate  health  and  welfare  plans 
as  an  alternative  to  wage  increases  because  they  became  subjects 
for  collective  bargaining  under  the  law,  and  under  the  rules  of  var- 
ious wage  stabilization  boards,  the  War  Labor  Board,  and  so  forth. 
That  is  how  they  began  to  become  issues  in  collective  bargaining. 

Every  penny  that  goes  into  those  health  and  welfare  plans  is 
paid  for  by  our  members.  It  is  not  a  gift  from  on  high  from  employ- 
ers. Every  penny  of  those  costs  that  go  to  support  those  health  and 
insurance  plans  is  a  form  of  wages  foregone,  and  it  is  clearly  un- 
derstood at  the  bargaining  table  that  that  is  the  case. 

We  have  situations  today  where  our  affiliates  tell  me  that  they 
have  gone  for  4  and  5  years  without  a  wage  increase  because  every 
penny  of  every  available  wage  increase  had  to  go  into  the  health 
and  welfare  plans  in  order  to  maintain  the  benefits  that  those 
plans  provide.  So  your  suggestion  that  this  is  cost  free,  I  simply 
cannot  accept  it.  It  is  a  clear  and  present  cost  and  recognized  as 
such  by  our  members.  Those  of  our  affiliates  who  have  good  plans 
have  as  great  an  interest  in  cost  control  as  those  who  do  not,  if  not 
more  so. 

Mrs.  Kennelly.  Thank  you,  sir. 

My  time  is  up  but  let  me  quickly  ask  you  another  question.  In 
the  past,  when  we  have  been  talking  about  control  of  costs  in 
health  care,  the  proposal  has  been  put  forth  that  possibly  in  the 
give-and-take  of  trying  to  provide  improved  benefits  for  those  that 
don't  have  any  benefits,  and  balance  that  with  those  that  have  so 
many,  that  there  would  be  a  cap  on  the  tax  deduction  of  health 
care  benefits.  As  you  well  know,  you  have  worked  for  health  care 
benefits  in  your  negotiations  for  years — when  employers  provide 
benefits,  they  are  tax  free.  Treasury  has  often  put  on  the  table  that 
proposal  to  limit  or  to  put  a  cap  on  those  benefits.  This  is  one  of 
the  suggestions  in  looking  for  ability  to  pay  for  something  that  is — 
I  heard  your  last  answer,  but  the  point  is  that  we  have  limited  re- 
sources. And  things  are  going  to  have  to  change  if  we  come  up  with 
this  comprehensive  health  care  that  people  are  proposing. 

Would  there  be  any  change  in  the  AFL-CIO  position  concerning 
the  capping  of  health  care  benefits'  deductibility? 

Mr.  Kirkland.  Mrs.  Kennelly,  we  have  opposed,  of  course,  the 
taxation  of  employer  contributions  to  health  insurance  plans  for  a 
long  time  and  I  think  you  are  quite  familiar  with  our  position  on 
that. 

Mrs.  Kennelly.  Very,  sir. 

Mr.  Kirkland.  As  to  your  broader  proposition,  all  I  can  say  to 
you  is  show  me  the  whole  package. 
Mrs.  Kennelly.  Thank  you,  Mr.  Kirkland. 

Mr.  Kirkland.  Show  me  the  whole  package  and  I  will  make  a 
judgment  as  to  whether  what  is  put  forward  in  terms  of  addressing 
the  real  problem  is  worth  the  method  by  which  those  costs  are  ad- 
dressed. 

Chairman  Rostenkowski.  Mrs.  Johnson. 
Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 
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Your  cost  containment  section  of  your  testimony  is  very  interest- 
ing to  me,  Mr.  Kirkland.  I  appreciate  the  quality  of  your  interest 
and  leadership  on  this  matter  of  health  care  in  America. 

You  seem  to  support  both  the  cap  approach  and  the  managed 
care  approach.  National  guidelines  are  going  to  result  in  managing 
care  and  that  is  going  to  make  a  difference  in  individual  access.  We 
think  it  will  make  a  difference  in  access  in  a  way  that  will  reduce 
costs,  but  not  compromise  quality.  But  certainly  it  will  mean  that 
sometimes  people  will  be  told  that  they  can't  have  this  or  they 
can't  have  that  because  they  don't  need  it  in  the  opinion  of  their 
physician. 

I  have  proposed  that  we  change  our  tax  laws  so  that  we  define 
and  encourage  the  kind  of  plan  that  can  qualify  for  favorable  treat- 
ment under  the  tax  laws,  so  that  we  preference  only  plans  that 
have  a  managed  care  component.  I  define  that  rather  broadly.  But 
I  think  in  setting  the  stage  for  implementation  of  national  policies, 
we  must  change  our  tax  laws  to  support  that  kind  of  cost  control 
effort. 

What  do  you  think  of  that  proposal?  What  would  be  your  com- 
ments on  that  thought? 

Mr.  Kirkland.  Well,  Mrs.  Johnson,  we  pioneered  in  the  creation 
of  plans  of  managed  care  many,  many  years  ago.  Trade  union  nego- 
tiated health  systems  were  the  first  to  put  into  effect  HMOs,  pre- 
ferred provider  organizations,  and  other  aspects  of  what  has  now 
come  to  be  known  as  managed  care.  And  we  did  that,  I  would  point 
out,  at  a  time  when  it  was  criticized,  attacked  and  vilified  by  much 
of  the  insurance  community  and  the  medical  care  community  that 
is  now  embracing  it  and  putting  it  forward  as  an  alternative.  It  is 
not  an  alternative.  It  is  a  valuable  and  useful  technique.  It  has  not, 
in  itself,  succeeded  in  controlling  the  kind  of  cost  escalations  that 
we  are  faced  with  today.  We  continue  to  support  it  and  we  believe 
it  is  a  valuable  tool  but  it  is  not  a  total  solution.  It  is  one  of  the 
aspects  of  the  solution. 

Our  views  on  the  best  approach  to  cost  containment  are,  I  would 
say,  almost  identical  with  that  put  forward  by  the  Comptroller 
General  the  other  day. 

Mrs.  Johnson.  My  concern  with  relying  too  heavily  on  the  cap, 
which  I  think  a  lot  of  our  thinking  is  doing  right  now,  is  that  some- 
thing that  happened  in  Connecticut  that  was  very  important  to 
your  members  could  not  have  happened  if  we  had  had  a  national 
cap  policy. 

We  did,  in  Connecticut,  change  our  laws  to  dramatically  increase 
teachers'  salaries.  When  we  did  that,  we  found  that  we  absolutely 
had  to  attend  to  the  underpayment  of  our  medical  professionals, 
particularly  nurses,  and  other  skilled  medical/technical  personnel. 

We  ended  up  really  shifting  salaries  up  about  20  percent,  in 
about  a  year.  I  mean  it  was  a  dramatic  change.  One  of  the  prob- 
lems with  relying  too  heavily  on  caps  is  that  you  cannot  make 
those  kinds  of  adjustments. 

I  believe  in  Canada  we  are  beginning  to  see  strikes  now  about 
wages.  I  will  be  watching  carefully  to  see  how  their  system  of 
global  budgeting  is  going  to  accommodate  what  has  become  really  a 
serious  and  honest  pressure  for  wage  increases  among  health  care 
service  personnel. 
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I  would  invite  your  thoughts  on  that  issue  of  the  rigidity  that 
caps  build  into  the  current  system.  They  tend  to  anchor  in  what- 
ever the  compensation  structure  is  at  a  certain  time,  and  thereaf- 
ter allow  basically  only  cost-of-living,  or  less,  adjustments.  I  worry 
about  that  as  a  long-term  national  policy. 

Mr.  Kirkland.  I  think  as  long — unless  we  totally  reshuffle  the 
method  of  medical  care  practice  and  payment  in  this  country — 
which  are  are  not  putting  forward — you  must  have  a  variety  of  ap- 
proaches to  the  issue  of  cost  control,  depending  upon  the  mode  of 
payment  and  the  mode  of  organization  of  those  services. 

I  know  of  no  other  approach,  frankly,  where  the  system  of  insur- 
ance cost  reimbursement  and  of  practice  is  based  upon  fee-for-serv- 
ice,  than  to  negotiate  caps  on  those  fees,  in  conjunction  with  a 
budgeting  system. 

We  have  called  for  the  creation  of  a  commission  to  apply  broad 
restraints  on  total  expenditures  and  to  do  that  by  negotiating  over- 
all budgets. 

I  recognize  quite  fully  that  so-called  managed  care  systems  may 
call  for  a  different  approach.  And  we  are  quite  prepared  to  support 
a  different  approach  in  those  cases.  At  the  ultimate  overall  it  all,  I 
think  there  must  be  a  budgeting  process  under  which  these  modes 
of  reimbursement  are  negotiated. 

Mrs.  Johnson.  Thank  you,  sir. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Levin. 

[No  response.] 

Chairman  Rostenkowski.  Mr.  Moody. 
[No  response.] 

Chairman  Rostenkowski.  Mr.  Car  din. 
Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Mr.  Kirkland,  I  want  to  thank  you  for  being  here  and  express  my 
appreciation  for  your  statement,  particularly  its  balance.  I  agree 
that  the  ways  and  means  of  effective  cost  control  must  be  the  cen- 
terpiece of  our  movement  toward  getting  control  over  health  care 
in  the  United  States.  I  really  applaud  you  for  the  manner  in  which 
you  have  balanced  your  presentation  here. 

In  your  statement  you  talk  to  the  need  to  establish  a  uniform  na- 
tional cost  containment  program  where  the  same  methodology 
would  be  used  for  all  payers.  I  take  it  that  that  means  that  wheth- 
er we  have  a  single-payer  system — that  is  the  National  Govern- 
ment providing  the  health  care — or  we  continue  our  current 
system  of  employer-based  supplemented  by  the  Government,  that 
the  same  method  for  determining  cost  reimbursement  should  be 
used  for  all  payers? 

Mr.  Kirkland.  Yes.  We  believe  that  perhaps  the  issue  around 
which  the  ultimate  argument  must  revolve  is  not  the  question  of 
single-payer,  multipayer  or  other  aspects  of  it,  but  is  this  issue  of 
the  best  method  of  cost  containment. 

The  task  will  need  to  be  undertaken  in  a  comprehensive  and  co- 
herent way,  irrespective  of  which  approach  is  taken  on  the  other 
aspects  of  the  system. 

Mr.  Cardin.  We  have  such  an  all-payer  system  for  hospital  care 
in  Maryland  and  it  has  been  effective  in  our  State  under  the 
ground  rules  that  have  been  established  nationally. 
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You  would  then  have  some  way  of  determining  a  national  cap  on 
how  much  could  be  spent  in  health  care  and  how  it  would  be  ad- 
justed annually  with  a  national  commission  allocating  what  share 
of  the  pie  goes  to  the  various  health  care  providers  as  it  relates  to 
types  of  service,  rate  of  reimbursement,  volume  of  service.  Those 
types  of  decisions  would  be  allocated  by  this  national  commission 
comprised  of  Government,  health  care  providers,  consumers,  et 
cetera.? 

Mr.  Kirkland.  Not  by  arbitrary  dictate,  sir,  but  by  negotiation 
with  the  appropriate  parties. 

Mr.  Cardin.  There  are  many  of  us  who  believe  that  we  must 
make  some  major  changes  in  our  health  care  system,  but  we  are 
tempered  by  the  fact  that  most  people  say  politically  it  is  going  to 
be  extremely  difficult  for  anything  major  to  be  accomplished  quick- 
ly. The  success  of  our  system  has  been  based  on  an  employer-based 
system,  through  negotiations,  through  organized  labor,  and 
through  our  Tax  Code.  As  I  listen  to  your  testimony,  I  hear  that 
more  and  more  wage  concessions  are  being  made  because  of  health 
care  benefits,  more  strikes  are  being  caused  by  health  care  issues, 
employers  are  giving  up  health  care  plans  because  they  can't 
afford  it.  How  much  time  do  we  really  have  to  come  up  with  a 
change  in  our  health  care  system  before  the  situation  has  become 
such  that  our  system  literally  won't  be  able  to  continue? 

What  is  our  timeframe? 

Mr.  Kirkland.  If  you'll  pardon  my  using  a  term  that  has  other 
illusions,  Mr.  Chairman  and  Mr.  Cardin,  if  there  is  an  issue  on 
which  we  need  a  fast  track,  this  is  it.  I  suggest  to  you  that  the  ea- 
gerness and  intensity  with  which  the  case  for  fast  track  is  argued 
on  a  much  less  pressing  issue  has  been  lacking  here  for  a  long 
time.  There  is  no  issue  more  pressing  or  more  burdensome  on  our 
society  than  addressing  this.  So  let  me  urge  a  fast  track  here. 

Mr.  Cardin.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Rangel. 

Mr.  Rangel.  Thank  you,  Mr.  Chairman. 

Mr.  Kirkland,  I  agree  with  the  urgency  but  something  as  dra- 
matic as  what  you  are  proposing  and  many  of  us  support  is  going 
to  cost.  I  think  it  is  an  investment  that  we  have  to  make  and  cer- 
tainly just  as  important  to  us  as  the  Persian  Gulf  was  to  the  world. 

But  you  mention  your  willingness  to  cooperate  with  political 
leaders.  I  don't  see  this  leadership  coming  from  the  executive 
branch  and  perhaps  you  could  share  with  me  what  response  you 
have  received  from  the  legislative  branch. 

Mr.  Kirkland.  We  have  been  engaged  in  discussions,  of  course, 
with  this  committee  and  in  the  Senate  committees  for  quite  some 
time.  And  I  continue  to  hope  that  that  will  congeal  into  an  end 
product  this  year.  The  ultimate  answer  to  that  question,  I  guess,  is 
in  your  hands,  sir. 

Mr.  Rangel.  Well,  I  hoped  your  answer  would  not  be  that.  It  is 
hard  for  me  to  perceive  us  being  successful  without  the  support  of 
the  White  House,  that  this  is  not  perceived  as  a  Democratic  initia- 
tive, that  it  is  good  for  America  and  it  is  going  to  cost,  and  that  we 
should  be  prepared  to  do  it. 
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Mr.  Kirkland.  Mr.  Rangel,  I  think  the  people  of  this  country, 
certainly  our  people,  find  it  very  difficult  to  understand  how  a 
problem  which  has  been  festering  and  growing  for  generations  is 
now  approaching  the  point  of  total  disaster,  a  real  crisis — one  that 
poll  after  poll  shows  that  has  the  support — the  solution  of  which 
would  have  the  support  of  an  overwhelming  majority  of  the  Ameri- 
can people;  an  issue  where  the  elements  of  society  that  are  partici- 
pants in  the  problem  and  in  their  own  efforts  to  grapple  with  the 
problem,  in  the  medical  care  community,  in  the  consumer  commu- 
nity, in  the  business  community,  certainly  in  the  labor  community, 
all — if  they  don't  agree  entirely  on  the  specifics  of  particular  ap- 
proaches— I  think  all  agree  that  it  is  a  crisis. 

Mr.  Rangel.  They  agree  right  up  to  the  point  that  you  ask  them 
to  

Mr.  Kirkland.  And  you  have  all  of  those  elements  and  we  still 
cannot  get  legislative  action,  I  think  it  is  very  difficult  to  explain. 

Mr.  Rangel.  Well,  the  problem,  and  I  think  

Mr.  Kirkland.  I  agree  with  you,  that  in  our  system  when  we 
have  a  problem  of  these  dimensions,  normally  we  look  to  the  execu- 
tive branch  for  leadership  in  addressing  it.  And  that  element  is  to- 
tally absent  now.  I  agree  that  this  puts  an  extraordinary  burden  on 
the  Congress  to  take  an  initiative  and  to  create  a  program.  That 
has  historically  been  quite  a  difficult  thing  for  the  Congress  to  do 
in  the  absence  of  a  Presidential  initiative  or  executive  branch  sup- 
port. But  that  does  not  mean  that  it  cannot  be  done  or  ought  not  to 
be  done..  You  still  have  a  responsibility  under  the  Constitution  to 
put  forward  programs  in  response  to  the  real  needs  of  the  Ameri- 
can people.  I  urge  you  to  make  this  a  matter  of  priority  of  this 
committee  to  move  it. 

I  know  the  burden  of  the  budget  but  real  costs  are  the  totality  of 
costs  and  just  arbitrary  budget  caps  are  not  going  to  restrain  the 
total  costs  of  this  society,  they  are  going  to  leave  it  to  grow  in  a 
more  explosive  fashion  and  continue  to  escalate.  You  are  fortunate 
that  in  any  broad  national  problem  that  if  there  is  a  mechanism  or 
a  means  through  social  insurance — that  is  the  great  virtue  of  social 
insurance — in  which  you  can  translate  real  human  needs,  human 
natures,  human  perils  and  the  solution  to  human  problems,  into  a 
monetary  universe,  a  monetary  figure,  whether  you  can  then  ad- 
dress the  means  of  gathering  that  money  and  disbursing  it.  This  is 
one  of  those  areas,  just  as  the  problems  of  poverty  and  old  age  were 
addressed  through  social  insurance  in  the  1930s.  When  I  was  a  kid, 
a  little  kid  before  there  was  Social  Security,  practically  every 
county,  I  think  in  this  country,  dealt  with  the  problems  of  poverty 
and  old  age  with  the  county  poor  house.  There  v/ere  poor  houses, 
they  did  exist  and  they  were  our  Social  Security  system.  It  was  a 
miserable  situation.  It  was  social  insurance.  It  was  the  Social  Secu- 
rity system  that  tore  those  poor  houses  down  in  this  country  and 
made  it  possible  for  people  to  live  in  dignity. 

But  it  costs  a  lot  of  money.  But  that  was  an  unavoidable  cost,  It 
was  a  cost  where  we  were  lucky  we  were  able  to  translate  a  human 
problem  into  monetary  terms  and  meet  that  cost  and  it  did  not  de- 
stroy society,  it  strengthened  society.  I  think  that  is  what  we  have 
before  us  today. 

Mr.  Rangel.  Thank  you,  Mr.  Kirkland. 
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Chairman  Rostenkowski.  Mr.  Bunning. 
Mr.  Bunning.  Thank  you,  Mr.  Chairman. 

Mr.  Kirkland,  I  would  just  like  to  ask  you  how  many  members  in 
the  AFL-CIO  are  not  presently  covered  by  a  health  care  program 
of  some  sort? 

Mr.  Kirkland.  Relatively  few,  sir,  as  compared  to  the  work  force 
at  large.  A  much  higher  proportion  of  our  members  would  be  cov- 
ered than  is  true  in  the  work  force  at  large.  I  cannot  give  you  a 
precise  figure. 

Mr.  Bunning.  Can  you  give  me  a  ballpark  figure? 

Mr.  Kirkland.  Oh,  85  or  90  percent. 

Mr.  Bunning.  That  is  90  percent? 

Mr.  Kirkland.  That's  a  rough  guess. 

Mr.  Bunning.  You  mentioned  in  your  testimony  a  core  package. 
Could  you  give  me  an  idea  of  what  you  think  should  be  included  in 
a  core  package? 

Mr.  Kirkland.  I  think  essentially  Medicare  A  and  B. 

Mr.  Bunning.  Medicare  A  and  B.  Should  that  core  package  

Mr.  Kirkland.  For  the  time  being. 

Mr.  Bunning.  Should  that  core  package  have  any  cost  participa- 
tion from  the  employee  that  is  not  covered  in  a  negotiated  con- 
tract? In  other  words,  if  a  union  contract  is  negotiated,  obviously 
that  is  taken  care  of  by  the  negotiations.  But  what  about  a  contract 
or  an  employee  that  is  not  covered  by  that  type  of  a  contract? 

Mr.  Kirkland.  I  would  have  no — as  long  as  the  question  is  capa- 
ble of  being  addressed  by  collective  bargaining,  if  the  core  package 
involves — Medicare  today  involves  a  sharing  of  costs.  It  is  born 
through  the  social  insurance  contributions.  So  we  have  supported 
that  approach  in  the  past  and  we  have  supported  for  a  broadening 
of  the  access  to  those  benefits. 

Mr.  Bunning.  In  other  words,  you  think  that  there  should  be 
some  type  of  participation  for  that  employee  and/or  their  depend- 
ents? 

Mr.  Kirkland.  Well,  as  I  said,  that  is  the  case  with  Medicare  and 
we  would  like  to  see  Medicare  A  and  B  broadened,  the  age  of  eligi- 
bility reduced,  broadened  to  include  unemployed  and  other  ele- 
ments of  the  currently  uninsured,  who  are  outside  of  the  employer- 
based  coverage. 

Mr.  Bunning.  Also,  in  your  longer  testimony  you  mentioned  the 
fact  that  you  would  like  to  see  Medicare  eligibility  for  both  A  and 
B  reduced  to  the  age  of  60. 

Mr.  Kirkland.  Yes. 

Mr.  Bunning.  Do  you  have  some  proposal  also  to  finance  that? 
Mr.  Kirkland.  The  way  it  is  financed. 
Mr.  Bunning.  At  cost  presently? 

Mr.  Kirkland.  Yes.  We  are  wholly  flexible  on  that  question,  sir, 
as  again,  I  say  as  I  responded  in  other  questions,  show  me  the 
package. 

Mr.  Bunning.  Well,  we  are  talking  specifics  now.  We  are  talking 
Medicare  A  and  Medicare  B  and  obviously  there  is  the  mechanism 
where  the  Federal  Government,  through  a  taxing  situation,  pays 
for  a  part  of  it,  and  then  the  individual  pays  on  the  B  section. 

Mr.  Kirkland.  Yes. 

Mr.  Bunning.  Then  you  are  proposing  that  as  a  program? 
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Mr.  Kirkland.  We're  not  putting  forward  at  this  stage  a  specific 
program  because  we  want  to  stay,  until  we  get  down  to  the  point  of 
marking-up,  in  a  position  to  discuss  and  negotiate,  whatever  will 
bring  aboard  the  necessary  support.  If  that  is  the  price  of  your  sup- 
port, sir,  the  answer  is,  yes. 

Mr.  Bunning.  Well,  as  the  chairman  mentioned,  we  have  come 
off  of  a  3-day  retreat  where  we  discussed  all  of  the  aspects  of  medi- 
cal coverage  and  health  care.  The  biggest  two  problems,  obviously, 
that  were  brought  up  were  access  and  cost  containment. 

Mr.  Kirkland.  Right. 

Mr.  Bunning.  Under  an  expanded  Medicare  A  and  B  program, 
obviously,  more  people  could  be  covered,  but  the  cost  of  financing 
that  system — we  could  not  figure  out  the  answer  to  on  that  3-day 
retreat. 

So  your  suggestion  is  that  we  do  it  under  the  present  tax  struc- 
ture? 

That's  what  I  understood. 
Mr.  Kirkland.  Yes. 

Mr.  Bunning.  All  right,  thank  you,  very  much. 
Chairman  Rostenkowski.  Mr.  McDermott. 
Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Mr.  Kirkland,  I  am  glad  to  have  you  here  

Mr.  Kirkland.  The  key  point,  if  I  may  go  back? 
Mr.  McDermott.  Surely. 

Mr.  Kirkland.  The  key  point  is  that  whatever  the  method  of 
raising  the  revenue  or  imposing  the  taxes  to  support  the  funding  of 
these  benefits,  the  mistake  that  was  made  with  the  catastrophic  in- 
surance plan  of  recent  memory  where  that  entire  cost  was  imposed 
upon  the  specific  area  of  beneficiaries,  should  not  be  repeated.  If 
the  core  benefit  system  is  set  up  along  Medicare  A  and  B  lines,  as 
was  the  case  with  Medicare,  the  costs  should  be  spread  over  the 
entire  potential  beneficiary  universe. 

Mr.  Bunning.  We  don't  want  to  go  through  that  again,  I  will 
guarantee  you. 

Mr.  Kirkland.  I  understand.  I  don't  either. 

Mr.  McDermott.  Let  me  pursue  this  line  of  questioning  a  little 
bit  further,  because  I  was  intrigued  about  the  problem  that  you 
raised  in  your  testimony  about  the  retiree  crisis,  that  is  the  new 
accounting  rules  which  may  cause  many  employers  to  withdraw 
the  benefits  for  their  retirees,  and  your  suggestion  that  you  move 
Medicare  down  to  60. 

It  seems  to  me  that  there  are  trends  which  suggest  that  people 
are  trying  to  continue  working  until  70  and  we  want  to  make  it 
possible  for  them  to  work  and  keep  their  money.  It  seems  to  me 
that  if  we  tinker  with  that,  going  down  to  60,  why  not  just  impose 
the  Medicare  system  throughout  the  whole  country? 

Now,  I  recognize  that  it  has  some  problems  with  maternal  and 
infant  questions  and  that  sort  of  thing,  and  I  know  you  had  a  dis- 
cussion at  which  your  organization  did  not  come  to  any  resolution 
on  this,  but  give  me,  if  you  can,  the  downside  of  accepting  Medi- 
care, as  Congressman  Stark  has  suggested,  as  a  universal  plan  for 
the  United  States.  What  would  be,  from  your  organizational  stand- 
point  

Mr.  Kirkland.  Is  that  an  offer,  sir?  I  will  buy  it. 
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Mr.  McDermott.  You  have  got  two  votes  here. 

Mr.  Kirkland.  The  fact  is  on  the  issue  of  lowering  the  age  of  eli- 
gibility, I  think  it  reflects  what  actually  is  going  on  in  terms  of  the 
average  age  of  retirement  in  this  country.  Contrary  to  the  general 
sort  of  impression  that  people  are  working  longer,  overall  that  is 
not  true.  The  age  of  retirement  has  been  going  down.  The  age  at 
which  people  elect  to  retire  has  been  going  down  and  is  now  well 
below  65.  And  such  a  change  would  reflect  that  and  I  think  it 
would  also  effectively  address  this  problem  that  you  talk  about  of 
the  impact  of  carrying  those  potential  liabilities  on  the  balance 
sheet. 

We  believe  that  the  Medicare  package  is  a  pretty  good  core  pack- 
age. And  it  ought  to  be  extended  as  broadly  as  possible  to  cover 
those  groups  that  are  outside  of  the  system  of  employer-based  in- 
surance. And  it  should  also  be  available,  I  think,  to  employers,  as 
an  alternative.  That  is  one  approach  that  would  work. 

Mr.  McDermott.  So,  if  I  follow  you  correctly,  what  you  are  sug- 
gesting is  that  you  would  be  willing  to  give  up  the  right  to  collec- 
tively bargain  that?  Or  would  you  want,  in  the  collective  bargain- 
ing process,  to  negotiate  with  the  employer  for  the  Medicare  pack- 
age or  for  the  Blue-Cross,  Blue-Shield  or  for  the  Kaiser  Perman- 
ente  or  some  other?  I  am  not  quite  sure  where  you  see  organized 
labor's  role,  which  has  traditionally  been  to  push  for  higher  and 
higher  benefits.  The  reason  that  we  have  a  health  care  system  at 
all  is  because  of  organized  labor.  And  I  am  not  quite  clear  where 
you  see  yourself  fitting  into  this. 

Mr.  Kirkland.  In  the  case  of  groups  covered  by  collective  bar- 
gaining, we  would  continue  to  negotiate  for  benefits  beyond  those 
contained  in  the  core  package. 

Mr.  McDermott.  Which  I  think  you  gave  me  a  little  warning 
about  when  you  said,  'Tor  starters,"  a  little  bit  earlier.  You  were 
thinking  of  long-term  care  or  some  other  

Mr.  Kirkland.  Of  course. 

Mr.  McDermott.  OK. 

Mr.  Kirkland.  There  are  many  areas  that  can  be  covered,  left  to 
be  covered  and  addressed  by  collective  bargaining.  I  think  collec- 
tive bargaining  can  cover  the  question  of  whether  or  not  an  em- 
ployer is  covered  by  the  core  package  or  some  other  plan.  Collective 
bargaining  can  also  address  the  question  of  the  cost  sharing,  the 
issue  of  who  contributes. 

It  can  address  the  dimensions,  the  creation  of  a  so-called  man- 
aged care  plans,  HMOs,  PPOs,  even  providing  those  benefits  includ- 
ed in  that  package. 

Mr.  McDermott.  In  summary  then,  what  you  do  not  anticipate  is 
a  national  health  plan  in  which  you  would  have  no  role  of  bargain- 
ing collectively?  You  would  see  that,  whatever  national  plan  we 
put  together  here,  however  we  decide  to  do  it,  there  would  still  be 
retained  by  organized  labor  the  right  or  the  responsibility  to  nego- 
tiate benefit  packages  on  health  care  for  their  people.  But  simply 
accepting  the  national  plan  would  not  be  what  you  saw  in  the 
future? 

Mr.  Kirkland.  No  more  than  old  age  and  survivor's  insurance  is. 
Mr.  McDermott.  You  would  always  negotiate  with  us  is  what 
you  are  saying,  I  guess. 
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Mr.  Kirkland.  Yes.  If  you  tell  me  and  that  again,  I  think,  bears 
upon  how  far  the  political  representatives  on  this  committee  and 
the  Senate  are  prepared  to  go.  I  have  said  before  that  40  years  ago 
I  was  a  strong  advocate  of  what  is  now  described  as  a  single-payer 
plan.  I  was  involved  in  putting  together  with  Members  of  Congress 
the  Wagner-Murray-Dingell  bill  and  in  trying  to  rally  support  in 
the  public  for  it.  That  was  long  ago,  it  was  more  than  40  years  ago. 
I  have  gotten  a  little  tired,  make  me  a  deal. 

Mr.  McDermott.  We  are  trying.  We  are  trying  very  hard.  Thank 
you,  very  much,  Mr.  Kirkland. 

Mr.  Kirkland.  Let's  get  something  done.  Let's  get  something 
done  that  realistically  addresses  these  problems. 

Mr.  McDermott.  We  agree  with  you.  Thank  you,  very  much. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Dorgan. 

Mr.  Dorgan.  Thank  you,  Mr.  Chairman. 

Mr.  Kirkland,  welcome.  Let  me  just  observe  again  that  while 
we're  talking  about  addressing  these  problems  we  are  borrowing 
about  $1.25  billion  a  day,  every  day,  7  days  a  week  all  year  long. 
Increase  in  gross  debt  in  this  country  will  be  $411  billion  this  year, 
and  $404  billion  next  year,  $1.7  trillion  in  the  first  5  years  of  the 
1990s.  This  country  is  seriously  off-track  with  a  fiscal  policy  that  I 
think  is  reckless  and  even  as  we  talk  about  new  things  and  new 
needs  and  responding  to  concerns,  our  fiscal  policy  is  going  to  be 
this  country's  undoing  unless  we  begin  to  deal  with  it  responsibly. 

Mr.  Kirkland,  I  just  want  to  make  two  observations  about  things 
that  troubled  me  in  this  discussion.  First,  a  woman  called  me  some 
while  ago  who  works  two  jobs  both  with  national  companies,  and 
works  50  hours  a  week  or  so  at  both  places  and  has  no  benefits, 
because  her  labor  for  those  large  companies  is  structured  in  such  a 
way  that  her  employers  don't  have  to  pay  benefits.  So  this  person 
works  very  hard  as  a  single  parent  and  has  no  insurance  coverage 
despite  the  fact  that  she  works  many  hours  a  week  at  a  very  low 
wage.  That  is  a  very  serious  problem.  And  the  companies,  the  very 
large  national  companies  that  do  that  deliberately  are,  themselves, 
creating  a  bubble  of  pressure  for  some  sort  of  mandated  national 
solution. 

They  are  the  ones  who  are  lighting  this  fire  to  cause  this  prob- 
lem at  least  with  respect  to  that  kind  of  person  out  there  in  society 
who  works  very  hard  and  has  no  benefits.  I  understand  that  and 
that  is  of  great  concern  to  me. 

Second,  I  had  a  briefing  a  while  back  by  some  folks  in  the  other 
body  who  are  putting  together  a  plan  that  is  the  mandated  type  of 
benefits  plan,  similar  to  what  you  allude  to  in  your  statement. 

That  concerned  me,  as  well,  because  they  talk  about  a  menu  of 
benefits  that  must  be  offered  by  an  employer  and  for  those  who  fail 
to  offer  it,  there  will  be  imposed  a  4-  or  5-percent  payroll  tax  on 
those  employers.  Well,  I  will  tell  you  the  payroll  tax  in  this  coun- 
try is  very,  very  stiff,  especially  for  the  kinds  of  businesses  that  are 
located  in  my  State.  Small  and  medium-sized  firms  have  a  devil  of 
a  time  making  it  without  respect  to  the  questions  of  what  kind  of 
benefits  they  are  going  to  pay.  They  are  just  trying  to  figure  out 
how  to  keep  the  doors  open. 
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The  payroll  tax  is  a  tough,  a  stiff  tax  at  this  point.  The  proposals 
to  add  a  4-  or  5-percent  payroll  tax,  especially  for  a  layer  of  fragile, 
small-  to  medium-sized  businesses,  I  think  is  very  troublesome. 

So  we  sit  grappling  with  this  question,  and  yes,  even  in  my  dis- 
trict it  is  the  number  one  topic  at  town  meetings.  People  are  con- 
cerned— how  do  we  provide  for  our  needs,  our  health  care  needs, 
how  do  we  afford  to  pay  for  the  insurance  policy  next  month  again. 
This  is  the  number  one  concern,  but  the  answer  is  not  simple,  it  is 
not  obvious  and  it  is  not  inexpensive.  We  are  being  asked  to  pro- 
vide this  answer  at  a  time  when  this  country  cannot  afford  much 
of  what  else  it  is  doing,  that  is  we  add  $1.25  billion  to  the  deficit 
every  day,  7  days  a  week. 

I  wanted  to  make  those  two  observations  and  I  think  your  state- 
ment is  a  good  statement  and  a  constructive  one  to  add  to  this  dis- 
cussion, Mr.  Kirkland,  but  I  did  want  to  make  those  two  observa- 
tions to  you. 

I  would  be  happy  for  your  response. 

Mr.  Kirkland.  Well,  I  guess,  in  general,  I  would  say  the  cost  is 
there  one  way  or  the  other.  It  is  not  avoidable.  It  is  either  a  cost 
defined  and  restrained  as  best  we  can  and  reasonably  apportioned, 
as  against  a  chaotic  situation  where  the  costs  are  borne  by  human 
depravation  and  suffering  and  danger  and  risk  of  ruin  day  in  and 
day  out,  which  is  also  a  cost.  That  is  coupled  with  a  disproportion- 
ate share  of  those  costs  that  are  insured  against  being  borne  by  the 
best-intentioned  and  the  most  responsible  elements  of  our  society, 
while  the  most  irresponsible  escape  it,  and  a  system  whereby  those 
costs  escalate  and  are  more  than  they  need  to  be  because  of  the 
absence  of  any  system. 

It  is  not  just  ourselves  that  suggest  that  the  other  economic  and 
fiscal  problems  of  the  country  ought  not  to  stand  in  the  way  of  ad- 
dressing a  problem  that  is  solvable  with  determination.  When  the 
President  of  the  American  Medical  Association  spoke  to  one  of  our 
regional  hearings  on  health  care,  Dr.  Tupper,  he  made  the  remark 
that  when  President  John  Kennedy  said  we  were  going  to  put  a 
man  on  the  Moon,  he  did  not  say,  provided  it  was  budget-neutral. 

I  suggest  to  you  that  this  is  a  far  more  urgent  human  problem 
than  the  question  of  whether  we  put  a  man  on  the  moon  or  not,  it 
affects  far  more  people's  lives  and  futures.  Failure  to  do  anything 
about  this  is  contributing  further  to  the  terrible  deficit  situation 
we  are  in.  It  is  not  solving  it.  Doing  nothing  is  not  a  solution,  but  it 
is  adding  further  to  the  problem.  Talk  to  the  people  who  have  to 
grapple  in  the  States  and  the  cities  with  the  health  care  system 
and  many,  many  aspects  of  the  costs  that  are  being  borne  that  con- 
tribute to  our  deficit  are  rooted  in  the  failure  to  do  anything  seri- 
ous about  the  medical  care  problem. 

Chairman  Rostenkowski.  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Mr.  Kirkland,  thank  you  for  your  input  to  our  committee  on  this 
very  daunting  national  problem.  It  seems  to  me  that  one  of  the 
shortcomings  of  our  analyses  that  weaves  itself  through  the  entire 
fabric  of  this  discussion  is  that  we  really  don't  have  data  to  quanti- 
fy where  the  increased  costs  are  coming  from.  I  hope  you  would 
join  with  me  in  pursuing  an  effort  to  try  and  dig  this  out  so  that 
we  know  really  what  we  are  dealing  with. 
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One  thing  we  do  know  for  sure  is  that  the  nuns  at  St.  Joseph 
Hospital  in  Houston,  the  only  inner-city  hospital  left,  are  not  rip- 
ping people  off.  They  have  got  to  recover  their  costs,  whatever  they 
are,  from  somebody.  And  those  costs  are  accelerating  and  gyrating 
upward.  One  thing  we  do  know  is  that  the  major  component  of  hos- 
pital costs  today  is  employee  costs  that  represent  over  50  percent  of 
all  hospital  costs.  That  much  we  do  know. 

We  do  know  that  that  has  been  accelerating  in  a  major  way,  par- 
ticularly for  nurses.  One  of  the  things  that  bothers  me  a  little  bit 
about  some  of  these  overall  approaches  that  are  going  to  cut  costs 
back  is  that  they  don't  tell  you  what  they  are  going  to  do.  But,  in 
the  end,  they  are  going  to  have  to  have  price  control.  They  are 
going  to  have  to  have  wage  control. 

That  leads  me  to  my  question  to  you  which  is,  are  you  prepared 
to  see  your  labor  union  members  who  work  for  hospitals — we  have 
only  been  talking  about  the  people  that  are  treated  by  hospitals, 
but  there  are  people  who  work  for  hospitals  too — restricted  by  a 
law  and  Government  cost  control,  as  to  what  they  can  make? 

Mr.  Kirkland.  Congressman,  we  strongly  support  an  effective 
system  of  cost  controls  through  overall  budgeting. 

Many,  many  areas  of  our  employment  where  our  people  are  em- 
ployed, certainly  in  public  employment,  teachers,  employees  of  hos- 
pitals, city  hospitals,  State  employees,  county  employees  must  wres- 
tle with  the  problem  of  persuading  their  employers  that  their 
wages  ought  to  be  addressed  fairly  through  collective  bargaining. 

I  believe  that  should  continue  under  any  system  of  cost  control. 
It  exists  today. 

Mr.  Archer.  You  had  mentioned  during  your  comments  earli- 
er  

Mr.  Kirkland.  If  you  are  suggesting  that  employees  of  medical 
facilities,  of  hospitals,  clinics,  and  other  medical  facilities,  should 
become  second-class  citizens  

Mr.  Archer.  I  am  not  suggesting  that. 

Mr.  Kirkland  [continuing].  And  not  be  able  to  put  forward  their 
case  for  decent  wages,  then  I  say  we  can't  agree. 

Mr.  Archer.  No,  that  is  not  at  all  what  I  am  suggesting.  I  am 
suggesting  that  if  we  have  price  controls,  effective  rigid  price  con- 
trols, which  is  what  these  programs  ultimately  will  entail  for  the 
most  part,  we  will  most  certainly  have  wage  controls.  As  sure  as 
night  follows  day  that  happens  over  and  over  again  throughout  so- 
ciety. 

I  would  only  suggest  to  you  that  the  negotiations  with  cities  rela- 
tive to  what  is  going  to  be  paid  in  the  city  hospitals  is  going  to  be  a 
very  different  thing  than  negotiation  with  the  Federal  Government 
when  there  are  nationwide  wage  controls  and  caps  put  on  as  a 
result  of  this  so-called  cost  control  that  will  be  part  of  these  overall 
systems. 

I  would  like  to  ask  you  specifically  about  your  comments  that 
Medicare  should  be  extended  to  people  who  currently  don't  have 
any  source  of  insurance.  I  am  wondering  specifically  how  that 
would  work.  Today,  Medicare  is  paid  by  taxes  on  all  employees. 

If  all  employees  and  employers  were  not  covered  by  this  expand- 
ed system  that  you  are  talking  about,  would  you  propose  that  all 
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workers  and  employees  pay  a  higher  HI  tax  in  order  to  expand  this 
coverage  to  those  who  are  not  insured? 

Mr.  Kirkland.  The  problem  with  the  bulk  of  the  people  who  are 
not  insured,  that  is  of  the  unemployed  people,  is  that  they  don't 
have  access  to  a  plan.  Not  being  in  a  group,  not  having  premiums 
reflecting  a  broad  dispersion  of  risks — and  if  that  were  possible, 
then  they  could  pay  those  premiums. 

Mr.  Archer.  Well,  I  understand  the  problem.  But  if  you  merely 
expanded  Medicare  so  that  these  people  would  receive  coverage 
under  Medicare,  the  money  has  to  come  from  somewhere.  The 
source  of  Medicare  revenue  is  a  tax  on  all  workers  and  employees, 
including  those  that  are  already  suffering  a  reduction  in  wages  as 
a  result  of  negotiated  health  benefits  from  their  employer. 

If  you  use  the  traditional  source  of  financing,  it  merely  means 
that  those  people  will  be  paying  not  only  for  their  own  health  in- 
surance, but  they  will  be  paying  for  other  people's  health  insur- 
ance. 

Mr.  Kirkland.  I  know,  sir.  There  is  an  element  of  that  popula- 
tion that  should  be  covered  by  Medicaid.  The  Medicaid  system 
today,  as  I  am  sure  you  know,  is  a  mess.  The  disparity  of  benefits 
State  by  State  is  gross  and  inequitable.  The  number  of  people 
below  the  poverty  line  that  qualify  for  Medicaid  is  too  small. 

That  is  an  area  where  reform  is  desperately  needed.  I  continue  to 
believe  that  those  who  are  or  ought  to  be  covered  under  the  Medic- 
aid principles,  their  costs  ought  to  be  paid  for  out  of  appropriations 
and  out  of  general  revenues. 

Mr.  Archer.  OK.  Thank  you  very  much. 

Chairman  Rostenkowski.  Mr.  Gibbons. 

Mr.  Gibbons.  Thank  you,  Mr.  Chairman. 

Mr.  Kirkland,  I  apologize  for  having  to  miss  the  first  part  of  your 
testimony.  Last  week,  probably  too  late  for  your  consideration,  I  in- 
troduced a  piece  of  legislation  that  would  extend  Medicare  to  every 
American.  I  would  ask  you  to  please  look  at  it.  I  would  like  to  dis- 
cuss it  with  you  and  get  your  thoughts  on  it. 

That  is  all  I  have  to  say.  Thank  you. 

Chairman  Rostenkowski.  Thank  you  very  much,  Lane.  Once 
again,  you  have  been  most  helpful,  and  we  appreciate  the  time  that 
you  have  taken. 

Mr.  Kirkland.  Thank  you,  Mr.  Chairman,  and  members  of  the 
Committee. 

Chairman  Rostenkowski.  Mr.  Woods,  Mr.  Patricelli.  Thank  you 
gentlemen  for  joining  us.  If  your  formal  statement  is  of  great 
length  and  you  would  like  to  summarize  it,  the  committee  would 
appreciate  that.  However,  your  entire  statement  will  be  included  in 
the  record. 

Please  recognize  that  members  of  the  panel  would  like  to  have 
some  exchange  with  you,  so  it  is  important  for  all  of  us  to  keep  the 
dialog  as  short  as  possible. 

Mr.  Woods,  if  you  are  ready  to  make  your  presentation,  the  com- 
mittee is  ready  to  receive  it.  Please  identify  yourselves  as  well,  for 
the  record. 
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STATEMENT  OF  POWELL  WOODS,  VICE  PRESIDENT,  HUMAN  RE- 
SOURCES, NESTLE,  U.S.A.,  SOLON,  OHIO,  ON  BEHALF  OF  THE 
NATIONAL  ASSOCIATION  OF  MANUFACTURERS,  ACCOMPANIED 
BY  CHARLES  WELLER,  COUNSEL;  AND  SHARON  CANNER,  AS- 
SISTANT VICE  PRESIDENT  FOR  INDUSTRIAL  RELATIONS 

Mr.  Woods.  Powell  Woods.  Thank  you  very  much,  Mr.  Chairman. 
I  am  honored  to  appear  here  on  behalf  of  the  National  Association 
of  Manufacturers,  and  in  particular  on  behalf  of  the  large  and 
small  business  communities  of  Cleveland,  Ohio. 

My  own  company,  Nestle,  U.S.A.,  is  a  $7.5  billion  revenue  compa- 
ny employing  some  45,000  employees  and  providing  health  care 
benefits  to  over  100,000  in  the  United  States. 

Mr.  Chairman,  I  don't  have  to  describe  to  you  the  huge  problem 
which  rising  health  care  costs  pose  for  business  and  for  society. 
With  one-eighth  of  our  economy  dedicated  to  funding  health  care, 
and  that  portion  inflating  at  around  20  percent  a  year,  one  of  two 
things  must  be  done. 

Either  we  must  somehow  capitate  expenditures  and  then  decide 
who  gets  what,  or  we  must  achieve  massive  productivity  gain  in 
the  private  health  care  delivery  system. 

Today,  I  would  like  to  describe  to  you  an  effort  to  accomplish  the 
latter  of  these,  which  is  taking  place  right  now  in  Cleveland,  and 
which  involves  intense  collaboration  between  the  hospital,  physi- 
cian, and  business  communities.  We  believe  that  this  program, 
which  we  call  Cleveland  Health  Quality  Choice,  can  furnish  a 
model  for  the  national  reform  of  our  private  health  care  industry 
in  the  United  States. 

First,  I  would  like  to  be  clear  about  what  got  us  into  this  mess. 
While  some  of  the  forces  driving  health  care  delivery  appear  to  be 
intractable,  such  as  new  technology  and  the  aging  of  the  popula- 
tion, by  far  the  most  major  driving  force  is  a  perverse  reimburse- 
ment system  which  we  have  all  had  a  hand  in  creating,  and  which 
actually  rewards  inefficiency  and  overservice  rather  than  efficien- 
cy. Let  me  illustrate  this  with  just  a  little  bit  of  simple  logic.  Any 
organization  or  system  of  delivering  products  or  services  will  per- 
form according  to  how  it  is  rewarded.  Now  under  the  fee-for-service 
system,  we  pay  health  care  providers  for  units  of  service  delivered. 
We  pay,  for  example,  per  diem,  per  procedure,  per  lab  test,  and  per 
x  ray. 

Now  under  this  kind  of  a  reward  system,  the  providers  who  are 
the  most  richly  rewarded  are  those  who  produce  the  highest 
volume  of  services.  More  importantly,  those  who  are  punished  are 
the  low-volume  deliverers  of  services,  which  include  among  their 
ranks  the  most  effective  and  efficient  practitioners  of  medicine. 
That  is,  those  who  get  the  best  health  outcomes  with  the  fewest 
interventions — what  we  have  historically  called  conservative  medi- 
cal style. 

Now  the  traditional  orthodoxy  of  medical  practice  was  simple 
and  very  straightforward.  If  a  procedure  will  help,  you  do  it.  If  it 
will  hurt,  you  don't  do  it.  And  if  you  don't  know,  you  don't  do  it. 
The  third  principle  was  a  frank  and  a  very  wise  acknowledgement 
that  where  there  is  uncertainty,  it  is  better  to  let  nature  take  its 
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course  than  for  the  physician  to  intervene.  This  orthodoxy  served 
the  medical  profession  and  its  patients  well  for  over  2000  years. 

But  under  the  influence  of  our  quantity-driven,  pay-for-service 
system,  the  third  principle  has  become  "if  you  don't  know,  try  it" — 
and  that  has  made  all  the  difference.  We  richly  reward  those  pro- 
viders who  try  it,  and  we  systematically  punish  those  who  do  not. 
As  a  result,  we  have  a  delivery  system  which  is  out  of  control,  and, 
by  its  own  accounting  overdelivering  services  at  a  rate  of  from  10 
to  30  percent.  Now  you  may  have  heard  these  numbers.  To  me, 
they  are  staggering. 

The  virtually  unanimous  opinion  of  people  like  Dr.  Arnold 
Relman  of  the  New  England  Journal  of  Medicine,  Dr.  Eugene 
Robin  of  Stanford  Medical  School,  Dr.  David  Eddy,  formerly  of 
Duke  Medical  School,  Dr.  Robert  Brook  of  the  RAND  Corp.,  Dr. 
Donald  Berwick  of  the  Harvard  Community  Health  Plan,  and  even 
Dr.  Jim  Todd  of  the  AMA,  literally  the  cream  of  American  medical 
leadership,  is  that  from  20  to  30  percent  of  such  procedures  as  coro- 
nary bypass  operation,  hysterectomy,  angioplasty,  carotid  endarter- 
ectomy,  pacemaker  implantation,  prostatectomy,  and  C-sections  are 
medically  inappropriate  and  unnecessary. 

Once  again,  20  to  30  percent  of  these  major  invasive  procedures 
which  present  significant  mortality  and  morbidity  risks  to  patients, 
and  which  cost  from  $10,000  to  $30,000  apiece  are  medically  inap- 
propriate and  unnecessary. 

Now  let  me  be  clear.  I  do  not  believe  this  is  happening  because  of 
physician  greed  or  of  hospital  greed  or  incompetence.  It  is  not  a 
question  of  bad  people.  It  is  a  question  of  very  good,  very  dedicated 
people  working  under  very  perverse  incentives. 

However,  it  seems  to  me  that  it  affords  us  with  a  huge  opportuni- 
ty. If  we  could  make  American  health  care  delivery  10  percent 
more  efficient  than  it  is,  we  could  save  $75  billion  annually. 

But  how  do  you  do  this?  I  believe  you  do  it  by  changing  the  in- 
centives so  that  we  reward  quality  and  efficiency  rather  than  quan- 
tity, as  we  are  currently  doing. 

And  how  do  you  do  that?  You  do  it  by  rewarding  providers  for 
results,  for  what  they  do  for  people,  rather  than  for  what  they  do 
to  people. 

How  do  we  reward  them?  That  is  very  simple.  By  private,  and 
ultimately  public  payers  and  employers  sending  their  patients  to 
the  highest-quality  and  most  cost-efficient  hospitals  and  health 
plans. 

Now  let  me  explain  how  we  are  going  about  this  in  Cleveland. 
The  Cleveland  Academy  of  Medicine,  the  Greater  Cleveland  Hospi- 
tal Association,  and  the  Cleveland  business  community  have  joined 
together  to  measure  the  clinical  and  service  quality  of  all  the  hos- 
pitals in  Cleveland  through  risk-adjusted  clinical  outcome  measure- 
ment systems  of  the  hospitals'  and  physicians'  own  design  and 
choosing. 

This  voluntary  collaboration  in  a  community-wide  quality  meas- 
urement effort  will  give  payers  like  my  company,  and  ultimately 
public  payers  as  well,  the  information  they  need  to  buy  for  quality 
rather  than  for  quantity. 

By  incenting  our  employees  and  their  dependents  to  use  the 
high-quality,  most  cost-efficient  health  care  providers,  we  will  save 
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our  companies  money,  we  will  direct  over  350,000  people  to  the  best 
health  care  providers  in  Cleveland,  and  most  important,  we  will 
reward  hospitals  for  the  right  kind  of  performance,  rather  than  the 
wrong  kind  of  performance. 

In  return,  we  have  pledged  to  dedicate  a  significant  portion  of 
the  savings  to  underwriting  coverage  for  the  uninsured  and  under- 
insured  in  our  community  through  some  form  of  community-spon- 
sored access  pool  for  the  medically  indigent. 

The  employed  uninsured  numbers  in  Cleveland  are  already  much 
lower  than  national  averages  as  a  result  of  another  market  reform 
success  story,  which  is  the  council  of  smaller  enterprises  purchas- 
ing approach  for  small  business. 

Mr.  Chairman,  our  results  are  not  yet  in.  We  have  not  proven 
that  our  approach  will  work.  But  we  have  shown  that  it  is  possible 
to  harness  the  efforts  of  the  physician,  hospital,  and  business  com- 
munities in  support  of  a  collaborative  reform  effort  that  not  only 
serves  the  interest  of  those  three  constituencies,  but  more  impor- 
tantly serves  the  interest  of  the  patient.  If  we  are  right,  we  can 
make  better  health  care  available  to  more  Americans  for  fewer  dol- 
lars than  we  are  spending  now. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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Long  Term  Strategies  for  Health  Care 
before  the 
Ways  and  Means  Committee 
U.S.  House  of  Representatives 
April  24,  1991 


Mr.  Chairman  and  members  of  the  Ways  and  Means  Committee,  I  am 
Powell  Woods,  Vice  President  of  Human  Resources,  Nestle,  U.S. A 
which  is  a  $7.5  billion  company  in  the  food  and  hospitality 
industry.  Accompanying  me  is  Charles  Weller,  Attorney  with  Jones, 
Day,  Reavis  and  Pogue  in  Cleveland,  and  Sharon  Canner,  NAM's 
Assistant  Vice  President  for  Industrial  Relations.  Our  company 
employs  over  45,000  people  and  has  operating  facilities  in  all  50 
states.  Adding  together  the  dependents  of  those  workers  and  our 
retirees,  we  provide  health  coverage  to  approximately  110,000 
individuals  at  a  1990  cost  of  approximately  $100,000  million 
dollars. 

Nestle,  U.S.A.  is  an  active  member  of  the  National  Association  of 
Manufacturers'  policy  committees.  I  am  pleased  to  appear  today  on 
behalf  of  NAM's  12,500  member  companies,  8,500  of  whom  have  fewer 
than  500  employees,  to  present  our  views  on  long  term  strategies 
for  health  care.  We  commend  you,  Mr.  Chairman,  for  convening  this 
hearing  to  explore  solutions  to  a  politically  difficult  and  complex 
problem. 

The  topic  of  this  hearing,  long  term  strategies  for  health  care, 
in  particular  the  problem  of  coverage  and  costs,  is  of  great 
concern  to  both  Nestle,  U.S.A.  and  NAM.  Indeed,  the  long  term 
outlook  on  the  costs  of  coverage  and  our  ability  to  continue 
providing  high  guality  health  care  to  our  employees,  led  Nestle, 
U.S.A.  to  become  a  founding  member  of  the  community-wide  "Cleveland 
Health  Quality  Choice"  coalition.  My  testimony  discusses  this 
employer-provider  effort  and  presents  NAM  recommendations  on  other 
strategies  to  expand  access  and  address  the  cost  and  the  quality 
of  care. 

Historically,  the  U.S.  health  care  system  has  developed  the  wrong 
reimbursement  incentives  by  paying  for  the  quantity  of  care 
delivered,  rather  than  the  quality.  A  major  driver  of  health  care 
costs  today  is  the  pay-f or-service  reimbursement  system.  We  must 
move  in  a  new  direction  toward  a  patient  choice  system  that  rewards 
doctors  and  hospitals  for  quality,  efficiency  and  results. 
Essentially,  this  is  the  core  theme  of  my  testimony. 

Cleveland  Health  Quality  Choice 

In  1989,  business,  hospital  and  physician  leaders  in  Cleveland 
began  a  series  of  meetings  to  discuss  the  critical  issue  of 
controlling  health  costs  and  improving  the  quality  of  care 
delivered  to  consumers.  Participating  in  these  meetings  were  the 
Greater  Cleveland  Hospital  Association,  the  employer-organized 
Health  Action  Council  and  the  Cleveland  Academy  of  Medicine. 
Health  costs  at  that  time  accounted  for  over  13  percent  of  payroll 
and  we  estimated  costs  would  double  every  decade.  To  compound  our 
problem,  we  had  no  sound  comparative  information  available  to 
purchasers  and  consumers  to  determine  the  quality  of  care  provided. 

Without  meaningful  information  on  quality,  employers  had  no  choice 
but  to  buy  on  the  basis  of  price  alone.  Yet  the  experience  of 
employers  showed  that  the  primary  factor  driving  cost  increases  was 
utilization  (quantity  of  services)  rather  than  unit  price — 
an  element  which  would  not  easily  yield  to  cost  control  through 
selective  contracting.     This  squared  with  the  medical  literature 
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which  almost  uniformly  suggested  that  over-delivery  of  medical 
services  had  reached  epidemic  proportions  in  American  health  care. 

To  address  this  problem,  Cleveland  Health  Quality  Choice  (CHQC)  was 
established  with  the  objective  of  creating  a  sound  competitive 
health  care  market  in  which  employers  and  other  health  care 
purchasers  could  identify  high  quality,  cost-effective  providers 
and  reward  them  with  increased  market  share.  By  finding  a  way  to 
reward  health  care  providers  for  quality  and  efficiency  rather  than 
quantity  (pay  them  for  what  they  do  for  people,  rather  than  to 
people) ,  we  will  furnish  strong  motivation  for  the  reform  of  health 
care  delivery.  Purchasers  and  consumers  will  benefit  by  receiving 
greater  value  for  health  dollars  expended  and  high  quality 
efficient  providers  will  be  rewarded  with  increased  market  share. 

CHQC  is  built  on: 

•  Uniform  Provider-Specific  Indicators  of  Quality  and  Efficiency. 

Using  a  joint  decision-making  process,  purchasers  and  providers 
select  and  implement  systems  which  produce  valid,  reliable  and 
consistent  information  for  evaluating  the  quality  and  efficiency 
of  individual  health  care  plans  and  providers. 

•  Patient  Choice  Incentives.  Employers  use  this  comparative 
provider  information  to  design  "incentive  benefits"  that  encourage 
beneficiaries  to  choose  providers  with  a  proven  track  record  for 
quality  and  efficiency. 

CHQC  includes  50  major  Cleveland  corporations  and  the  Council  on 
Small  Enterprises  consisting  of  some  10,000  small  businesses  in 
Cleveland.  Collectively,  these  employers  provide  health  care 
coverage  to  over  350,000  Clevelanders .  Participating  corporations 
include  Nestle,  BP  America,  LTV  Steel  Company,  Ameritrust  Company, 
Reliance  Electric,  Ohio  Bell  Telephone,  TRW,  Eaton,  Sherwin 
Williams,  General  Electric,  Parker  Hannifin  others. 

Currently,  we  are  making  good  progress  toward  implementation  of  the 
three     quality    measurement     system    components:  (1)  patient 

satisfaction  (2)  intensive  care  unit  outcomes,  and  (3)  outcomes 
for  other  hospital  medical  and  surgical  services.  The  patient 
satisfaction  survey  is  querying  a  sample  of  discharged  adult 
medical  and  surgical  patients  for  each  hospital  to  assess  their 
evaluation  of  care  delivered.  Measuring  the  outcomes  of  intensive 
care  units  and  other  hospital  medical  and  surgical  services  will 
examine  clinical  quality  in  hospitals  with  a  view  to  improving  both 
the  process  and  outcomes  of  care,  furnishing  value  for  dollars 
expended. 

On  the  purchaser  side,  we  are  developing  an  incentive  benefits 
program  which  will  set  up  networks  of  quality  providers — probably 
by  line  of  service.  Employees  will  be  given  financial  incentives 
to  use  network  providers  based  on  data  from  the  quality  measurement 
system  mentioned  above  combined  with  measures  of  utilization,  cost 
and  efficiency.  Already  10  of  the  12  corporate  groups  represented 
have  some  type  of  incentive  plan  in  place,  and  we  are  aiming  to 
increase  the  penetration. 

We  are  proud  that  the  efforts  of  Cleveland  Health  Quality  Choice 
have  received  national  attention  through  mention  in  a  recent  speech 
by  Bush  aide  Roger  Porter,  reports  in  the  national  media  and  by  our 
appearance  here  today.  To  help  disseminate  CHQC  methods  to  others, 
we  have  established  a  Market  Reform  Institute  to  function  as  a 
clearinghouse  on  information  and  technical  assistance  relating  to 
market  reform  implementation. 

Speaking  for  Nestle,  U.S.A.  and  Cleveland  Health  Quality  Choice, 
we  believe  we  have  fashioned  a  unique  community-wide  model  in  which 
hospitals,  physicians  and  employers  have  joined  forces  to  foster 
the  delivery  of  best  quality  health  care  at  reasonable  cost. 
Achievement  of  this  goal,  however,  is  not  unique  to  Cleveland,  but 
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a  national  goal,  which  all  private  and  public  purchasers  and 
providers  should  strive  to  achieve. 

The  Council  of  Smaller  Enterprises,  the  other  business  partner  in 
CHQC,  arranges  group  purchasing  of  health  benefits  on  behalf  of  its 
10,500  member  firms  whose  average  workforce  size  is  7  employees. 
This  cost-effective  approach  to  expanding  access  should  be 
encouraged  elsewhere  across  the  country,  by,  for  example,  enacting 
the  "Patient  Choice  Small  Employer  Purchasing  Group  Act."  (A 
description  of  this  proposed  legislation  is  attached.) 

Employment  and  Health  Insurance  Coverage 

The  March  1988  Current  Population  Survey,  conducted  by  the  U.S. 
Census  Bureau,  reported  in  1990  that  85  percent  of  Americans  under 
65  were  covered  by  health  insurance.  Employer  plans  covered  two- 
thirds  of  those  under  65  and  nearly  three-quarters  obtained 
coverage  through  their  place  of  employment.  Employment-based  group 
health  benefits  are  truly  a  success  story  from  the  employee's 
perspective,  covering  over  165  million  Americans.  Such  benefits 
serve  several  important  purposes — from  assuring  a  healthy 
productive  workforce,  providing  the  emotional  and  financial 
security  of  family  protection  to  functioning  as  an  employee 
relations  tool  in  attracting  and  retaining  quality  workers. 
However,  these  benefits  are  quickly  becoming  unaf f ordable,  as  the 
demand  for  expanded  coverage  outpaces  business  profits  and  reduces 
business  competitiveness  by  draining  funds  needed  to  upgrade  and 
expand  plant  facilities.  Some  small  firms  become  discouraged  or 
financially  unable  to  offer  benefits  altogether. 

In  particular,  coverage  for  manufacturing  firms  is  high.  A  January 
1989  survey  of  NAM  members  revealed  that  of  companies  with  fewer 
than  25  employees,  96  percent  offered  benefits  to  workers  and  94 
percent  offered  such  benefits  to  dependents  as  well.  For  larger 
companies  the  coverage  rates  neared  99  percent.  While  some  self- 
selection  in  the  survey  may  have  occurred,  other  studies,  such  as 
that  conducted  by  the  U.S.  Small  Business  Administration,  tend  to 
confirm  these  numbers. 

The  U.S.  voluntary  employer-based  health  care  system  is  the  envy 
of  other  nations,  providing  the  latest  in  technology  advances,  yet 
falling  short  in  certain  critical  areas  as  the  next  section 
indicates. 

Reform  of  the  U.S.  Health  Care  System 

The  NAM  supports  development  of  a  national  health  care  policy 
through  continuation  of  a  public/private  system  of  health  care,  but 
recognizes  that  major  reforms  are  necessary.  Reform  of  the  health 
care  system  must  address  the  three  fundamental  areas  of  access, 
cost  and  quality. 

Access.  Based  on  the  March  1988  Current  Population  Survey,  the 
number  of  persons  in  the  United  States  without  any  form  of  health 
insurance  was  33  million  persons.  Many  working  uninsured  are  low- 
wage  earners  employed  by  very  small  and  often  marginally  viable 
firms.  In  fact,  only  39  percent  of  those  firms  with  fewer  than  25 
employees  offer  health  insurance.  (National  Federation  of 
Independent  Business.) 

The  numbers  of  the  uninsured  have  increased  as  government  policies 
have  limited  access  to  coverage  for  those  who  should  be  covered  by 
public  programs.  A  case  in  point:  two-thirds  of  uninsured  workers 
earn  less  than  $10,560  a  year  (the  federal  poverty  line  for  a 
family  of  three) ;  the  median  uninsured  worker  earns  less  than  150 
percent  of  the  federal  minimum  wage.  Medicaid  covers  fewer  than 
42  percent  of  those  persons  living  below  the  poverty  line  and 
because  many  states  require  income  of  less  than  50  percent  of  the 
poverty  level  for  Medicaid  eligibility,  few  working  people,  even 
if  low-paid,  can  qualify. 

Cost.     Our  nation  spent  $601  billion  on  health  care  in  1989,  up 
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11.1  percent  from  the  previous  year,  while  business  spent  $173.4 
billion,  up  12.3  percent  over  1988.  (Health  Care  Financing 
Administration) . 

A  recent  survey  of  medium  and  large  employers  (Foster-Higgins) 
revealed  that  costs  rose  46.3  percent  over  the  past  two  years.  The 
United  States  spends  far  more  than  other  nations  on  health  care, 
thus  diverting  resources  from  other  societal  needs,  undermining 
America's  economic  strength  and  competitiveness  in  the  global 
marketplace.  Reduced  public  reimbursement  to  providers  has 
encouraged  massive  cost-shifting  to  employers,  while  some  employers 
are  unable  to  obtain  affordable  coverage  in  the  first  place. 
Medicare  costs  are  rising.  Nestle' s  costs  have  averaged  yearly 
increases  of  19%  for  the  last  three  years. 

Quality  of  Care.  Uneven  quality  and  inappropriate  care  are  major 
contributing  elements  driving  increases  in  the  cost  of  health  care. 
The  Rand  Corporation  estimates  that  unnecessary  and  inappropriate 
care  adds  as  much  as  10  percent — or  $75  billion  annually — to  health 
costs!  Utilization  of  procedures  varies  widely  across  the  country; 
for  example,  residents  of  Boston  are  more  than  twice  as  likely  to 
undergo  a  controversial  stroke-preventing  procedure  as  residents 
of  New  Haven,  Connecticut.  Additional  studies  by  Caper  and 
Wennberg  of  two  Maine  cities  reached  similar  conclusions  for 
hysterectomies . 

A  study  of  coronary  bypass  operations  in  one  western  state  found 
that  14  percent  of  such  procedures  were  unnecessary.  Nationally, 
230,000  bypass  operations  were  performed  in  1987  at  an  average  cost 
of  $28,000.  Eliminating  inappropriate  use  of  this  procedure  alone 
would  save  $1  billion  annually,  and  would  likely  improve  quality 
of  patient  care  by  minimizing  the  risk  of  unnecessary  intervention. 

Quality  as  measured  by  outcomes  must  be  our  primary  concern.  Once 
provider  results  are  documented,  purchasers  and  consumers  can 
utilize  the  high-quality  low-cost  providers.  Making  purchasing 
decisions  on  the  basis  of  quality  must  become  the  norm  if  we  are 
to  begin  to  gain  some  measure  of  control  over  cost.  We  must  replace 
the  quantity-driven  reward  system  of  f ee-f or-service  medicine  with 
the  quality  and  efficiency-driven  reward  system  of  Health  Quality 
Choice. 

The  access,  cost  and  quality  problems  of  our  health  care  system 
require  reform  in  a  coordinated  manner.  Attempting  to  solve  one 
problem  without  attention  to  the  others  is  likely  to  perpetuate 
the  inadequacies  and  inefficiencies  of  the  current  system. 

Long  Term  Strategies  for  Health  Care 

Identifying  long  term  strategies  to  address  the  problems  of  cost, 
access  and  quality  is  a  complex  and  politically  difficult  task. 
Community-wide  cooperation  among  purchasers  and  providers,  such  as 
we  have  established  in  Cleveland,  is  an  important  element  of  this 
strategy  which  should  be  further  encouraged  through  a  flexible 
legislative/regulatory  environment.  NAM  strongly  endorses  this 
concept  and  offers  other  system  reform  recommendations. 

To  control  cost  and  improve  quality:  (1)  implement  local  market 
reform  through  purchaser-driven  private  sector  coalitions  in 
communities  across  the  United  States;  (2)  incorporate  Medicare  and 
Medcaid  and  other  public  purchasers  into  these  local  market  reform 
initiatives;  (3)  enact  medical  liability  tort  reform  at  the  federal 
level  to  reduce  defensive  medicine  costs;  (3)  emphasize  managed 
care  in  federal  programs  and  in  other  appropriate  federal 
legislation;  (5)  expand  research  on  methods  for  assessing  provider 
effectiveness  and  treatment;  (6)  eliminate  state  legislative  and 
regulatory  barriers  to  cost  management  including  restrictions  on 
utilization  review  and  managed  care;  (7)  eliminate  state  laws 
requiring  coverage  of  specific  medical  procedures/  treatments 
and/or  classes  of  providers  and  reform  coordination  of  benefit 
rules;    (9)   and  fund  undergraduate  and  graduate  medical  training 
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through  nonpatient  care  means  and  promote  research  and  training  in 
cost-effective  primary  health  care  delivery. 

To  improve  access:  (l)  expand  Medicaid  bringing  in  all  adults  and 
children  at  the  federal  poverty  level  and  permitting  a  subsidized 
buy-in  on  a  sliding  scale  up  to  200  percent  of  poverty  (or 
percentage  of  average  per  capita  state  income)  fcr  all  others;  (2) 
provide  special  tax  incentives  for  individuals  and  small  and 
startup  businesses  to  purchase  health  coverage  and  100  percent 
deductibility  for  cost  of  medical  benefits  whether  purchased  by 
individuals,  unincorporated  or  incorporated  businesses;  (3)  for 
small  employers,  improve  coverage  and  af f ordability  by  reforming 
the  small  group  health  insurance  market  and  encouraging  group 
purchasing  arrangements  for  health  benefits,  by,  for  example, 
enacting  the  "Patient  Choice  Small  Employer  Purchasing  Group  Act." 
(A  description  of  this  proposed  legislation  is  attached.) 

Chairman  Rostenkowski.  Mr.  Patricelli. 

STATEMENT  OF  ROBERT  E.  PATRICELLI,  CHAIRMAN,  HEALTH 
AND  EMPLOYEE  BENEFITS  COMMITTEE,  AND  MEMBER,  BOARD 
OF  DIRECTORS,  U.S.  CHAMBER  OF  COMMERCE,  AND  PRESI- 
DENT, VALUE  HEALTH,  INC.,  AVON,  CONN. 

Mr.  Patricelli.  Thank  you,  Mr.  Chairman.  I  am  Robert  Patri- 
celli, president  and  chief  executive  officer  of  Value  Health,  Inc.,  a 
company  which  provides  managed  care  and  medical  necessity 
review  services  to  over  16  million  people. 

I  am  testifying  today  on  behalf  of  the  United  States  Chamber  of 
Commerce,  where  I  am  chairman  of  the  Health  and  Employee  Ben- 
efits Committee.  I  commend  this  committee  for  seeking  to  take  a 
long-term  view  of  these  inseparable  health  care  access  and  cost 
issues. 

Starting  with  the  access  issue,  a  close  look  at  the  demographics 
of  the  uninsured  reveals  that  it  is  principally  a  problem  of  lack  of 
coverage  by  small  business  and  low-income  people,  whether  em- 
ployed or  unemployed.  Only  37  percent  of  companies  with  fewer 
than  25  employees  provide  insurance,  while  over  94  percent  of  the 
larger  companies  do.  At  the  same  time,  about  two-thirds  of  the  un- 
insured have  incomes  under  $20,000. 

We  believe  that  our  mixed  public-private  health  care  and  insur- 
ance system  is  basically  sound,  but  that  solutions  to  the  access 
issue  need  to  be  carefully  targeted  on  the  small  business  and  low- 
income  nature  of  most  of  the  problem. 

Cost  issues  are  even  more  complex,  and  solutions  there  need  to 
address  at  least  four  cost  drivers,  price  inflation,  cost  shifting  by 
the  Government,  utilization  increases,  and  new  technology. 

Turning  to  broad  strategies  for  solutions,  we  reject  the  general 
approach  of  dealing  with  the  access  and  cost  issues  by  mandating 
employer  coverage  on  the  one  hand  and  creating  a  national  all- 
payer  program  with  budget  caps  on  the  other. 

Mandates  are  going  to  inevitably  create  very  large  job  losses,  in 
the  range  of  1  to  3  million  jobs.  Requiring  that  marginally  profita- 
ble small  companies  provide  insurance  to  what  are  typically  lower- 
wage  workers  would  involve  enforced  compensation  increases  of  20 
to  30  percent  for  such  workers,  and  they  are  simply  insupportable. 
It  is  not  that  small  employers  and  low-wage  employees  don't  want 
coverage.  They  just  can't  afford  it. 


555 


Nor  is  a  Federal  all-payer  system  the  answer  to  cost  and  afford- 
ability.  Based  on  past  experience,  there  is  just  no  reason  to  believe 
that  a  rigid,  budget-driven  bureaucracy  is  going  to  be  effective  and 
still  preserve  desirable  medical  quality  and  flexibilities. 

In  lieu  of  a  global  mandates  and  regulation  approach,  we  advo- 
cate incentives  and  competition  and  a  consciously  incremental  five- 
part  program. 

Part  one,  our  program  begins  with  a  goal  which  we  believe  the 
Congress  and  the  President  should  jointly  set  to  reduce  the  number 
of  uninsured  by  two-thirds  to  three-quarters  over  the  next  5  years, 
and  to  lower  the  rate  of  inflation  of  health  care  costs  to  some  de- 
fined level.  Let  us  start  now  down  the  track  of  improvement  with- 
out waiting  for  consensus  on  100  percent  solutions  and  universal 
plans. 

Part  two,  the  Government  needs  to  do  its  part  by  reforming  and 
fully  funding  Medicaid  to  cover  everyone  under  the  poverty  level, 
and  with  buy-ins  into  employer  plans  and  buy-downs  into  Medicaid 
for  the  working  near-poor.  Provider  reimbursements  need  to  be 
raised  to  ensure  better  access  and  quality  of  care,  and  we  recognize 
this  will  take  increased  money  and  we  support  that  on  a  phased 
basis  starting  with  mothers  and  children. 

Part  three,  the  Federal  and  State  governments  should  enact  an 
insurance  market  reform  program  now  to  revise  underwriting  prac- 
tices to  deal  with  the  near-collapse  of  the  insurance  market  for 
small  businesses.  This  is  urgent.  It  is  doable  now.  At  the  same 
time,  to  deal  with  the  affordability  issue,  consideration  should  be 
given  to  granting  provider  rate  concessions  and  tax  credits  on  a 
transitional  basis  to  previously  uninsured  small  businesses. 

Part  four,  we  need  Federal  help  on  health  cost  containment,  in- 
cluding eliminating  State  benefit  mandates,  overriding  increasing 
numbers  of  State-level  barriers  to  managed  care,  reforming  the 
medical  malpractice  system,  developing  and  installing  practice 
guidelines  and  coupling  them  to  reimbursement  policy  and  mal- 
practice protection,  stimulating  computerized  medical  records  sys- 
tems, limiting  access  capital  spending,  including  putting  capital 
into  DRG  reimbursements  along  the  lines  of  HCFAs  proposals,  and 
subjecting  new  technology  to  careful  cost  and  risk-benefit  tests. 

Let  me  add  a  word  here  about  clinical  guidelines.  Based  on  the 
experience  in  my  own  company,  we  are  seeing  significant  savings 
being  achieved  by  a  program  which  now  applies  to  over  8  million 
people  and  which  identifies  clinically  inappropriate  medical  and 
surgical  procedures. 

Strategically,  I  believe  that  efforts  to  eliminate  the  10  to  30  per- 
cent of  health  care  that  is  medically  unnecessary  through  clinically 
based  systems  is  a  key  to  restraining  health  care  costs  short  of  ra- 
tioning. 

Finally,  on  this  issue  of  cost  containment,  the  Congress  needs  to 
consider  revamping  Medicare  and  Medicaid  to  permit  them  broadly 
to  use  limited  access  networks  and  other  managed  care  techniques, 
which  are  the  prevalent  cost-containment  tools  in  the  private 
sector, 

And  fifth  and  last,  Mr.  Chairman,  we  would  support  Federal 
grant  assistance  for  the  creation  of  State  and  local  level  health 
access  and  cost  coalitions  involving  business,  labor,  providers,  and 
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consumers,  to  work  toward  the  implementation  of  specific  5-year 
goals,  with  the  Cleveland  example  being  a  good  one. 

Finally,  among  the  various  bills  that  have  been  introduced  to 
deal  with  these  issues,  we  find  much  that  we  can  support  in  the 
Johnson-Chandler  bill,  H.R.  1565,  and  we  are  working  on  possible 
amendments  to  that  measure. 

I  thank  you  for  the  opportunity  to  testify. 

[The  prepared  statement  follows:] 
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Robert  E.  Patricelli 
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Mr.  Chairman  and  members  of  the  Committee,  my  name  is  Robert  E.  Patricelli. 
I  am  President  of  Value  Health,  Inc.,  a  specialty  managed  health  care  company  based 
in  Avon,  Connecticut.  I  am  also  a  member  of  the  Board  of  Directors  of  the  U.S. 
Chamber  of  Commerce  and  serve  as  chairman  of  the  Chamber's  Health  and 
Employee  Benefits  Committee.  I  am  accompanied  by  Karen  Berg  Brigham,  manager 
of  health  care  policy  for  the  Chamber. 

I  commend  the  Chairman  and  the  members  of  this  Committee  for  conducting 
this  hearing.  I  believe  that  the  way  this  hearing  has  been  posited  --  examining  long- 
term  strategies  for  health  care  -  is  entirely  appropriate.  The  problems  facing  the 
health  care  system  have  not  occurred  overnight,  and  there  are  no  easy,  short-term, 
"magic  bullet"  solutions. 

The  Chamber  has  called  for  health  care  reform  for  more  than  two  decades.  In 
1971,  the  Chamber  conducted  a  nationwide  referendum  among  its  members  on  health 
care,  and  its  membership  voted  overwhelmingly  in  support  of  major  reform.  At  that 
time,  business  was  spending  approximately  $12  billion  to  finance  group  health  benefits 
for  employees.  Today,  that  figure  has  grown  to  more  than  $145  billion.  General 
inflation  accounts  for  only  $24.6  billion  of  that  increase. 

Clearly,  the  business  community  does  not  want  to  maintain  the  status  quo  for 
health  care.  While  we  should  set  longer-range  goals,  there  are  steps  that  can  be 
taken  now  to  address  the  interrelated  problems  of  cost  and  access.  Let  me  start  with 
a  few  words  about  these  problems,  which  seem  to  be  worsening.  Employer  health 
benefit  cost  increases  averaged  about  10  percent  per  year  from  1980  through  1986, 
and  then  jumped  to  15-20  percent  per  year  beginning  in  1987.  At  the  same  time,  the 
number  of  insured  was  diminishing.  The  percentage  of  uninsured  and  underinsured 
has  increased  throughout  the  1980s  --  in  part  as  a  result  of  the  cost  pressures 
afflicting  both  private  and  public  payors. 

In  examining  the  access  problem,  two  elements  should  be  emphasized.  First, 
the  larger  part  of  the  uninsured  problem  --  two-thirds  of  it    can  be  traced  to  lack  of 
insurance  coverage  for  workers  and  their  dependents.  The  statistics  further 
demonstrate  that  most  of  the  employed  uninsured  work  in  small  businesses.  A  1989 
survey  of  insurance  coverage  by  firm  size  by  the  Health  Insurance  Association  of 
America  found  that  more  than  94  percent  of  all  firms  employing  more  than  25 
employees  offer  coverage;  39  percent  of  smaller  firms  offer  coverage.  Because  of  the 
very  large  number  of  smaller  firms  in  our  economy,  57  percent  of  all  companies  do  not 
offer  coverage.  This  is  a  key  fact  that  should  be  remembered  by  those  who  think  that 
the  access  problem  can  be  solved  simply  by  mandating  employer  coverage:  they  are 
talking  about  mandating  a  benefit  that  more  than  half  of  all  firms  do  not  now  provide. 

Are  there  a  large  number  of  small  businesses  that  have  the  financial  wherewithal 
to  provide  health  benefits  and  are  simply  refusing  to  do  so?  Clearly  this  is  not  the 
case.  Small  businesses,  almost  by  definition,  face  significant  obstacles  to  providing 
coverage.  A  Small  Business  Administration  survey  of  companies  which  did  not  offer 
health  insurance  showed  that  firm  owners  ranked  lack  of  profitability  as  the  primary 
factor  for  their  failure  to  buy  health  insurance.  Insurance  expense  was  the  next 
highest  ranking  factor.  Small  businesses  face  higher  administrative  costs,  limited 
access  to  managed  care  plans,  inability  to  purchase  basic  coverage  in  many  states 
because  of  benefit  mandates,  and  a  limited  tax  deduction  for  self-employed  small 
business  owners. 
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The  second  key  fact  which  must  be  stressed  regarding  access  is  that  lack  of 
insurance  coverage  among  workers  is  strongly  correlated  to  low  wage  levels  -  an 
estimated  63  percent  of  the  employed  uninsured  earn  less  than  $10,000  annually, 
according  to  one  analysis  of  the  1988  Current  Population  Survey  data.  Looking  at  the 
entire  uninsured  population,  nearly  two-thirds  lived  in  families  with  a  total  income  of 
less  than  $20,000. 

To  be  sure,  there  are  insurance  access  issues  among  the  middle-income 
families  and  larger  businesses,  but  a  clear  view  of  the  problem  reveals  that  it  is 
principally  a  low-income  and  a  small  business  problem. 

Examination  of  the  cost  issue  reveals  several  key  contributing  factors.  Of  the 
elements  that  contributed  to  the  22  percent  increase  in  indemnity  insurance  rates  in 
1990,  price  inflation  accounted  for  the  largest  slice  --  41  percent  of  the  increase  -- 
followed  by  government  cost  shifting  (27  percent),  utilization  increases  (14  percent), 
and  the  introduction  of  new  technology  (14  percent).  Any  effective  cost  containment 
program  must  dampen  the  pressures  in  all  four  areas. 

So  what  can  be  done  to  solve  these  problems?  Fortunately,  most  of  the  major 
interests  involved  in  the  health  care  debate  have  come  to  realize  what  business  has 
been  saying  for  some  time  --  that  the  cost  and  access  problems  are  tightly 
interconnected  and  must  be  faced  together.  Two  major  schools  of  thought  are 
emerging:  the  Mandates  and  Regulation  Option  and  the  Incentives  and  Competition 
Option. 

The  central  thesis  of  the  Mandates  and  Regulation  Option  can  be  summarized 
as  follows:  mandate  that  all  employers  provide  a  core  benefits  package;  expand  and 
reform  Medicaid  to  cover  all  nonworking  individuals  and  families;  and  control  costs 
through  a  negotiated  all-payor  system  based  upon  Medicare  rates  and  with  a  global 
budget  cap. 

There  are  several  problems  with  this  general  Mandate/Regulation  approach. 
First,  on  the  access  side,  it  ignores  the  low-income/small  business  nature  of  much  of 
the  problem.  From  the  employer  prospective,  in  the  words  of  the  old  Russian  proverb, 
it  feeds  the  horses  in  order  to  feed  the  sparrows  --  the  mandate  applies  to  all 
businesses,  when  we  are  in  fact  dealing  with  a  small  business  problem.  More  to  the 
point:  requiring  small  employers  to  provide  inevitably  expensive  insurance  for  low- 
wage  workers  would  produce  serious  economic  effects. 

Here  the  insurance  cost  issue  collides  with  the  access  problem.  Average 
employer  health  benefit  costs  are  now  running  slightly  over  $3,000  per  year 
(combining  both  single  worker  and  family  coverage);  family  coverage  alone  is  more 
than  $4,500  per  year.  Adding  a  $3,000  insurance  plan  to  the  salary  of  a  $10,000  per 
year  worker  is  a  30  percent  compensation  increase;  for  a  worker  earning  $15,000  per 
year,  it  is  a  20  percent  increase.  Given  the  precarious  financial  condition  of  a  great 
many  small  businesses,  imagine  what  an  increase  in  mandated  personnel  costs  of  20- 
30  percent  would  do.  A  study  by  the  Partnership  on  Health  Care  and  Employment 
estimates  that  between  630,000  and  3.5  million  workers  will  likely  lose  their  jobs  under 
the  type  of  mandate  plans  being  advanced  on  Capitol  Hill. 

The  "pay  or  play"  proposals  that  you  have  seen  are  no  better,  and  perhaps 
worse.  While  giving  a  small  business  the  opportunity  to  cap  its  health  benefits  costs  at 
7  or  8  percent  of  payroll,  these  proposals  set  up  a  dangerous  potential  for  adverse 
selection  against  the  public  insurance  program  and  for  more  cost  shifting  to  larger 
businesses.  Any  small  company  with  other  than  very  good  health  claims  experience 
would  likely  exceed  7-8  percent  of  payroll  and  would  probably  elect  the  "pay"  option. 
As  the  public  program  is  increasingly  selected  against,  its  costs  would  go  up  and  it 
would  very  likely  counter  by  reimbursing  at  steeply  discounted  rates.  The  result,  of 
course,  would  be  more  cost  shifting  to  the  remaining  privately-insured  companies. 

In  addition,  as  concerned  as  companies  are  about  health  cost  increases,  most 
are  not  prepared  to  believe  that  the  answer  lies  in  regulating  prices  and  capping  total 
expenditures  under  a  federal  program.  We  have  all  learned  that  when  the  federal 
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government  drives  health  policy,  it  becomes  budget  policy.  An  all-payor  system  based 
on  Medicare  pricing,  even  one  which  purports  to  use  a  negotiated  process,  will 
inevitably  turn  into  a  bureaucratic  nightmare  of  rigidity  and  rationing,  and  without  the 
current  cost  shift  escape  hatch. 

The  business  community  generally  and  the  Chamber  specifically  support  an 
Incentives/Competition  approach  to  ensure  universal  financial  access  to  appropriate 
health  care.  The  Chamber's  policy  recommendations  (see  Attachment)  encompass  a 
consciously  incremental  approach.  We  believe  that  this  is  also  a  realistic  approach, 
given  political  and  budgetary  constraints.  In  the  current  "stalemate"  climate,  setting  out 
to  plug  each  and  every  gap  in  the  access  problem  may  be  counterproductive  as  a 
starting  point.  Our  proposal  has  five  major  parts. 

First,  the  Chamber  recommendations  begin  with  a  defined,  achievable  access 
goal,  set  by  the  President  and  the  Congress,  of  reducing  the  number  of  uninsured  in 
this  country  by  two-thirds  to  three-quarters  over  the  next  five  years  through  a 
combination  of  public  and  private  actions.  If  we  can  significantly  reduce  the  problem, 
then  five  years  from  now,  the  final  gap-closing  solutions  may  become  substantively 
and  politically  more  feasible.  A  similar  goal  relating  to  reducing  health  cost  inflation 
needs  to  be  developed. 

Second,  federal  and  state  governments  must  do  their  part  by  reforming  and 
fully  funding  Medicaid  so  that  all  individuals  below  the  poverty  level  have  insurance 
protection.  The  Children's  Medicaid  Coalition,  of  which  the  Chamber  is  a  member, 
helped  to  achieve  a  significant  expansion  of  this  program  last  year,  and  we  recognize 
there  is  more  to  be  done.  For  business,  this  is  a  critically  important  element  in 
reducing  government  cost-shifting,  which  is  estimated  to  account  for  about  27  percent 
of  indemnity  insurance  cost  increases. 

The  reformed  Medicaid  program  should  "buy-in"  to  employer  plans  wherever 
possible,  funding  the  employee  cost  sharing  for  low-wage  workers  on  a  sliding  scale 
basis.  Further,  people  with  incomes  between  100  and  150  percent  of  the  federal 
poverty  level  should  be  able  to  purchase,  for  a  sliding  scale  premium,  coverage 
through  the  reformed  Medicaid  program. 

Third,  we  must  ensure  that  health  insurance  coverage  is  available  for  small 
businesses.  Currently,  the  forces  of  very  tough  competition  in  the  health  insurance 
industry  are  driving  insurance  companies  to  stricter  underwriting  practices  for  small 
businesses.  We  must  return  to  the  traditional  concept  of  insurance  ~  the  spreading  of 
risk  across  a  wide  population.  To  achieve  this  goal,  insurers  must  change  their 
underwriting  practices.  Such  changes  should  include: 

accepting  all  employees  when  providing  group  coverage  to  a  company; 

guaranteeing  renewal  of  a  group  at  pooled  rates,  once  the  group  has 
been  accepted; 


imposing  no  new  preexisting  condition  limitations  on  an  individual  who 
has  been  continuously  insured  when  that  person  changes  employment 
or  coverage;  and 

providing  a  reinsurance  pooling  mechanism  in  order  to  spread  risks 
among  participating  insurers  and  HMOs. 

As  important  as  these  underwriting  changes  are  for  small  business,  the 
Chamber  recognizes  that  they  are  unlikely  to  lower  the  cost  of  insurance  for  most 
employers.  The  issue  of  affordability  remains.  We  are  currently  studying  with  interest 
the  recently-enacted  Connecticut  plan  which  would  give  previously  uninsured  small 
businesses  access  to  reduced  provider  reimbursement  levels  for  some  transitional 
period  after  they  purchase  coverage.  We  also  are  studying  various  approaches  to 
create  tax  incentives,  perhaps  limited  to  an  employer's  benefit  costs  for  low-wage 
workers,  as  a  transitional  subsidy. 
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Fourth,  we  must  put  into  place  a  whole  battery  of  cost-containment  initiatives, 
including: 

eliminating  state  benefit  mandates; 
overriding  state  barriers  to  managed  care; 
enacting  medical  malpractice  reform; 

developing  clinical  practice  guidelines,  tied  to  both  reimbursement  and 
malpractice  protection; 

establishing  computerized  medical  records  systems; 

constraining  excess  capital  spending  (e.g.,  inclusion  of  capital  in  DRG 
reimbursements  for  Medicare,  along  the  lines  being  proposed  by  the 
Health  Care  Financing  Administration); 

producing  a  mechanism  for  authorizing  reimbursement  for  new  medical 
technology; 

launching  a  major  federal  initiative  to  use  managed  care  technology  in 
Medicare  and  Medicaid. 

I  will  elaborate  on  two  of  these  points,  beginning  with  clinical  practice 
guidelines.  It  is  fashionable  these  days  to  support  the  use  of  such  guidelines,  but  to 
say  at  the  same  time  that  they  will  not  achieve  significant  savings.  I  believe  that  is 
dead  wrong.  My  own  company  is  currently  the  product  leader  in  offering 
sophisticated  clinical  software  and  services  to  insurers  and  HMOs  to  help  them  identify 
and  eliminate  medically  inappropriate  medical  and  surgical  procedures.  Using  the 
appropriateness  technology  developed  by  Bob  Brook  at  RAND  in  the  1980s  involving 
exhaustive  literature  searches  and  teams  of  expert  physicians,  we  have  developed 
thousands  of  detailed  clinical  protocols  covering  34  high-cost  procedures.  Those 
protocols  are  housed  in  expert  system  software  which  permits  utilization  review  nurses 
to  gather  clinical  data  on  a  patient,  compare  it  to  scoring  algorithms,  and  refer  doubtful 
cases  to  reviewing  physicians. 

This  system  is  now  in  place  at  six  of  the  top  ten  commercial  insurers  and  seven 
Blue  Cross  and  Blue  Shield  plans,  and  covers  more  than  8  million  people.  Based 
upon  more  than  50,000  completed  cases,  we  are  currently  seeing  denials  of  11-13 
percent  of  all  requested  procedures.  Denials  are  based  solely  on  whether  the  risk  to 
the  patient  exceeds  the  medical  benefit  -  this  is  not  a  cost-benefit  analysis  --  so  it  is 
truly  a  quality  improvement  tool.  I  describe  this  technique  because  I  believe  it  is  an 
example  of  the  type  of  cost  containment  we  should  be  stressing:  clinically  defined 
over-utilization,  not  economic  rationing.  If  we  can  eliminate  the  10-30  percent  of  health 
care  that  is  medically  inappropriate,  we  will  have  gone  a  long  way  to  solving  our  health 
cost  problem. 

A  second  cost  containment  point  regards  managed  care,  the  cost  containment 
weapon  of  choice  in  the  private  sector.  Again,  it  is  fashionable  in  some  circles  to  say 
that  managed  care  is  not  working  very  well.  In  fact,  I  believe  there  is  growing 
evidence  that  effectively  applied  managed  care  can  produce  marked  savings. 
Companies  such  as  Allied-Signal  and  General  Electric  are  achieving  overall  health  cost 
inflation  rates  on  the  order  of  10  percent  per  year,  using  well-managed  provider 
networks. 

What  is  needed  is  a  thorough  test  of  managed  care  by  both  the  private  and 
public  sectors.  In  the  private  sector,  30  to  40  percent  of  employees  are  covered  in 
network-based  systems.  The  problem  is  that  we  have  been  unable  to  get  the  federal 
programs  effectively  participating  in  managed  care.  In  the  Medicare  program,  only  3 
to  4  percent  of  beneficiaries  are  involved  in  managed  care.  For  cost  containment  truly 
to  work,  we  need  both  large  payors  pulling  in  the  same  direction,  rather  than  one 
using  administered  prices  to  cost  shift  to  the  other. 
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Fifth,  and  last,  all  of  this  effort  needs  to  be  driven  principally  at  the  state  and 
local  levels,  with  federal  facilitation  and  support.  Perhaps,  with  some  modest  grant 
funding,  the  federal  government  could  help  to  stimulate  the  creation  of  state-level 
coalitions  of  business,  labor,  providers,  insurers  and  consumers  which  could  develop 
the  specific  initiatives  to  reach  the  five-year  goal  of  reducing  the  number  of  uninsured 
by  two-thirds  to  three-quarters  and  dampening  health  cost  increases.  The  long-term 
strategies  which  the  Committee  seeks  can  be  developed  in  part  in  Washington,  but 
they  can  only  be  carried  out  at  the  state  and  local  levels. 

A  long-term  strategy  for  health  care  -  no  matter  what  direction  the  system 
ultimately  takes  --  will  require  groundwork  to  increase  efficiency,  improve  quality,  and 
reduce  costs.  The  hydra-headed  nature  of  the  problems  facing  the  health  care 
system,  as  well  as  the  political  and  budgetary  dynamics  of  the  debate,  suggest  an 
incremental  approach.  There  are  a  number  of  steps  that  can  and  should  be  taken 
now.  We  should  exhaust  incentive  and  competition-based  alternatives  before  jumping 
to  the  more  regulatory  solutions.  Let's  become  aggressive  incrementalists  before 
jumping  into  the  chilly  waters  of  federal  regulation  whose  depths  we  can  only  suspect. 

Several  members  of  this  Committee  have  developed  proposals  targeted  at  the 
problems  of  access  and  cost  of  health  coverage.  We  are  favorably  impressed  with  the 
proposal  introduced  by  Representatives  Johnson  and  Chandler.  The  Chamber's 
Health  and  Employee  Benefits  Committee  currently  is  studying  this  legislation  and  may 
suggest  some  amendments. 

Mr.  Chairman  and  members  of  the  Committee,  the  Chamber  commends  you  for 
your  leadership  in  this  area  and  stands  ready  to  assist  you  as  you  continue  to  work  on 
these  issues. 

Mr.  Gibbons  [presiding].  Thank  you.  Mr.  Moody,  and  then  Mr. 
Sundquist  and  Mrs.  Johnson. 
Mr.  Moody.  Thank  you,  Mr.  Chairman. 

I  would  like  to  ask  both  Mr.  Woods  and  Mr.  Patricelli,  given  your 
diagnosis  of  the  problem,  which  I  think  is  very  sound,  what  would 
be  wrong  with  moving  to  a  universal  system?  The  two  major  en- 
trants into  this  sweepstakes  are  mandated  pay  or  play  on  the  one 
hand  and  some  kind  of  universal  system  with  a  single  payer  on  the 
other  hand. 

It  seems  to  me  the  single  payer  has  a  lot  to  offer,  because  it  can 
bring  down  administrative  costs.  We  have  12  percent  of  our  system 
going  for  purely  administrative  costs.  In  Canada,  the  comparable 
figure  is  less  than  2  percent.  So,  we  are  very  inefficient  administra- 
tively because  of  the  plethora  of  plans. 

Every  visit  to  a  doctor  generates  10  pieces  of  paper  now.  Every 
one  of  the  more  than  1,000  private  plans  have  different  forms,  dif- 
ferent pieces  of  paper,  different  categories,  different  definitions. 
Doctors'  offices  are  being  killed  with  this  paperwork. 

Why  not  have  a  single-payer  system,  and  why  not  have  a  univer- 
sal system  so  that  people,  in  effect,  have  portability,  so  that  when 
they  move  from  firm  to  firm  they  don't  have  to  start  over  and  face 
this  preexisting  condition  problem  that  they  now  have. 

It  seems  to  me  you  would  both  improve  the  mobility  of  the  labor 
market  appreciably  by  covering  everyone,  which  is  cost  effective 
because  it  is  not  cost  effective  to  not  cover  people  for  a  lot  of  obvi- 
ous reasons,  although  it  is  cost  ineffective  for  a  small  firm  because 
of  the  cost. 

So  why  not  have  a  universal  all-payer  system  nationwide  which 
could  be  managed  by  the  Blues  or  somebody  else.  Why  not  just  go 
whole  hog? 
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Mr.  Patricelli.  I  will  start  on  that,  Mr.  Moody,  if  I  may.  The  two 

questions,  single  payer  and  perhaps  portability  

Mr.  Moody.  Universal  access,  let  us  call  it. 

Mr.  Patricelli.  We  are  not  at  all  convinced,  frankly,  that  a 
single-payer  system  is  going  to  end  up  being  more  efficient  and  less 
expensive.  It  may  well  be  worse.  As  I  understand  it,  the  industrial 
countries  that  have  single-payer  systems  are  experiencing  rates  of 
cost  inflation  that  are  equal  to  and  in  most  cases  greater  than  ours 
now. 

Mr.  Moody.  That  is  not  my  understanding  about  Canada,  which 
has  8V2  percent  annual  compound  growth.  Ours  is  over  12. 

Mr.  Patricelli.  I  think  you  will  find,  I  have  seen  data  that  indi- 
cates that  of  the  industrial  countries,  we  are  on  the  low  end  of  the 
rate  of  inflation  of  health  care  costs,  but  we  can  furnish  you  that 
data. 

[The  following  was  subsequently  received:] 
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[From:  Schieber,  et  al,  Health  Affairs,  Spring,  1991,  pp. 
106-116;  see  especially  Exhibits  3  and  4.] 


DataWatch 


International  Health  Spending:  Issues  And  Trends  

by  George  J.  Schieber  and  Jean-Pierrc  Poullier 

This  paper  presents  and  analyzes  health  spending  data  for  the  twenty- 
four  Organization  for  Economic  Cooperation  and  Development  (OECD) 
countries  for  1970-1989.  In  particular,  we  discuss  the  methodological 
basis  for  the  OECD  data,  levels  and  rates  of  growth  of  health  spending, 
and  the  need  for  better  data  and  more  focused  cross-national  analyses. 


Comparative  Data 

Comparative  data  on  health  spending  are  developed  on  an  ongoing 
basis  by  the  secretariat  of  OECD,  a  Paris-based  international  organiza- 
tion. These  data  are  based  on  national  income  and  product  account 
principles,  gradually  being  implemented  by  all  nations.  Definitions  of 
health  spending  and  taxation  concepts  are  based  on  the  Classification  of 
the  Functions  of  Government,  developed  by  the  United  Nations  and 
embodied  in  OECD's  National  Accounts.1 

Total  health  expenditures  are  the  sum  of  public  and  private  health 
consumption  and  investment  netted  for  transfers  as  published  for  most  of 
the  twenty-four  OECD  member  countries  in  National  Accounts.  To  the 
extent  that  this  source  does  not  provide  data  for  all  countries,  it  is 
complemented  by  other  national  statistics  approximating  the  desired 
national  income  and  product  account  concept.2  Data  developed  by  the 
secretariat  are  verified  by  the  member  countries.  However,  the  secretariat 
does  not  simply  accept  individual  countries'  recommended  changes  un- 
less they  are  consistent  with  the  underlying  functional  classification.  The 
problem  is  even  more  difficult  for  disaggregate  expenditure  information, 
because  reporting  of  this  information  in  many  countries  often  does  not 
conform  to  the  national  income  and  product  account  concepts  that  may 
be  employed  to  develop  total  national  health  expenditures.  Thus,  there 
is  a  continuous  process  to  generate  subaggregate  data  that  are  based  on 
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the  same  national  accounts  principles  and  therefore  more  comparable. 
All  this  aside,  substantial  gray  areas  still  exist,  such  as  the  boundary 
between  health  and  social  services,  as  well  as  deviations  in  reporting  that 
lead  us  to  urge  caution  in  not  attributing  too  much  precision  to  these 
data.  Moreover,  figures  for  the  most  recent  years  are  estimates  and  are 
frequently  revised  after  the  fact,  and  countries  often  redo  their  historical 
baseline  estimates,  necessitating  complete  revisions  of  published  data. 

This  methodological  discussion  is  prompted  by  a  spate  of  recent  efforts 
to  develop  comparative  data  and  what  we  perceive  to  be  some  fundamen- 
tal misunderstandings  about  these  OECD  data.  These  data  have  the 
advantages  of  being  based  on  an  internationally  accepted  functional 
classification;  receiving  direct  comment  and  input  from  the  statistical 
offices  of  the  countries;  and  having  the  methodology,  sources,  and  under- 
lying assumptions  widely  disseminated.  This  is  not  to  suggest  that  major 
improvements  are  unnecessary  or  that  other  conceptual  bases  are  inferior. 
However,  comparative  data  development  must  be  based  on  some  objec- 
tive classification.  The  reported  administrative  statistics  of  individual 
countries  may  provide  information,  but  it  will  be  based  on  the  different 
definitions  and  concepts  inherent  in  the  reporting  systems  for  each 
country.  Moreover,  there  are  no  internationally  accepted  definitions  of 
hospital,  physician,  nursing  home,  or  other  services. 

In  this  Data  Watch,  we  present  and  analyze  internationally  comparable 
data  on  health  expenditures  for  the  twenty-four  OECD  countries  for 
1970-1989.  These  data  update  the  information  provided  in  our  Fall  1989 
Data  Watch,  but  also  reflect  revisions  in  the  series  for  Austria  (from  1975), 
Australia  (all  years),  Belgium  (from  1977),  Germany  (all  years),  Iceland 
(all  years),  Italy  (from  1980),  Norway  (from  1981),  Spain  (all  years),  and 
the  United  States  (all  years).  These  revisions,  with  the  exceptions  of 
those  for  Spain,  Germany,  and  Italy,  generally  have  little  effect  on  levels 
of  spending  or  rates  of  change.  All  components  of  the  Spanish  data  are 
now  based  on  official  government  estimates.  The  German  health  expen- 
diture data  have  been  revised  upward  by  about  5  percent  as  a  result  of 
obtaining  more  complete  data  on  private  investment.  The  information 
for  Italy  reflects  more  complete  data  on  private  investment  and  private 
hospital  expenditures,  but  only  back  to  1980.  Thus,  there  is  serious 
discontinuity  in  the  Italian  data,  necessitating  a  cautious  interpretation 
of  any  pre-  and  post- 1980  comparisons  for  Italy. 


Health  Expenditure  Levels  And  Trends 

Health  expenditures  across  countries  can  be  analyzed  in  terms  of  each 
country's  national  currency  or  compared  based  on  one  numeraire 
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currency.  Expenditures  can  be  adjusted  for  population  and  inflation;  they 
can  be  compared  at  a  point  in  time  or  over  time.  The  most  widely  used 
measure  based  on  national  currencies  is  the  ratio  of  health  to  gross 
domestic  product  (GDP),  which  provides  an  indication  of  the  percentage 
of  total  output  in  each  country  that  is  devoted  to  health  spending. 
Analyses  of  this  ratio  in  terms  of  both  level  and  changes  over  time  must 
take  into  account  both  the  health  expenditure  and  GDP  components. 
While  levels  of  health  expenditures  in  national  currencies  in  any  given 
year  cannot  be  directly  compared,  changes  over  time  can  he.  Thus,  rates 
of  growth  in  nominal  health  expenditures,  real  (inflation-adjusted) 
health  spending,  and  real  and  nominal  health  spending  per  person  can 
be  compared  across  countries.  Other  important  economic  and  demo- 
graphic factors,  such  as  GDP  growth,  health  care  inflation,  and  overall 
inflation,  can  also  be  compared.  Such  analyses  provide  information  on 
differential  growth  in  health  services  spending  and  health  system-related 
demographic  and  economic  factors  across  countries.  However,  it  is  im- 
portant to  bear  in  mind  that  the  comparisons  are  only  as  good  as  the 
underlying  data.  In  this  regard,  perhaps  one  of  the  weakest  areas  of 
international  comparisons  of  health  systems  is  in  the  questionable  com- 
parability and  validity  of  the  various  health  care  price  indices,  thus 
making  it  difficult  to  determine  real  health  spending  growth.' 

Comparing  both  absolute  levels  and  trends  in  health  spending  when 
expenditures  are  denominated  in  a  single  numeraire  currency  is  even 
more  difficult  given  the  dearth  of  reliable  indices  to  account  for  differ- 
ences in  price  structures  and  mix  of  services  within  a  country.  In  the 
absence  of  better  measures,  purchasing  power  parities  (PPPs) — indices 
that  relate  the  prices  of  a  market  basket  of  goods  in  one  country  to  the 
prices  in  a  comparative  group  of  countries — are  used.  More  troubling  is 
that  since  health  PPPs  are  unreliable,  GDP  PPPs  are  generally  used  to 
convert  health  spending  across  countries  into  a  single  numeraire  cur- 
rency. These  types  of  comparisons  should  be  treated  with  caution. 

Our  inability  to  measure  health  outcomes  except  in  gross  terms  and 
difficulties  in  performing  behavioral  analysis  limit  our  ability  to  make 
definitive  policy  assessments  concerning  comparative  health  expenditure 
performance.  This  is  further  confounded  by  the  lack  of  detailed  informa- 
tion on  the  institutional  features  of  different  health  care  financing  and 
delivery  systems.  Nevertheless,  for  even  descriptive  analyses  of  health 
systems'  performance  to  be  meaningful,  several  measures  of  performance 
should  be  employed/  Furthermore,  results  from  such  analyses  may  be 
quite  sensitive  to  the  base  years  and  time  spans  chosen. 

Health-to-GDP  ratios.  In  1989,  the  health-to-GDP  ratios  ranged  from 
5.1  percent  in  Greece  to  11.8  percent  in  the  United  States,  with  an 
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OECD  average  (excluding  Turkey)  of  7.6  percent.  Canada  and  Germany, 
two  countries  currently  under  intense  scrutiny  vis  a  vis  U.S.  reform,  had 
GDP  shares  of  8.7  percent  and  8.2  percent,  respectively.  Once  again,  the 
data  show  a  growing  U.S.  share  relative  to  stability  or  even  decline 
(particularly  dramatic  in  Sweden)  in  the  OECD  average  and  for  most 
other  countries  in  recent  years  (Exhibit  1). 

Exhibit  2  graphs  the  health-to-GDP  ratios  for  six  of  the  major  OECD 
countries:  Canada,  France,  Germany,  Japan,  the  United  Kingdom,  and 
the  United  States.  During  1970-1989,  Canada's  health-to-GDP  ratio 
increased  from  7.1  percent  to  8.7  percent,  an  increase  of  23  percent; 
Germany's  share  increased  from  5.9  percent  to  8.2  percent,  an  increase 
of  39  percent;  the  U.S.  share  increased  from  7.4  percent  to  1 1.8  percent, 
an  increase  of  59  percent.  Particularly  striking  is  the  widening  of  the  gap 
between  the  United  States  and  the  other  countries,  especially  since  1985. 
Given  the  current  disparity  in  their  health-to-GDP  ratios,  the  virtual 
equivalence  of  the  Canadian  ratio  to  the  U.S.  ratio  in  1971  and  the  near 


Exhibit  1 

Total  Health  Expenditures  As  A  Percentage  Of  Gross  Domestic  Product,  1970-1989 


1970 

1975 

1980 

1985 

1986 

1987 

1988 

1989 

Australia 

4.9% 

5.5% 

6.5% 

7.0% 

7.1% 

7.1% 

6.9% 

7.0% 

Austria 

5.4 

7.3 

7.9 

7.6 

8.3 

8.4 

8.3 

8.2 

Belgium 

4.1 

5.9 

6.3 

6.9 

7.2 

7.3 

7.3 

7.2 

Canada 

7.1 

7.2 

7.4 

8.5 

8.8 

8.8 

8.6 

8.7 

Denmark 

6.1 

6.5 

6.8 

6.3 

6.0 

6.3 

6.4 

6.3 

Finland 

5.7 

6.3 

6.5 

7.2 

7.4 

7.4 

7.2 

7.1 

France 

5.8 

7.0 

7.6 

8.5 

8.5 

8.5 

8.6 

8.7 

Germany 

5.9 

8.2 

8.5 

8.6 

8.5 

8.6 

8.9 

8.2 

Greece 

4.0 

4.1 

4.3 

4.9 

5.4 

5.2 

5.1 

5.1 

Iceland 

5.2 

6.2 

6.5 

7.4 

7.8 

7.9 

8.5 

8.6 

Ireland 

5.6 

7.6 

9.0 

8.3 

8.3 

8.0 

7.9 

7.3 

Italy 

5.2 

6.1 

6.8 

7.0 

6.9 

7.3 

7.6 

7.6 

Japan 

4.4 

5.5 

6.4 

6.5 

6.7 

6.8 

6.7 

6.7 

Luxembourg 

4.1 

5.6 

6.8 

6.8 

6.7 

7.2 

7.3 

7.4 

Netberlands 

6.0 

7.7 

8.2 

8.2 

8.1 

8.5 

8.4 

8.3 

New  Zealand 

5.2 

6.7 

7.2 

6.6 

6.9 

7.3 

7.4 

7.1 

Norway 

5.0 

6.7 

6.6 

6.4 

7.1 

7.5 

7.4 

7.6 

Portugal 

6.4 

5.9 

7.0 

6.6 

6.4 

6.5 

6.3 

Spain 

3.7 

4.8 

5.6 

5.7 

5.6 

5.7 

6.0 

6.3 

Sweden 

7.2 

7.9 

9.5 

9.3 

9.0 

9.0 

9.0 

8.8 

Switzerland 

5.2 

7.0 

7.3 

7.6 

7.6 

7.9 

8.0 

7.8 

Turkey 

3.5 

4.1 

3.5 

United  Kingdom 

4.5 

5.5 

5.8 

6.0 

6.0 

5.9 

5.9 

5.8 

United  States 

7.4 

8.4 

9.3 

10.6 

10.8 

11.1 

11.3 

11.8 

Mean* 

5.4 

6.5 

7.1 

7.4 

7.4 

7.6 

7.6 

7.6 

Source:  /  latlth  OECD,  Facts  and  Trends  (Paris:  OECD.  forthcoming). 
•  Mean  excluding  Turkey. 
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Exhibit  2 

Total  Health  Expenditures  As  A  Percentage  Of  Gross  Domestic  Product,  Selected 
OECD  Countries,  1970-1989 

Percent  of  gross  domestic  product 

United  States 

10  ^  

"'  Germany 

8                          "'  ' — TT^^r^*^ 

6     strrrrT^7Z^»''^ Canada                   "V*"""  !W 

Japan 

"  "  •  "  *         United  Kingdom 

2 

1970             1974                 1978  1982 

1986  1989 

Sources  Health  OECD.  Fucu  and  Trcntis  (P;iriv  OUCH,  fori  lurum  inn). 

equivalence  of  the  German  and  U.S.  ratios  in  1975  are  remarkable. 
Unfortunately,  looking  at  this  ratio  tells  only  part  of  the  story.  The 
following  analysis  of  nominal  health  spending  and  nominal  GDP  growth 
paints  a  rather  different  picture. 

Nominal  health  spending  in  national  currencies.  Indices  of  cumula- 
tive and  annual  growth  for  1970-1989,  with  1970  as  the  base  year,  arc 
shown  for  the  six  major  OECD  countries  in  Exhibit  3 .  For  the  cumulative 
index,  the  value  for  each  year  is  the  per  capita  health  spending  figure  for 
that  year  divided  by  the  1970  base  year  figure.  Thus,  the  value  of  the 
index  for  1970  is  always  1 ,  and  the  value  for  subsequent  years  is  1  plus  the 
percentage  increase  over  the  base  year.  For  example,  since  the  index  for 
the  United  States  for  1975  is  1.79,  1975  per  capita  health  spending  is  79 
percent  higher  than  (or  1.79  times)  1970  base  year  spending/  As  these 
values  are  plotted  on  a  semilogarithmic  scale,  the  slope  from  year  to  year 
represents  the  annual  rate  of  growth  (Exhibit  4)  6  This  type  of  visual 
display  has  the  advantage  of  showing  trends  in  the  rates  of  growth  across 
several  countries  and  for  all  subperiods  within  the  overall  period.  Year- 
to-year  changes  can  be  compared  visually  by  simply  comparing  the  slopes 
of  the  trend  lines  for  each  country  between  the  two  desired  years. 

From  1970  to  1989,  the  United  Kingdom  had  the  highest  rate  of  growth 
in  nominal  per  capita  health  expenditures,  with  1 989  per  capita  spending 
12.85  times  the  level  in  the  1970  base  year  for  a  compound  annual  rate 
of  growth  of  14-4  percent.  If  growth  in  nominal  per  capita  health  spending 
is  the  measure  of  expenditure  performance,  Germany  had  the  lowest  rate 
of  growth  by  far,  while  Canada  had  a  higher  rate  of  growth  than  Germany 
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Exhibit  3 

Cumulative  And  Annual  Growth  In  Nominal  Per  Capita  Health  Spending,  1970-1989 


United 

United 

Canada 

France 

Germany 

Japan 

Kingdom 

State* 

19/0 

l.U 

l.U 

IJO 

l.U 

l.U 

IJU 

1.14(1 3.8) 

1  1 A  /  1  (  C\ 

1.10(1  VjJ 

1.19  (19.4) 

l.\j(\c.y) 

1  1 A  / 1  \  6\ 

1.14  (lJ.5) 

iii  /in  7\ 
1.11  (lU.r) 

1972 

1  25  (9  4) 

1.32(14.2) 

1.36  (14.0) 

1.32(17.2) 

1.30(14.3) 

1.24(12.1) 

1973 

1.39(11.7) 

L52(15.2) 


1.60  (17.2) 

1.57(18.6) 

.  K4804J) 

l!38(UX)) 



1974 



1.64  (17.5) 

1.77(16.6) 

1.85  (15.8) 

l.U)  (J  l.U) 

1.89(27.7) 

1.56(13.3) 

1975 

l.yo(ZU.U) 

l.ll  (Z4.0) 

2.12  (14.5) 

■J  Ct  /II  t\ 

l.Jl  {11. t) 

1  AO  lit  C\ 

I  A?  \i  1. 3) 

1.79(14.5) 

1976 

2.26(15.1) 

2.58(16.7) 

2.28 

(7.9) 

2.82(12.3) 

2.95(18.5) 

2.05(14.5) 

1977 

2.48  (9.8) 

2.91(13.0) 

2.44 

(6.7) 

3.22(14.2) 

3.35(13.5) 

2.31(111) 

1978 

2.76(1 1.3) 

3.44(18.1) 

2.65 

(8.7) 

3.67  ( 1 3.8) 

J.o4(14J>) 

2.60(12.4) 

1Q7Q 

17(7 

l  inn?  f\\ 

J.  IU  ^  1  C.O) 

J.70\IJ.I ) 

2.89 

(9-0) 

?  oi  in  n\ 

1980 

3.63(17.0) 

4.60(15.4) 

3.16 

(9.5) 

4.72(16.4) 

5.74(28.1) 

3.35(15.0) 

1981 

4.26(17.4) 

5.39(17.3) 

3.40 

(7.7) 

5.13  (8.7) 

6.62(15.4) 

3^8(15.9) 

1982 

498(16.9) 

6.26(16.0) 

3.45 

(1.3) 

5.53  (7.8) 

7.08  (6.8) 

4.35(12.2) 

1983 

5.52(10.8) 

7.07(13.1) 

3.57 

(3.7) 

5.82  (5.2) 

8.01(13.2) 

4.79  (10X>) 

1984 

5.97  (8.1) 

8.03(13.5) 

3.81 

(6.7) 

6.00  (3.1) 

8.48  (5.9) 

5.20  (8.7) 

1985 

6.46  (8.3) 

8.61  (7.2) 

3.98 

(4.4) 

6.30  (5.0) 

9.10  (7.3) 

5.65  (8.5) 

1986 

7.08  (9.6) 

9.31  (8.2) 

4.16 

(4-4) 

6.66  (5.7) 

9.79  (7.7) 

6.08  (7.7) 

1987 

7.67  (8.2) 

9.82  (5.5) 

4.34 

(4.5) 

7.10  (6.6) 

10.75  (9.7) 

6.62  (8.9) 

1988 

8.27  (7.9) 

10.63  (8.3) 

4.72 

(8.6) 

7.47  (5.2) 

11.81  (9.9) 

7.32(10.5) 

1989 

8.97  (8.5) 

11.57  (8.9) 

4.63  ( 

-1.8) 

7.79  (4.3) 

12.85  (8.8) 

8.12(11.1) 

1970-80* 

13.8% 

16.5% 

12.2% 

16.8% 

19.1% 

12.9% 

1980-89* 

10.6 

10.8 

4.3 

5.7 

9.4 

10.3 

1970-89* 

12.2 

13.8 

8.4 

11.4 

14.4 

11.7 

Source:  Health  OECD.  Facts  and  Trends  (Paris:  OECD,  forthcoming). 

Note:  Numbers  in  parentheses  are  the  annual  rate  of  growth  from  the  previous  year. 

'Compound  annual  rate  of  growth  over  the  time  period. 


and  the  United  States  (Exhibit  4).  Analysis  of  year-to-year  changes  in 
health  spending,  while  possible,  requires  detailed  institutional  knowledge 
of  the  individual  systems,  information  on  major  policy  changes,  and 
consideration  of  the  overall  economic  environment. 

While  these  data  are  useful  in  illustrating  how  well  individual  countries 
controlled  health  expenditure  growth  per  person,  they  provide  no  infor- 
mation about  real  inflation-adjusted  health  expenditure  growth,  health 
expenditure  performance  relative  to  overall  economic  performance,  or 
the  absolute  levels  of  health  spending  and  their  growth  across  countries. 
For  example,  other  analyses  have  shown  that  after  adjusting  for  health 
care  inflation,  Canada  had  the  lowest  growth  in  real  per  capita  health 
spending,  slightly  below  the  United  States,  Germany,  and  the  United 
Kingdom,  while  japan  and  France  had  substantially  higher  rates.7 

Growth  in  health  spending  relative  to  overall  economic  performance 
can  be  assessed  by  comparing  rates  of  growth  in  nominal  (or  real)  per 
capita  health  spending  with  growth  in  nominal  (or  real)  per  capita  GDP. 
We  examined  the  compound  annual  rates  of  growth  in  nominal  per  capita 
health  spending  relative  to  nominal  per  capita  GDP  for  1970-1989  and 
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Exhibit  4 

Relative  Growth  Index  In  Nominal  Per  Capita  Health  Expenditures,  Selected  OECD 
Countries,  1970-1989  (Semilogarithmic  Scale) 


Index 

13  


5 

-  •  • 
•  *  #  • 

United  Kinudoni,  „  •  I 

„  *     «  Canada  .•• 
#  *  #  #  '  *  .%****'^^>japan 

* 

4 

0*  l**   •••"^•^TJnited  States      ^^»—  — 

3 

S               — - 

*    #•   ^^^^  Germany 

2 

1 

1970 

1974                 1978                 1982                  1986  1989 

Source:  HVoWi  OECD.  Facis  and  Trrrwfc  (Paris:  OECD.  forthcoming). 


for  1970-1980  and  1980-1989  for  the  six  countries.  These  nominal 
elasticities  measure  the  relationship  between  percentage  changes  in 
health  spending  and  in  GDP."  Thus,  the  elasticity  of  1.3  for  the  United 
States  over  the  entire  period  means  that  nominal  per  capita  health 
spending  grew  30  percent  faster  than  nominal  per  capita  GDP;  alterna- 
tively, every  10  percent  change  in  nominal  per  capita  GDP  was  associated 
with  a  13  percent  change  in  nominal  per  capita  health  spending. 

For  the  entire  1970-1989  period,  Germany,  Japan,  and  the  United 
States  (all  1.3)  had  the  highest  annual  rates  of  increase,  with  nominal  per 
capita  health  spending  increasing  30  percent  faster  than  nominal  per 
capita  GDP.  France  (1.2)  ranks  next,  wherein  health  spending  increased 
20  percent  faster  than  GDP.  Canada  and  the  United  Kingdom  (each  1.1) 
had  the  lowest  increases,  with  health  spending  increasing  only  10  percent 
faster  than  GDP.  During  1970-1980,  Germany  (1.5)  and  Japan  (1.3)  had 
the  highest  elasticities,  Canada  (1.0)  and  the  U.K.  (1.1)  had  the  lowest, 
and  France  and  the  United  States  (both  1 .2)  were  in  between.  This  period 
was  a  time  of  very  rapid  growth  in  Germany's  health-to-GDP  ratio  (see 
Exhibit  1),  resulting  in  the  enactment  of  a  series  of  cost  containment 
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measures.9  In  contrast,  over  the  1980-1989  period,  Germany,  Japan,  and 
the  United  Kingdom  had  the  lowest  elasticities  (all  1.0),  significantly 
below  those  of  the  previous  decade.  France  (1.2)  showed  little  change, 
while  Canada  ( 1 .2)  and  the  United  States  (1.3)  faced  significantly  higher 
growth  than  in  the  previous  decade. 

Health  expenditures  per  capita  in  U.S.  dollars.  While  the  previous 
analyses  provide  information  about  health  expenditure  growth  within 
countries,  they  provide  no  information  about  the  absolute  levels  of  health 
spending  denominated  in  a  single  currency.  In  1970,  spending  ranged 
from  $62  per  person  in  Greece  to  $346  in  the  United  States,  with  an 
OECD  average  of  $175  (Exhibit  5).  In  1989,  health  spending  ranged  from 
$371  per  person  in  Greece  to  $2,354  in  the  United  States,  with  an  OECD 
average  of  $  1 ,094.  U.S.  spending  was  over  double  the  OECD  average;  40 
percent  higher  than  Canada,  the  second-highest  country;  and  71  percent 
higher  than  Switzerland,  the  third-ranked  country. 

Exhibit  6  graphically  shows  the  widening  gap  over  time  in  absolute 
terms  between  the  United  States  and  the  five  other  major  countries.  Over 
this  period,  spending  increased  the  least  in  the  United  Kingdom  (9.6 


Exhibit  5 

Per  Capita  Health  Spending  In  U.S.  Dollars,  1970-1989 


1970 

1975 

1980 

1985 

1986 

1987 

1988 

1989 

Australia 

$176 

$321 

$  528 

$  846 

$  895 

$  955 

$  986 

$1,032 

Austria 

149 

336 

618 

821 

922 

983 

1.041 

1,093 

Belgium 

123 

286 

513 

749 

801 

853 

924 

980 

C  -.i  n  j  J  j 

274 

478 

806 

1.315 

1.427 

1.507 

1,581 

1,683 

IXmmark 

209 

335 

571 

770 

778 

839 

870 

912 

Finland 

163 

305 

513 

826 

876 

943 

998 

1,067 

France 

192 

365 

656 

991 

1.036 

1.088 

1,173 

U74 

Germany 

199 

422 

749 

1,046 

1,082 

1,139 

1,250 

1,232 

Greece 

62 

110 

1% 

292 

334 

333 

347 

371 

Ice  Ian  J 

152 

321 

638 

964 

1.115 

1.252 

1,350 

1.353 

Ire  Ian  J 

99 

225 

448 

577 

585 

607 

639 

658 

Italy 

147 

270 

541 

761 

792 

889 

982 

1,050 

Japan 

126 

252 

515 

785 

828 

907 

978 

1,035 

Luxembourg 

150 

319 

616 

879 

921 

1.053 

1,146 

1,193 

Netherlands 

207 

418 

707 

931 

954 

1,033 

1,076 

1,135 

New  Zealand 

174 

354 

523 

667 

722 

7% 

811 

820 

Norway 

154 

350 

624 

900 

1.046 

1.147 

1.214 

U34 

Portugal 

158 

252 

385 

385 

405 

438 

464 

Spain 

82 

186 

322 

437 

454 

500 

571 

644 

Sweden 

274 

475 

864 

1,187 

1.192 

1,266 

1,328 

1361 

Switzerland 

247 

477 

734 

1.104 

1.143 

1,244 

U23 

U76 

Turkey 

58 

103 

144 

United  Kingdom 

146 

272 

454 

658 

697 

747 

793 

836 

United  States 

346 

592 

1.059 

1.700 

1.813 

1,955 

2,140 

2354 

Mean* 

175 

332 

585 

852 

904 

976 

1.042 

1,094 

Source:  Health  OECD,  Facts  and  Trends  (Paris:  OECD,  forthcoming). 
*  Mean  excluding  Turkey. 
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Exhibit  6 

Per  Capita  Health  Spending  In  U.S.  Dollars,  Selected  OECD  Countries,  1970-1989 

Hundreds  of  U.S.  dollars 
24 

20 

United  States  S 

16 

^^^^  Canada 

12 

Germany 

^^^r-rT7^   

^    F«8^.-  "Ai  

-  • 

Japan 

Q    i. ; !i  Jl  jC 5- ^United  Kingdom 

1970            1974                 1978  1982 

1986  1989 

Source:  HeaJiA  Ofc'CD,  Facts  <md  Trends  (Paris:  OECD,  lorthcnininj,')- 

percent  compound  annual  growth),  followed  by  Canada  (10  percent), 
Germany  (10.1  percent),  France  (10.5  percent),  the  United  States  (10.6 
percent),  and  Japan  (11.7  percent).  In  1970,  U.S.  spending  per  person 
exceeded  Canada  by  26  percent,  France  by  80  percent,  Germany  by  74 
percent,  Japan  by  175  percent,  and  the  United  Kingdom  by  137  percent. 
By  1989,  U.S.  per  capita  spending  exceeded  Canada  by  40  percent,  France 
by  85  percent,  Germany  by  91  percent,  Japan  by  127  percent,  and  the 
United  Kingdom  by  182  percent.  Accounting  discrepancies  explain  only 
a  relatively  small  part  of  these  differences. 


Future  Directions 


Improved  international  comparisons  of  health  systems  hinge  on  better 
data,  detailed  information  on  the  institutional  features  of  health  systems, 
and  better  methodological  tools  for  analysis.  First,  regarding  better  data, 
standard  definitions  and  functional  classifications  need  to  be  developed. 
National  income  and  product  account  principles  represent  a  useful  ap- 
proach. Unfortunately,  no  standardized  definitions  exist  in  national 
income  and  product  accounts  for  health  subaggregates  such  as  hospitals, 
physicians,  nursing  homes,  and  the  like.  Even  if  standard  definitions  did 
exist,  a  second  problem  emerges,  namely,  that  the  administrative  report- 
ing systems  of  individual  countries  reflect  the  reporting  needs  of  different 
institutional  structures,  such  that  in  some  countries,  inpatient  physician 
services  would  be  treated  as  hospital  expenditures,  whereas  in  others,  they 
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would  be  treated  as  physician  expenditures.  A  third  problem  is  that  even 
with  standard  agreed-upon  definitions,  reporting  practices  may  differ,  as 
has  been  the  case  in  infant  mortality  and  cause-specific  reporting  of  death 
rates.10  A  fourth  problem  is  obtaining  accurate  data  on  private  health 
expenditures,  which  are  usually  obtained  from  periodic  household  surveys 
and  are  generally  not  part  of  the  administrative  reporting  systems  of 
government  health  programs." 

A  second  set  of  problems  in  evaluating  the  performance  of  health 
systems  is  the  lack  of  readily  accessible  information,  in  a  standardized 
format,  of  the  institutional  features  of  different  health  systems.  We  need 
information  on  (1)  the  underlying  economic  incentive  aspects  of  the 
system;  (2)  public  health  activities,  the  delivery  system,  health  personnel, 
quality  assurance  programs,  financing,  reimbursement  arrangements,  and 
the  integration  of  health  and  other  social  programs;  (3)  nongovernmental 
programs  and  their  interface  with  the  public  system;  (4)  legal  systems  in 
terms  of  antitrust,  malpractice,  limitations  on  private  insurance,  and  so 
on;  and  (5)  recent  and  current  policy  initiatives.  Developing  such  infor- 
mation for  a  large  number  of  countries  is  no  easy  task,  since  a  taxonomy 
for  describing  systems  is  needed.  We  need  to.be  able  to  collate  information 
that  exists  in  many  different  languages  and  update  this  information  as 
health  systems  change.  This  undertaking  is  not  simple.  Even  in  the 
United  States,  a  mecca  of  health  services  data  and  research,  it  is  difficult 
to  find  a  detailed  description  of  the  U.S.  health  system  that  enables  the 
analyst  to  understand  the  incentives  inherent  in  the  payment  policies  of 
the  multitude  of  consumers,  providers,  and  payers. 

The  third  set  of  problems  in  national  and  international  comparisons  is 
methodological.  Evaluating  medical  and  cost  effectiveness  requires  meas- 
urement of  health  outcomes  and  economic  efficiency,  both  areas  of 
conceptual  and  methodological  difficulty.  While  strides  are  being  made 
in  these  areas,  much  remains  to  be  done,  and  much  of  the  progress  to  date 
is  based  on  the  use  of  even  more  micro-level  data,  such  as  those  available 
in  clinical  records.  Moreover,  behavioral  analysis  of  specific  policies  is 
notoriously  difficult. 

In  conclusion,  several  observations  can  be  made.  First,  we  hope  that 
governments  and  international  organizations  will  give  higher  priority  to 
the  issue  of  improved  data  than  they  have  in  the  past.  Second,  the  need 
exists  for  a  handbook  of  the  detailed  institutional  features  of  different 
health  systems,  updated  on  a  regular  basis  (OECD's  forthcoming  Health 
Care  Reforms  in  Seven  Countries  is  a  promising  start).  Third,  intensive 
research  on  small  groups  of  countries,  where  data  can  be  standardized  and 
more  micro  comparisons  on  expenditures  and  outcomes  can  be  made,  has 
the  potential  for  significant  advancements  in  our  knowledge  base. 
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U.S.  health  spending  is  the  highest  in  the  world  and  continues  to 
increase  more  rapidly  than  in  virtually  all  other  countries.  Gross  outcome 
measures  are  poor;  however,  certain  more  refined  outcome  measures,  such 
as  infant  mortality  hy  birthwcight  and  certain  cause-specific  mortality 
measures,  appear  to  paint  a  slightly  better  picture  of  U.S.  performance.12 
Perhaps  the  United  States  is  getting  favorable  outcomes  from  some  of  its 
expensive  and  extensive  technologies.  To  what  extent  do  health  systems 
costs  really  reflect  social  costs  (such  as  teenage  pregnancy,  substance 
abuse,  and  violence),  as  opposed  to  waste  and  inefficiency  in  the  health 
system?  These  are  important  questions  to  answer  as  U.S.  health  spending 
approaches  12  percent  of  GDP  and  one  trillion  dollars. 


The  views  expressed  in  this  DataWatch  are  those  of  the  authors  and  do  not  necessarily  represent 
those  of  their  respective  organizations. 
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Commentary 


International  Health  Spending:  Comparisons  With  The  OECD 
by  Dale  A.  Rublee  and  Markus  Schneider 

The  task  of  assembling  comparable  figures  on  health  expenditures  for 
the  United  States  and  other  countries  is  complicated.  Health  care  systems 
arc  heterogeneous,  with  a  mixture  of  skills  employed  and  services  pro- 
vided. Generally,  varying  administrative  requirements  drive  the  develop- 
merit  of  health  expenditure  data;  as  a  result,  various  classifications, 
definitions,  methodologies,  and  concepts  are  used.1  Nursing  home  and 
home  care  services,  for  example,  appear  in  Social  Security  accounts  in 
some  countries  and  in  health  accounts  in  others.  Costs  for  administration 
and  construction  are  notoriously  difficult  to  estimate,  while  medical 
research  and  education  appear  variously  as  education  or  health  care.2 
Internationally  comparable  data  for  health  research  expenditures  are 
currently  unavailable,  according  to  a  recent  feasibility  study  conducted 
for  the  United  States.3  These  practical  considerations  recommend  that  a 
common  classification  scheme  be  applied  to  health  expenditure  data 
collected  for  international  comparisons. 

In  its  national  accounts  of  health  expenditures,  the  Organization  for 
Economic  Cooperation  and  Development  (OECD)  uses  a  "top-to-bot- 
tom" methodology,  in  which  expenditure  totals  are  not  always  the  sum 
of  the  individual  components.  In  this  Commentary,  we  use  a  "bottom-up" 
methodology,  in  which  figures  on  total  national  health  expenditures  are 
computed  inductively  from  estimates  of  their  components.  We  have 
relied  mainly  on  the  expenditure  statistics  provided  by  the  various 
national  health  care  financing  institutions,  and  while  our  database  is  far 
from  perfect,  we  have  made  a  concerted  effort  to  use  consistent  definitions 
and  uniform  classifications.  Health  expenditures  are  by  definition  the 
incomes  of  health  care  providers.  This  link  between  expenditures  and 
incomes  makes  it  possible  to  use  provider  statistics  and  numbers  of 
providers  to  establish  the  completeness  of  the  available  expenditure  data. 


Dale  Rublee  is  a  policy  analyst  at  the  American  Medical  Association  Center  for  Health  Policy 
Research  inChicago,  Illinois.  Markus  Schneider  is  director  of BeratungsgeseUschaft  fiir  angewandte 
Systemforschung  (BASYS)  Ltd.  in  Augsburg,  Germany. 
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We  have  also  used  information  from  consumer  and  price  statistics  to  make 
estimates  where  possible/  We  consulted  with  authorities  in  all  countries. 

One  advantage  of  the  bottom-up  methodology  is  to  enable  more 
comparisons  on  a  disaggregated  level.  For  instance,  until  rcccmly,  the 
OECD,  which  expends  much  effort  in  collecting  and  analyzing  health 
spending  data,  published  no  information  about  expenditures  for  dental 
care  or  for  hospital  services  exclusive  of  nursing  home  care.  The  OECD 
included  dental  care  within  the  item  "ambulatory  care."  Hospital  care 
was  within  the  item  "inpatient  care"  or  "institutional  care,"  which 
includes  long-term  care  in  nursing  homes.5  A  more  detailed  classification 
is  desirable  not  only  from  the  point  of  view  of  cross-national  health  policy 
analysis,  but  also  for  tracing  statistical  errors. 

Although  the  OECD  sends  to  all  countries  very  detailed  computer 
printouts  for  completion  and  correction,  the  data  lists  sent  back  to  the 
OECD  are  often  incomplete.  These  lists  contain  only  those  data  of  the 
national  statistical  reporting  systems,  which  are  reasonably  standardized. 
In  general,  the  national  health  statistics  follow  the  prevailing  health  care 
institutions  in  the  countries.  Likewise,  legal  distinctions  between  health 
services  and  social  services  differ  between  countries.  For  instance,  nursing 
home  care  in  Denmark  generally  comes  under  the  purview  not  of  the 
Ministry  of  Health,  but  of  the  Ministry  of  Social  Affairs.  Therefore,  in 
the  Danish  response  to  the  OECD,  only  a  portion  of  total  nursing  home 
expenditures  is  provided. 

This  Commentary  presents  a  set  of  statistics  on  the  costs  of  health  care 
activities  in  sixteen  countries  in  1988.  Our  data  exclude  administration, 
construction  of  health  facilities,  and  research  and  development,  compo- 
nents that  were  either  not  available  or  ill-defined  for  comparative  pur- 
poses. These  expenditures  probably  account  for  roughly  10  percent  of 
total  expenditures  in  most  countries.  For  our  analysis,  what  is  left  in  total 
expenditures  is  a  combination  of  expenditures  for  personal  health  care 
services  and  supplies  with  government  public  health  services,  which 
represents  a  narrower  definition  of  health  care  expenditures  than  the  one 
used  by  the  OECD. 

In  our  definition,  current  health  care  includes  the  following:  (1) 
hospital  services,  which  include  acute  care,  psychiatric  care,  long-term 
hospital  care,  drugs  used  in  hospitals,  and  the  services  of  physicians 
provided  in  hospitals,  and  exclude  outpatient  services;  (2)  ambulatory 
physician  services,  which  include  ambulatory  medical  care  of  general 
practitioners  and  specialists  in  offices  and  in  outpatient  departments  of 
hospitals;  (3)  drugs,  which  include  over-the-counter  and  prescription 
drugs  but  not  drugs  used  in  hospitals;  (4)  long-term  care  services,  which 
include  services  in  nursing  homes  and  home  care;  (5)  dental  services, 
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which  include  dental  treatment,  material,  laboratory  costs  for  dentures, 
and  preventive  dental  treatment;  (6)  medical  aids  and  appliances,  includ- 
ing glasses,  hearing  aids,  medical  equipment  for  disabled  people,  and 
physiotherapy;  and  (7)  Other  services,  including  public  health  services, 
transportation,  psychotherapy,  and  services  in  alternative  medicine. 

Methods 

To  account  for  health  expenditures  in  this  classification  scheme, 
services  of  all  institutions  that  provide  and  finance  health  care  were 
included.  The  statistical  efforts  we  have  used  vary  considerably.  Although 
we  used  a  clear  classification  of  health  care  expenditures,  the  seven 
categories  of  services  were  neither  fully  reflected  by  nor  always  consistent 
with  national  statistics  because  of  different  institutional  circumstances. 
Often  a  simple  regrouping  of  services  was  possible.  In  some  cases,  global 
data  were  split  into  different  components.  However,  a  perfectly  stand- 
ardized  data  set  is  not  possible  at  this  time. 

In  countries  where  specialized  ambulatory  care  is  provided  in  hospitals, 
as  in  the  United  Kingdom,  Sweden,  and  the  Netherlands,  expenditures 
for  these  services  were  included  in  the  national  statistics  of  hospital 
expenditures.  However,  internal  accounting  figures  were  available  to 
show  the  share  of  hospital  costs  spent  for  outpatient  care,  which  made  it 
possible  to  reclassify  the  national  figures.  Without  such  adjustments  of 
the  national  statistics,  our  international  comparison  between  ambulatory 
care  and  hospital  care  would  not  be  useful.  This  also  holds  true  for  the 
OECD  classification  between  inpatient  care  and  ambulatory  care. 

Since  no  common  classification  system  currently  exists  that  is  agreed 
upon  by  all  countries,  we  have  made  adjustments  and  reclassifications  to 
make  disaggregated  international  health  care  expenditure  comparisons. 
For  example,  inpatient  services  in  the  United  Kingdom's  National  Health 
Service  (NHS)  include  outpatient  services  of  hospital  consultants.  After 
discussions  with  several  British  authorities,  we  decided  that  the  best 
procedure  was  to  compute  the  share  of  outpatient  services  according  to 
the  available  British  hospital  statistics,  add  that  figure  to  the  category  of 
ambulatory  physicians,  and  subtract  it  from  hospitals.  We  used  a  similar 
method  to  calculate  expenditures  for  ambulatory  physician  care  in  the 
United  States.  To  remove  expenditures  for  physician  services  provided 
in  hospitals  from  services  provided  in  offices,  we  used  the  distribution  of 
physician  working  times  between  offices  and  hospital  rounds  according 
to  the  American  Medical  Association's  Socioeconomic  Monitoring  Sys- 
tem." Thus,  what  was  removed  from  ambulatory  physician  care  was  added 
back  into  hospital  services.  Furthermore,  we  added  to  ambulatory  physi- 
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cian  care  the  portion  of  hospital  services  that  contains  outpatient  serv- 
ices, as  computed  by  the  U.S.  Health  Care  Financing  Administration 
(HCFA).  We  used  the  estimates  by  Katharine  Levit  and  Mark  Freeland 
for  outpatient  services  in  community  hospitals.7 

Further  adjustments  to  national  statistics  are  often  necessary  if  health 
care  expenditures  are  deflated,  as  we  do  later  in  this  essay.  To  compare 
current  health  care  spending  growth  across  countries,  we  used  two 
measures:  nominal  or  "currency  value"  health  care  expenditures,  and 
health  price-adjusted  or  "real"  expenditures.  Nominal  current  health 
care  expenditures  represent  the  monetary  value  of  those  expenditures 
before  any  currency  conversions  or  inflationary  adjustments  are  made. 
Real  health  care  expenditures  attempt  to  adjust  spending  for  increases 
caused  by  pure  health  care  price  increases.  This  measure,  when  applied 
to  growth  rates,  attempts  to  establish  the  change  in  actual  resources 
consumed.  Price  deflators  for  each  individual  component  were  not  avail- 
able. Therefore,  for  each  country,  total  health  expenditures  and  the  seven 
components  were  all  deflated  with  the  same  overall  health  price  index. 

As  Jean-Pierre  Poullier  has  pointed  out,  health  care  price  indices  are 
one  of  the  weakest  areas  of  international  comparisons  of  health  systems.8 
The  main  cause  of  the  current  problems  in  forming  medical  price  indices 
is  that  medical  care  provided  by  public  institutions  is  poorly  represented 
in  consumer  price  indices.  Our  starting  point  for  the  computation  of 
health  price  indices  is  national  price  statistics.  For  the  United  States,  we 
used  the  consumer  price  index  (CPI)  for  medical  care.  For  other  coun- 
tries, where  private  consumer  prices  usually  reflect  a  small  part  of  medical 
price  development,  we  computed  a  weighted  price  index  using  additional 
information  about  the  prices  of  public  services,  costs  of  hospital  cases, 
and  fees  for  physician  services.  For  example,  the  German  medical  care 
price  index  has  several  subcomponents,  of  which  CPI  is  only  a  small  part.v 

Health  Care  Spending  In  1988 

To  compare  spending  across  countries,  we  have  used  three  measures  of 
health  care  expenditures.  These  are  local  health  expenditures:  (1)  con- 
verted to  U.S.  dollars  expressed  in  OECD  purchasing  power  parities 
(PPPs)(Exhibit  1);  (2)  converted  to  U.S.  dollars  using  exchange  rates 
(ERs)(Exhibit  2);  and  (3)  as  a  percentage  of  gross  national  product 
(GNP)(Exhibit3). 

Conversions  to  U.S.  dollars  using  exchange  rates  and  PPPs  both  pose 
formidable  problems  for  analysis  of  such  commodities  as  health  care. 
Exchange  rates  fail  to  reflect  relative  purchasing  power  across  countries 
and  are  also  subject  to  fluctuations.10  PPPs  help  to  correct  for  a  difficulty 
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Exhibit  1 

Current  Health  Expenditures,  Aggregate  And  Per  Capita,  In  Purchasing  Power 
Parities,  Selected  Countries,  By  Type  Of  Expenditure,  1988 

Long*  Medical 


A  mbulatory 

term 

Dental 

Aids  and 

Other 

Aggregate 

Total 

riuspiuus 

physicians 

rug 

care 

services 

appliance* 

services 

Austria 

$  7.59 

$  3.50 

$  1.33 

$  0.71 

$  0.95 

$  0.70 

$  0.22 

$  0.18 

Belgium 

9.05 

3.20 

1.91 

1.46 

0.77 

0.31 

0.46 

0.93 

Canada 

38.76 

18.81 

4.13 

4.74 

4.76 

2.24 

1.52 

2.57 

Denmark 

5.60 

2.83 

0.41 

0.42 

1.09 

0.26 

0.18 

0.40 

France 

64.46 

29.65 

10.38 

11.04 

3.20 

4.17 

2.66 

3.35 

Germany 

73.94 

25.10 

11.93 

12.18 

5.75 

9.58 

5.38 

4.02 

Ireland 

2.33 

1.14 

0.34 

0.27 

0.29 

0.11 

0.13 

0.04 

Italy" 

57.10 

24.38 

13.86 

10.30 

4.17 

2.57 

1.82 

Japan 

121.28 

39.91 

19.16 

21.27 

13.19 

6.78 

5.60 

15.37 

Luxembourg 

0.53 

0.33 

0.10 

0.08 

0.03 

0.04 

0.03 

0.01 

Netherlands 

15.68 

6.80 

1.59 

1.45 

2.91 

0.80 

0.77 

1.36 

Spain 

25.61 

11.64 

4.15 

4.70 

1.85 

1.75 

1.11 

0.42 

Sweden 

11.24 

5.27 

LIS 

0.76 

1.80 

0.65 

0.44 

1.17 

Switzerland 

9.17 

4.50 

1.53 

0.96 

0.78 

0.80 

0.32 

0.28 

United  Kingdom 

48.84 

23.10 

6.69 

6.64 

6.34 

2.08 

1.07 

2.92 

United  States 

494.20 

213.72 

103.18 

41.90 

47.50 

29.40 

20.10 

38.40 

Per  capita 

Austria 

$1,000 

$460 

$175 

$  93 

$125 

$  93 

$29 

$  24 

Belgium 

917 

324 

194 

148 

78 

32 

47 

95 

Canada 

1.495 

725 

159 

183 

184 

86 

59 

99 

Denmark 

1.090 

552 

80 

83 

212 

51 

36 

77 

France 

1.154 

531 

186 

201 

57 

75 

48 

60 

Germany 

1.200 

408 

194 

198 

93 

156 

87 

65 

Ireland 

658 

323 

96 

77 

81 

31 

37 

12 

Italy1 

996 

425 

242 

180 

73 

45 

32 

Japan 

989 

326 

156 

173 

108 

55 

46 

125 

Luxembourg 

1.419 

611 

267 

227 

82 

119 

83 

30 

Netherlands 

1,063 

461 

108 

98 

197 

54 

52 

92 

Spain 

657 

298 

106 

121 

47 

45 

28 

11 

Sweden 

1.329 

623 

137 

90 

213 

77 

52 

138 

Switzerland 

1.385 

679 

232 

145 

117 

121 

49 

42 

United  Kingdom 

858 

406 

117 

116 

111 

36 

19 

51 

United  States 

2.006 

868 

419 

170 

193 

119 

82 

156 

Mean 

1.138 

501 

179 

144 

123 

77 

50 

69 

Source;  Bcratungsgcsellschaft  fiir  angewandte  Systemforschung  (BASYS)  Ltd. 

'  Billions  of  U.S.  dollars.  Components  may  not  add  to  total  due  to  rounding. 

h  Includes  physician  services  provided  in  hospitals. 

c  Excludes  drugs  prescribed  in  hospitals. 

d  Ambulatory  physician  services  include  dental  services. 


found  in  comparing  international  data — differences  in  price  levels  from 
country  to  country,  which  are  not  accounted  for  by  currency  exchange 
rates.  PPPs  express  the  rate  at  which  one  currency  should  be  converted 
into  another  for  a  given  expenditure  to  purchase  the  same  set  of  goods  in 
both  countries.  However,  they  may  fail  as  international  price  deflators 
for  health  care  when  the  market  basket  of  items  used  in  their  calculation 
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Exhibit  2 

Current  Health  Expenditures,  Aggregate  And  Per  Capita,  In  Exchange  Rates,  Selected 
Countries,  By  Type  Of  Expenditure,  1988  

Long-  Medical 


Ambulatory 

term 

Dental 

aids  and 

Other 

Aggregate* 

Total 

Hospitals' 

physicians 

Drugs' 

care 

services 

appliances 

services 

Austria 

$  9.94 

$  4.58 

$  1.74 

$  0.92 

$  1.25 

$  0.92 

$  0.29 

$  0.24 

Belgium 

10.73 

3.79 

2.27 

1.74 

0.91 

0.37 

0.54 

1.11 

Canada 

38.61 

18.73 

4.1 1 

A  71 

4./J 

A  1A 

4./4 

2.23 

1.51 

2.56 

Denmark 

8.62 

4.31 

0.63 

0.65 

1.65 

0.40 

0.28 

0.60 

France 

79.86 

36.28 

12.70 

13.51 

3.51 

5.11 

3.26 

410 

Germany 

100.35 

34.07 

16.19 

16.53 

7.81 

13.00 

7.30 

5.45 

Ireland 

2.58 

1.27 

0.38 

0.30 

0.32 

0.12 

0.15 

0.05 

Italy4" 

62.32 

26.61 

15.13 

1 1.24 

4.56 

2.81 

1.98 

Japan 

193.32 

63.61 

30.53 

33.90 

10.82 

10.82 

8.93 

24.50 

Luxembourg 

0.58 

0.25 

0.11 

0.09 

0.03 

0.05 

0.03 

0.01 

Netherlands 

1  D  5A 
10. JO 

o.UD 

i.oV 

1  7  1 
1.(1 

3.44 

0.95 

0.91 

1  AI 
1 .01 

Spain 

L  J.JJ 

in  ai 

1  7fi 

5.(0 

1  AO 

1  .07 

1  CO 

1 .37 

1  .Ul 

U.  JO 

Sweden 

16.12 

7.56 

1.66 

1. 09 

2.58 

0.9) 

0.6) 

1.68 

Switzerland 

14.88 

7.29 

2.49 

1. 55 

1.26 

1.30 

0.5) 

0.45 

United  Kingdom 

5  1  A  \ 

L'l.i  i 

iXJj 

A  GO 

A  AM 

1  10 

1  1  X 

I.I  I 

i  mi 

United  Srorcs 

LXj.IL 

\c\\  in 

A  I  (V\ 
*t  I  .TV 

47  V\ 

?n  in 

IV.IV 

Jo.tU 

Per  capita 

Austria 

$1,309 

$  60) 

$229 

$122 

$164 

$121 

$  38 

$  )2 

Belgium 

1.088 

384 

230 

176 

93 

38 

55 

112 

Canada 

1.489 

723 

158 

182 

183 

86 

58 

99 

Denmark 

1.658 

839 

122 

126 

322 

78 

54 

117 

France 

1.412 

650 

in 

242 

70 

91 

58 

73 

Germany 

1.629 

553 

263 

268 

127 

211 

119 

89 

Ireland 

730 

359 

106 

86 

80 

34 

41 

14 

Italy** 

1.087 

464 

264 

196 

79 

49 

35 

Japan 

1.577 

519 

249 

276 

88 

88 

73 

200 

Luxembourg 

1.576 

678 

296 

252 

91 

132 

93 

34 

Netherlands 

1.258 

546 

128 

116 

233 

64 

62 

109 

Spain 

599 

272 

97 

110 

43 

41 

26 

10 

Sweden 

1.906 

893 

196 

129 

305 

110 

74 

198 

Switzerland 

2.248 

1.102 

376 

235 

191 

197 

80 

68 

United  Kingdom 

903 

427 

124 

123 

117 

38 

20 

54 

United  States 

2.006 

868 

419 

170 

193 

119 

82 

156 

Mean 

1.405 

617 

218 

176 

149 

97 

61 

87 

Source:  Berarungsgesellschaft  fur  angewandte  Systcmforschung  (BASYS)  Ltd. 

*  Billions  of  U.S.  dollars.  Components  may  nor  add  to  total  due  to  rounding. 
b  Includes  physician  services  provided  in  hospitals. 

'  Excludes  drugs  prescribed  in  hospitals. 

*  Ambulatory  physician  services  include  dental  services. 


is  not  specific  to  health  care  goods  and  services.  Therefore,  values  for  "per 
capita"  should  be  interpreted  with  more  caution  than  "percent  of  GNP" 
because  "per  capita"  requires  a  currency  conversion  that  "percent  of 
GNP"  does  not.  Per  capita  spending  patterns  are  related  to  but  do  not 
always  parallel  percent-of-GNP  patterns.  For  example,  in  the  countries 
displayed,  Ireland  had  a  low  level  of  total  spending  per  capita  but  a  high 
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Exhibit  3 

Current  Health  Expenditures,  As  Percentage  Of  Gross  National  Product  (GNP), 
Selected  Countries,  By  Type  Of  Expenditure,  1988 


Ambulatory 

Long-ten 

n  Dental 

Medical  aids/  Other 

Nation 

Total 

Hospitals' 

physicians 

Drugs* 

care 

services 

appliances 

services 

A  ust  rin 

O.Vjyo 

J.I  I/O 

\A\70 

V.I  j/o 

1  C\\QL 

n  7S<£ 
V.ijjb 

0.23% 

0.19% 

iiclgium 

7.35 

2.60 

1.55 

1.19 

0.63 

0.25 

0.37 

0.76 

Canada 

8.36 

4.05 

0.89 

1.02 

1.03 

0.48 

0.33 

0.55 

Denmark 

8.35 

4.23 

0.62 

0.63 

1.62 

0.39 

0.27 

0.59 

France 

8.50 

3.91 

1.37 

1.46 

0.42 

0.55 

0.35 

0.44 

Germany 

8.44 

2.86 

1.36 

1.39 

0.66 

1.09 

0.61 

0.46 

Ireland 

9.17 

451 

1.34 

1.08 

1.13 

0.43 

0.52 

0.17 

Italy' 

7.71 

3.29 

1.87 

1.39 

0.56 

0.35 

0.25 

Japan 

6.88 

2.26 

1.09 

1.21 

0.38 

0.38 

0.32 

0.87 

Luxembourg 

6.69 

2.28 

1.26 

1.07 

0.35 

0.56 

0.39 

0.14 

Netherlands 

8.31 

3.61 

0.84 

0.77 

1.54 

0.42 

0.41 

0.72 

Spain 

7.11 

3.23 

1.15 

1.30 

0.51 

0.48 

0.31 

0.12 

Sweden 

9.19 

4.31 

0.94 

0.62 

1.47 

0.53 

0.36 

0.% 

Switzerland 

7.84 

3.84 

1.31 

0.82 

0.66 

0.69 

0.28 

0.24 

United  Kin^don 

t  6.35 

3.01 

0.87 

0.86 

0.83 

0.27 

0.14 

0.38 

United  States 

10. 1« 

4.41 

2.1 3 

0.86 

0.98 

0.61 

0.41 

0.79 

Mean 

8.03 

3.54 

1.25 

1.03 

0.86 

0.53 

0.35 

0.48 

Source:  Bcratunpsgescllschaft  fur  angewandte  Systemforschung  (BASYS)  Ltd. 

*  Includes  physician  services  provided  in  hospitals. 
Hxcludcs  drugs  provided  in  hospitals. 

•  Ambulatory  physician  services  include  dental  services. 


percent-of'GNP  level. 

Percent  of  GNP.  Several  broader  trends  emerge  from  these  figures. 
The  arithmetic  mean  of  total  current  health  expenditures  for  the  sixteen 
countries  was  8.03  percent  of  GNP;  individual  countries  ranged  from  a 
high  of  10. 19  percent  in  the  United  States  to  a  low  of  6.35  percent  in  the 
United  Kingdom  (Exhibit  3).  For  individual  components,  the  mean  for 
hospital  expenditures  was  3.54  percent,  approximately  three  times  the 
mean  for  ambulatory  physician  services.  Some  countries,  such  as  Den* 
mark  and  Sweden,  that  had  high  levels  of  hospital  expenditures  often  had 
low  levels  of  ambulatory  physician  expenditures,  and  vice  versa.  Drug 
expenditures,  which  averaged  1.03  percent  of  GNP,  were  highest  in 
France,  Italy,  and  Germany  and  lowest  in  Sweden  and  Denmark.  How* 
ever,  these  latter  nations'  spending  on  drugs  reflects  their  strong  orienta- 
tion to  hospitals  (the  hospital  component  includes  drugs  prescribed  in 
hospitals). 

Spending  per  capita.  Using  PPPs,  spending  per  capita  averaged  $1,138 
in  1988  (Exhibit  1 ),  with  a  high  of  $2,006  in  the  United  States  to  a  low 
of  $657  in  Spain.  In  these  terms,  the  United  States  stands  out  as  having 
high  total  expenditures  per  capita.  In  terms  of  exchange  rates  (Exhibit 
2),  the  range  of  per  capita  expenditures  among  countries  broadens 
somewhat;  the  average  in  1988  was  $1 ,405,  ranging  from  a  high  of  $2,248 
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in  Switzerland  to  a  low  of  $599  in  Spain.  Hospital  spending  using  PPPs 
averaged  $501  per  person;  using  exchange  rates,  the  average  was  $617. 
Ambulatory  physician  expenditures  were  $  1 79  using  PPPs  and  $2 1 8  using 
exchange  rates. 

Changes  In  Current  Health  Expenditures 

A  useful  supplement  to  point-in-time  comparisons  is  expenditure  rate 
of  growth,  from  the  perspective  of  both  nominal  and  real  increases. 
Concern  about  rising  national  outlays  for  health  care  is  common  to  the 
United  States  and  many  other  countries.  Exhibit  4  compares  growth  rates 
of  other  countries  with  the  U.S.  rate.  The  average  annualized  growth  rate 
of  U.S.  health  care  expenditures  from  1980  to  1988  is  shown  along  with 
the  values  for  fifteen  countries  as  a  percentage  of  the  U.S.  rate.  In  this 
way,  the  relative  positions  of  individual  countries  can  be  demonstrated. 
•  The  purpose  is  to  clearly  show  how  the  recent  U.S.  resource  commitments 
to  the  health  sector  have  changed  over  time,  compared  with  those 
commitments  of  other  countries.  U.S.  growth  rates  in  both  nominal  and 
health  price-adjusted  terms  are  provided  for  all  seven  components. 
Expenditure  growth  rates  are  also  provided  both  for  total  amounts  and 
per  capita,  calculated  from  national  currencies.  The  price  adjustments 
estimate  growth  in  "real"  current  health  care  resources,  which  offers  more 
meaningful  comparison  of  the  different  countries  with  the  United  States. 

Nominal  U.S.  total  expenditures  grew  at  an  average  annualized  rate  of 
10.3  percent  over  1980-1988,  while  real  expenditures  grew  2.13  percent 
per  year  (Exhibit  4).  Growth  rates  were  highly  variable  across  countries. 
Most  countries  had  lower  nominal  growth  rates  over  the  period  than  the 
United  States — Germany,  Japan,  and  the  Netherlands  were  most  note- 
worthy in  this  respect,  at  less  than  60  percent  of  the  U.S.  figure — but 
most  had  real  growth  that  exceeded  the  U.S.  rate.  Canada,  France,  Italy, 
and  Spain  experienced  faster  nominal  growth  than  the  United  States. 
Implicitly,  Exhibit  4  also  shows  that  overall  health  prices  were  higher  in 
the  United  States  than  in  most  other  countries  over  the  period.  In  per 
capita  terms,  nominal  growth  figures  were  generally  lower  in  the  other 
countries — growth  was  lowest  relative  to  the  United  States  in  the  Neth- 
erlands and  highest  in  Italy.  In  real  terms,  four  countries  had  slower 
growth  and  eleven  had  faster  growth.  In  per  capita  terms,  most  countries 
had  real  growth  more  than  double  the  U.S.  rate. 

Comparison  Of  Total  Health  Expenditures  With  OECD  Figures 


For  added  perspective,  Exhibit  5  compares  the  cross-national  aggregate 
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Exhibit  4 

Average  Annual  Growth  Rates  In  Nominal  And  Real  Health  Expenditures,  Selected 
Countries,  As  Percentage  Of  U.S.  Growth,  1980-1988  ■ 

Ambulatory  Long-term 


Total  syitem 

Total 

Hospitals' 

physician 

■ 

Drugs* 

care 

amount 

Nominal 

Real 

Nominal 

Real 

Nominal 

Real 

Nominal 

Real 

Nominal 

Red 

United  States 

10.10% 

2.n% 

8.97% 

0.90% 

13.75% 

5.33% 

9.62% 

1.50% 

10.55% 

2.36% 

Austria 

74% 

114% 

8)% 

253% 

53% 

40% 

70% 

109% 

73% 

109% 

Belgium 

72 

101 

83 

240 

48 

26 

67 

86 

258 

889 

Canada 

107 

185 

116 

370 

84 

84 

148 

461 

95 

127 

1  Vnmark 

78 

47 

83 

45 

56 

13 

88 

89 

86 

80 

Frame 

108 

225 

110 

412 

95 

129 

125 

368 

107 

214 

tiermany 

51 

158 

60 

360 

33 

47 

62 

257 

88 

298 

Ireland 

99 

81 

86 

_* 

93 

76 

151 

379 

176 

192 

Italy 

157 

229 

146 

233 

139 

141 

199 

506 

171 

280 

Japan 

59 

172 

78 

505 

66 

123 

36 

74 

40 

76 

Luxembourg 

87 

155 

102 

387 

56 

41 

103 

278 

86 

143 

Netherlands 

36 

38 

35 

24 

24 

7 

77 

290 

33 

23 

Spain 

114 

70 

146 

2% 

80 

14 

109 

22 

116 

82 

Sweden 

95 

50 

99 

27 

86 

56 

105 

92 

123 

171 

Switzerland 

70 

156 

83 

391 

53 

63 

48 

56 

115 

341 

United  kingdom 

% 

102 

101 

161 

79 

59 

117 

229 

79 

34 

Per  capita 

United  States 

9.22% 

1.13% 

7.91% 

-0.08% 

12.64% 

4.31% 

8.55% 

0.51% 

9.47% 

1.36% 

Austria 

82% 

207% 

94% 

_< 

58% 

48% 

79% 

304% 

82% 

183% 

Belgium 

80 

187 

94 

_i 

52 

31 

76 

245 

288 

1.S38 

(Janada 

120 

26} 

131 

.4 

92 

82 

166 

1.159 

106 

151 

l")cnmark 

88 

86 

94 

61 

15 

99 

256 

95 

137 

Frame 

120 

381 

125 

_i 

103 

145 

138 

992 

113 

336 

Cicrmany 

60 

2% 

68 

.4 

36 

58 

70 

757 

98 

516 

Ireland 

III 

108 

97 

1.200% 

101 

83 

170 

1.014 

140 

296 

Italy' 

175 

412 

165 

_4 

151 

170 

224 

1.448 

191 

470 

lapan 

66 

268 

88 

_4 

72 

137 

41 

96 

44 

87 

Luxembourg 

"7 

270 

116 

.4 

61 

45 

116 

770 

96 

230 

Netlierlands 

41 

25 

40 

358 

26 

87 

750 

37 

2 

Spain 

128 

84 

165 

.4 

87 

5 

123 

_< 

130 

103 

Sweden 

106 

76 

112 

.4 

93 

64 

118 

228 

137 

280 

Switzerland 

78 

242 

94 

.4 

58 

65 

55 

56 

128 

547 

United  Kingdom 

107 

180 

115 

_4 

86 

70 

131 

648 

88 

49 

Source:  Bcratungsgescllschaft  fur  angewandtc  Systemforschung  (BASYS)  Ltd. 

Note:  The  U.S.  value  represents  the  annualized  rate  of  growth  in  current  health  expenditures  from  1980  to  1988.  The  other 

countries'  values  are  expressed  as  a  percentage  of  the  U.S.  rate. 

'  Includes  physician  services  provided  in  hospitals. 

k  Excludes  drugs  provided  in  hospitals. 

'  Ambulatory  physician  services  include  dental  services. 

*  Negative  percent  difference. 


expenditures  for  health  care  in  1988  with  figures  for  total  health  expen- 
ditures used  by  the  OECD  for  the  same  year."  To  show  how  the  estimates 
of  current  health  expenditures  change  the  relative  positions  of  countries 
compared  to  the  OECD  figures,  Exhibit  5  also  ranks  the  countries 
according  to  per  capita  expenditure  values,  from  highest  to  lowest. 

Despite  the  fact  that  the  OECD  has  used  a  broader  concept  of  health 
expenditure  than  we  have  (again,  administration  and  some  other  com- 
ponents are  excluded  from  our  figures),  Exhibit  5  shows  that  our  estimates 


583 


196    HEALTH  AFFAIRS  I  Fall  1991 


Exhibit  5 

Comparison  Of  Expenditures  And  Per  Capita  Rankings,  Total  Health  Expenditures 
(OECD)  And  Current  Health  Expenditures,  Billions  Of  U.S.  Dollars,  1988  


OECD  estimates  Current  health  expenditures 


Nation 

ppp. 

Rank 

ERb 

Rank 

ppp. 

Rank 

ERb 

Rank 

United  States 

CA  i  A  1 

543.43 

1 

543.43 

i 
1 

AC\A  If* 

4V4.ZU 

1 

494.20 

I 

Canada 

41.49 

2 

41.33 

5 

38.76 

2 

38.61 

8 

Sweden 

1 1  72 

1  l.LL 

"i 
j 

16  OR 

i 
j 

1 1  ?4« 

c 

J 

IO.  1 1 

j 

Switzerland 

8.84 

4 

14.34 

2 

9.17' 

4 

14.88' 

1 

Germany 

77.19 

5 

104.76 

4 

73.94 

6 

100.35 

5 

France 

66.02 

6 

80.77 

7 

64.46 

7 

78.86 

9 

Luxembourg 

0.43 

7 

0.48 

10 

0.53' 

3 

0.58' 

7 

Netherlands 

15.88 

8 

18.79 

11 

15.68 

9 

18.56 

11 

Austria 

7.90 

9 

10.55 

8 

7.59 

10 

9.94 

10 

Italy 

56.53 

10 

61.71 

13 

57. 10' 

11 

62.32' 

13 

Japan 

119.86 

11 

191.05 

6 

121.28- 

12 

193.32' 

6 

Belgium 

9.15 

12 

10.85 

12 

9.05 

13 

10.73 

12 

Denmark 

4.53 

13 

6.74 

9 

5.60' 

8 

8.52' 

4 

United  Kingdom 

45.88 

14 

47.89 

14 

48.84' 

14 

51.43' 

14 

Ireland 

2.28 

15 

2.53 

15 

2.33- 

16 

2.58' 

15 

Spain 

22.16 

16 

20.21 

16 

25.61* 

15 

23.35' 

16 

Source:  Beratungsgcscllschaft  fur  angewandtc  Sy$tcmforschung  (DASYS)  Ltd. 

•  Purchasing  power  parity. 
b  Exchange  rates. 

•  Indicates  current  health  expenditure  value  higher  than  the  corresponding  OECD  value. 


of  health  expenditures  are  greater  than  the  OECD's  for  nine  of  the  sixteen 
countries,  in  terms  of  both  PPPs  and  exchange  rates.  Differences  between 
our  figures  and  those  of  the  OECD  were  especially  large  for  Denmark  and 
Spain.  Luxembourg  and  Denmark  consistently  moved  up  in  the  relative 
per  capita  rankings,  while  France,  Germany,  and  Austria  consistently 
moved  down;  the  United  Kingdom  was  unchanged  in  the  rankings. 


Discussion  Of  Cross-National  Comparisons 

In  this  essay,  we  have  taken  steps  toward  standardizing  the  interna- 
tional  data  on  health  expenditures  for  sixteen  countries.  Our  intent  was 
to  resolve  some  problems  of  comparability  in  cross-national  health  ex- 
penditures, in  part  by  taking  out  some  components  that  cannot  as  yet  be 
made  comparable.  By  means  of  a  bottom-up  methodology,  we  have  been 
able  to  break  down  expenditures  into  some  relevant  components.  In 
examining  health  expenditures  for  1988  and  changes  since  1980,  we 
found  that  the  OECD  data  underestimate  health  expenditures  in  most  of 
the  countries.  In  broad  terms,  eight  themes  emerge  from  the  analysis. 

First,  the  United  States  spent  the  most  on  health  care  in  1988  using 
the  percent-of-GNP  measure,  with  Sweden  and  Ireland  within  about  one 
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percentage  point.  The  United  Kingdom  and  Luxembourg  spent  the  least, 
although  the  figures  for  Luxembourg  change  dramatically  if  GDP  is  used 
instead  of  GNP.  Our  data  tend  to  narrow  the  gap  between  the  United 
States  and  the  other  countries,  although  the  consistent  addition  across 
countries  of  a  factor  such  as  administrative  costs,  if  possible,  may  make 
the  gap  larger.  Second,  it  is  clear  from  the  component  breakdowns  that 
health  care  system  structures  vary  considerably.  Sweden,  Denmark,  and 
Ireland,  for  instance,  are  oriented  strongly  toward  hospital  services,  while 
systems  in  Belgium  and  Germany  emphasize  ambulatory  care.  Health 
systems  in  Denmark  and  the  Netherlands  place  strong  emphasis  on 
long-term  care.  France,  Germany,  and  Italy  spend  a  comparatively  large 
amount  on  drugs.  As  a  percentage  of  GNP,  Germany  spends  more  than 
twice  the  average  on  dental  services. 

Third,  and  linked  with  this,  we  found  wide  cross-national  differences 
in  the  components  of  health  expenditures.  For  instance,  the  hospital  and 
ambulatory  physician  expenditure  components  differed  on  the  order  of 
'  nearly  three  to  one,  on  average.  Sweden  and  Denmark  spent  substantially 
more  on  long-term  care  services  than  on  drugs,  while  the  reverse  was  true 
for  Japan  and  France.  Fourth,  some  countries'  health  expenditures  as  a 
percentage  of  GNP  were  middle-of-the-road  for  total  expenditures  and 
across  all  components.  Austria  and  Switzerland  are  good  examples  of  this. 

Fifth,  cross-national  differences  were  greater  for  per  capita  measures 
than  for  percent-of-GNP  measures.  But,  per  capita  measurement  is  prob- 
ably an  inferior  method  of  comparison  because  of  the  need  to  make 
currency  conversions.  Sixth,  growth  rates  of  health  expenditures  varied 
considerably  across  countries  and  among  components.  The  variation  was 
greatest  among  countries'  expenditures  for  long-term  care  and  drugs. 

Seventh,  nominal  expenditure  growth  from  1980  to  1988  was  generally 
more  rapid  for  the  United  States  than  for  other  countries,  while  real 
growth  was  generally  less.  In  Canada,  France,  and  Italy,  both  nominal 
and  real,  aggregate  amount  and  per  capita,  growth  rates  for  total  expen- 
ditures exceeded  those  in  the  United  States.  Growth  rates  in  the  Neth- 
erlands and  Denmark  were  consistently  below  U.S.  growth  rates  for  total 
expenditures  over  the  period.  Austria,  Germany,  Denmark,  Japan,  and 
the  Netherlands  had  nominal  growth  rates  for  the  major  components  that 
were  consistently  lower  than  U.S.  figures.  Finally,  the  differences  in 
expenditure  figures  between  the  OECD  and  our  estimates  show  that  more 
statistical  research  and  the  development  of  a  standardized  international 
classification  system  for  health  care  expenditures  is  necessary. 
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Mr.  Moody.  Fine. 

Mr.  Patricelli.  I  think  the  point  is,  however,  that  all  of  us  in 
the  industrialized  world  are  facing  seemingly  intractable  health 
cost  inflation  problems.  Whether  you  have  multiple  payers  or 
single  payers,  there  is  no  simple  answer  to  it. 

Mr.  Moody.  Do  you  agree  that  administrative  costs,  however,  if  it 
is  done  properly,  could  be  simplified  with  a  single  payer? 

Mr.  Patricelli.  Yes,  I  do  agree  with  that. 

Mr.  Moody.  OK.  That  was  my  main  point,  I  guess. 

Mr.  Patricelli.  I  think,  however,  there  would  be  other  rigidities 
in  a  system  created  by  the  necessary  bureaucracy,  presumably  at 
the  Federal  level,  that  might  end  up  costing  more. 

Finally  on  your  point  with  regard  to  universal  access,  we  support 
that  as  an  objective,  and  we  support  insurance  market  reform 
mechanisms  that  would  add  degrees  of  portability  to  the  current 
system.  But  I  guess  I  would  have  to  say  we  urge  you  to  consider 
staying  within  the  current  mixed  public-private  system  to  find  so- 
lutions. 

Mr.  Gibbons.  Mr.  Woods. 

Mr.  Woods.  I  would  just  respond  to  your  point  on  single  payer, 
and  I  would  use  an  analogy  to  respond.  I  am  more  familiar  with 
private  sector,  obviously,  than  I  am  public  sector. 

I  would  tell  you  that  in  large,  geographically  dispersed  compa- 
nies, the  temptation  to  centralize  systems  is  always  very  great,  be- 
cause it  promises  the  very  things  that  you  implied — cost  savings, 
elimination  of  redundancy,  and  so  forth. 

In  my  experience,  there  is  one  rather  fatal  flaw  to  doing  that, 
and  that  is  that  it  essentially  disenfranchises  the  actual  deliverers 
and  users  of  services  by  making  them  accountable  to  remote  au- 
thority. It  is  very,  very  difficult,  even  with  the  very  best  of  inten- 
tions, for  remote  authority  to  be  truly  responsive  to  local  need.  In 
effect,  it  is  hard  to  sit  in  Cleveland  and  make  good  decisions  for 
Peoria,  although  we  are  forced  to  do  that  to  some  extent. 

So  I  find  that  by  virtue  of  that,  you  set  up  systems  which  tend  to 
promulgate  gaming  of  the  centralized  administration,  which  more 
than  offsets  the  gains  you  get  in  elimination  of  redundancy. 

Mr.  Moody.  Right.  I  understand  the  Canadian  doctors  have  less 
interference  in  their  day-to-day  decisions  than  our  doctors,  even 
though  they  are  a  single-payer  system,  because  our  doctors  have  so 
many  clearances  and  they  have  to  make  phone  calls  to  some  other 
remote  person  in  some  other  town,  often  a  nurse,  to  get  approval 
for  something. 

The  Canadian  doctors  say,  thank  God  we  don't  have  to  do  that. 
Even  though  they  have  that  one  thing  you  say  might  cause  more  of 
that,  they  actually  have  less  of  it. 

Mr.  Woods.  That  is  really  a  kind  of  a  separate  issue,  and  I  agree 
with  you  on  that  if  you  are  talking  about  just  the  kinds  of  cost-con- 
tainment hurdles  and  auditing  and  intervening  that  we  do  through 
our  insurance  programs  and  so  forth  and  second  guessing  the  phy- 
sicians. I  would  agree  with  you  that  that  is  largely  counterproduc- 
tive, and  will  not  in  itself  help  save  money. 

Mr.  Moody.  My  only  point,  I  will  quit  because  my  red  light  is  on, 
is  that  fear  that  you  enunciate,  which  I  think  is  very  reasonable, 
seems  to  have  been  met  in  the  Canadian  system  because  although 
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they  have  the  single  payer  and  the  universal  access,  they  don't 
have  that  kind  of  micromanagement  over  their  shoulder  that  we 
actually  have  here. 

But  any  information  you  can  follow  up  with,  I  would  appreciate. 
Thank  you. 

Mr.  Woods.  Thank  you. 

Mr.  Gibbons.  Mrs.  Johnson,  and  then  Mr.  McDermott. 
Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

In  our  discussions  over  the  weekend,  there  was  a  lot  of  interest 
in  the  issue  of  managed  care  and  the  degree  to  which  it  will  deny 
access  and  the  degree  to  which  it  can  really  reduce  the  cost  spiral. 
There  is  really  not  enough. 

I  wonder,  as  a  professional  in  the  area,  Mr.  Patricelli,  how  would 
you  address  those  two  issues?  How  powerful  a  cost  containment 
weapon  is  it,  and  if  it  is  really  powerful,  isn't  it  going  to  deny 
access? 

Mr.  Patricelli.  Well,  let  me  separate  in  response  to  that  man- 
aged care  into  a  couple  of  different  techniques.  The  typical  net- 
work-based managed  care  programs  do  incent  access  to  something 
less  than  100  percent  of  the  providers  in  an  area. 

To  that  extent,  they  don't  actually  deny,  but  they  give  an  em- 
ployee an  economic  incentive  to  go  to  something  less  than  the  total 
number  of  providers  in  an  area.  I  don't  think  that  is  a  significant 
sacrifice. 

There  is  increasing  evidence  from  the  really  effective  managed 
care  plans  around  the  country  that  these  plans  are  making  a  sig- 
nificant difference.  Companies  like  Allied  Signal  and  General  Elec- 
tric have  halved  their  rate  of  cost  inflation  down  to  something  on 
the  order  of  10  percent,  compared  to  the  21  percent  that  indemnity 
plans  are  experiencing  nationwide.  I  don't  think  there  is  a  signifi- 
cant denial  of  access. 

The  other  type  of  managed  care  I  would  refer  is  the  kind  of  clini- 
cal-guideline based  program  which,  in  fact,  enhances  quality  by 
trying  to  eliminate  medically  inappropriate  procedures.  That  is 
something  that  Mr.  Wood  was  talking  about. 

That  is  a  new  technique,  but  I  think  it  has  very  significant  prom- 
ise, and  all  of  us  need  time  to  bring  these  techniques  to  fruition 
rather  than  having,  frankly,  the  system  ossify  and  what  I  think 
would  be  the  case  with  a  national  all-payer  system  with  budget 
caps. 

Mrs.  Johnson.  Thank  you.  Do  you  care  to  comment  on  that,  Mr. 
Woods? 

Mr.  Woods.  Well,  only  that  I  would  agree.  I  am  not  sure  how 
managed  care  reduces  access.  It  reduces  choice  to  some  extent,  or 
at  least  incents  choice,  and  to  that  extent  as  Mr.  Patricelli  said  

Mrs.  Johnson.  Perhaps  there  are  two  different  aspects  of  that 
issue.  Yes,  in  the  choice  of  participants  in  the  network,  and  behind 
your  statement,  Mr.  Patricelli,  was  the  assumption  that  some  pro- 
viders actually  are  better  than  other  providers. 

That,  I  think,  goes  to  Mr.  Woods'  statement  of  to  whom  are  you 
accountable.  If  you  are  accountable  to  Washington,  it  is  very  hard 
for  Washington  to  make  those  distinctions.  If  you  are  accountable 
at  a  local  level,  that  is  a  greater  reality. 


588 


But  the  other  issue  is,  once  you  have  chosen  and  are  within  the 
network  and  the  guidelines  say  you  shouldn't  have  this,  maybe  you 
think  you  really  should  have  that,  and  it  is  that  level  of  access  con- 
cern that  I  think  haunts  Members. 

Mr.  Woods.  Well,  it  depends  on  how  you  carry  out  the  process.  If 
you  carry  out  the  process  in  a  voluntary  way,  I  believe,  and  in  such 
a  way  as  to  actually  scientifically  and  clinically  determine  what 
works  best  for  patients  in  terms  of  health  outcomes,  than  that  pre- 
sumably is  information,  number  one,  that  is  of  great  interest  to  pa- 
tients. It  certainly  would  be  to  me  or  to  my  family. 

If  that  is  the  way  you  go  about  it,  so  you  can  actually  incent  em- 
ployees and  dependents  to  use  those  providers  of  proven  superior 
clinical  quality,  then  in  fact  you  are  directing  people  to  better  care, 
and  you  are  not  reducing  access  at  all.  You  are  just  reducing  an 
unnecessary  and  ineffective  practice. 

Mr.  Patricelli.  I  think,  Mrs.  Johnson,  the  hard  nub  of  your 
question  is  around  what  happens  when  there  is  a  denial  within  the 
managed  care  setting.  I  think  the  denials  are  typically  limited  to 
things  deemed  medically  inappropriate,  and  I  think  the  newer 
kinds  of  point-of-service  plans,  even  those  give  people  the  opportu- 
nity if  they  are  willing  to  pay  more  to  access  what  might  be 
deemed  to  be  medically  inappropriate  services. 

So  I  think  personally  people  should  pay  more  if  they  disagree 
with  the  judgment  of  an  organized  plan  about  what  is  medically 
necessary. 

Mrs.  Johnson.  Thank  you.  I  see  the  red  light  has  gone  on.  But 
very  briefly,  Mr.  Woods,  if  you  could  just  tell  me  whether  employ- 
ers of  all  sizes  have  access  through  COSE?  Do  the  self-employed 
have  access  to  insurance  through  COSE?  How  much  has  COSE  cut 
the  costs  of  insurance  for  small  business? 

Mr.  Woods.  Chuck,  do  you  want  to  respond  to  that? 

Mr.  Weller.  COSE  is  available  to  employers  of  up  to  100  employ- 
ees, including  the  self-employed,  to  answer  your  first  question. 

The  second  question  about  costs,  COSE  has  data,  I  don't  have  it 
with  me  now,  but  the  overall  trend  in  health  care  insurance  infla- 
tion for  COSE  is  substantially  below,  including  my  law  firm's,  rate 
of  inflation.  It  has  been  very  successful  over  a  number  of  years  at  a 
rate  of  inflation  substantially  below  what  is  otherwise  available  in 
the  health  insurance  market. 

Mrs.  Johnson.  If  you  could  get  that  to  us,  I  would  appreciate  it. 

Mr.  Weller.  Sure. 

Mrs.  Johnson.  Thank  you. 

[The  following  was  subsequently  received:] 
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Mr.  Gibbons.  Mr.  McDermott,  then  Mr.  Russo,  then  Mr.  Grandy. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

I  have  a  question  that  requires  only  a  yes  or  no,  and  then  I  have 
a  little  longer  question.  Both  of  you  called  for  Federal  preemption 
of  State  mandates.  If  that  were  to  occur,  and  we  did  that,  do  you 
think  there  is  a  place  for  a  federally  defined  set  of  benefits  includ- 
ed in  the  package;  yes  or  no? 

Mr.  Patricelli.  No. 

Mr.  Woods.  No. 

Mr.  McDermott.  Thank  you.  I  am  not  surprised,  but  then  we  go 
on  to  the  question,  suppose  Congress  enacted  all  the  things  that 
you  are  looking  for,  an  expanded  public  program,  full  deductibility 
for  small  business  health  insurance  costs,  preemption  of  State  man- 
dates and  restrictions,  outcome  research,  and  practice  guidelines — 
everything  that  you  can  think  of  to  do. 

Would  you  think  it  would  then  be  reasonable  for  Congress  to  re- 
quire employers  to  pay  at  least  some  part  of  the  coverage?  Is  that 
option  at  least  minimally  acceptable,  or  is  it  ideologically  unaccept- 
able? And  if  your  answer  is  no  to  that,  tell  me  what  taxes  that  you 
would  raise  to  pay  for  Medicaid  expansion  or  for  whatever  other 
way  you  are  going  to  cover  the  parts  of  your  program  to  get  univer- 
sal access. 

Mr.  Patricelli.  I  will  start  on  that,  Mr.  McDermott.  I  believe 
that  the  Congress  and  the  administration  together  should  embark 
on  a  program  of  aggressive  incrementalism  along  these  incentives 
and  competition  lines  that  I  spoke  to  and  that  you  have  just  de- 
scribed, and  that  if  that  doesn't  work  over  4  to  5  years,  as  I  sug- 
gest, we  may  then  have  to  do  some  more  draconian  things. 

I  am  not  prepared  at  this  time,  however,  to  say  that  is  going  to 
fail  and  that  we  should  mandate  some  level  of  employer  contribu- 
tion to  mandated  insurance  plans  now. 

Mr.  McDermott.  Are  you  saying  then  that  for  4  or  5  years,  you 
are  willing  to  continue  to  have  an  inflation  rate  in  health  care 
costs  double  the  ordinary  inflation  rate  in  the  country  and  sort  of 
hope  this  will  work?  That  is  really  what  you  are  saying? 

Mr.  Patricelli.  Mr.  McDermott,  I  think  employers  are  voting 
with  their  feet  on  that.  They  are  the  ones  who  are  largely  paying 
the  bill,  and  they  don't  want  to  go  to  mandates  and  all-payer  sys- 
tems and  caps.  They  want  to  keep  trying  things  like  we  see  in 
Cleveland,  and  the  managed  care  initiatives  at  the  local  level. 

Remember,  we  are  paying  these  bills.  We  are  not  prepared  to 
throw  in  the  towel  and  go  to  a  Federal  regulatory  system.  Let  us 
give  some  of  these  new  techniques  some  more  time  to  work  and  to 
produce  their  benefits,  which  we  think  they  will  do. 

Mr.  McDermott.  And  the  tax  that  you  would  vote  for  to  increase 
Medicaid  payments? 

Mr.  Patricelli.  That  has  to  be  confronted,  and  that  is  a  fair 
question.  The  Chamber  last  year  supported  the  children's  Medicaid 
coalition  that  led  to  some  expansions  of  Medicaid  funding,  and 
within  the  committee  level,  we  have  just  voted  to  reexamine  our 
position  on  the  exclusion  from  employee  income  of  employer  premi- 
um contributions. 

We  don't  have  a  policy  on  that  yet,  but  I  think  that  whole  area 
of  tax  caps  is  one  that  is  going  to  take  a  closer  look. 
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Mr.  McDermott.  Mr.  Woods. 

Mr.  Woods.  Mr.  McDermott,  I  would  say  that  right  now,  and  for 
the  last  20  years,  the  portion  of  employees'  compensation  which  is 
going  for  health  benefits — and  the  employers'  though  cost  shifting, 
including  the  costs  of  the  medically  indigent — has  been  increasing 
steadily.  So  in  effect,  both  employee  and  employer  are  now  paying 
in  a  very  direct  way  for  some  of  that. 

I  would  say  that,  in  terms  of  the  key  part  of  your  question  as  I 
understand  it,  which  is  having  done  all  these  things,  and  assuming 
that  they  are  working,  how  do  we  finally  provide  some  form  of 
access  to  the  needy  and  to  those  who  lack  it,  or  coverage  really. 

I  would  simply  say  that  through  the  public  purchasing  of  health 
care  along  the  reformed  market  lines,  where  we  are  getting  10  to 
20  percent  achievable  productivity  gain,  the  cost  onus  on  the  Gov- 
ernment would  go  down  considerably  if  we  could  just  eliminate 
waste  and  inefficiency  by  getting  the  proper  incentives  working  on 
the  system. 

We  would  reduce  the  overall  health  care  bills  simply  by  Medicaid 
and  Medicare  buying  through  the  reformed  mainstream,  once  the 
right  providers  are  identified.  I  believe  we  ought  to  let  that  work,  if 
it  will  work.  I  don't  know  that  it  will  take  5  years,  but  it  will  take 
more  than  one. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Mr.  Gibbons.  Mr.  Russo. 

Mr.  Russo.  Yes,  Mr.  Chairman,  thank  you. 

I  have  some  of  those  figures  that  you  all  were  talking  about.  And 
you  know  figures  can  tell  any  story  you  want  them  to  tell.  I  found 
that  out  being  on  the  Budget  Committee.  They  were  telling  every- 
body everything  was  wonderful,  and  it  really  wasn't  wonderful. 

So,  let  me  just  go  over  figures  so  the  record  at  least  is  straight. 
When  you  deal  with  percentage  of  GNP,  it  is  obvious  when  your 
GNP  does  not  grow  as  fast  as  another  country's  GNP,  your  services 
as  a  percentage  of  that  would  be  higher.  That  is  the  big  argument. 

But  basically,  as  I  understand  it,  GNP  is  all  the  goods  and  serv- 
ices within  our  economy,  and  it  is  as  good  a  measurement  as  we 
have  been  able  to  get  over  the  years,  so  that  is  one  reason  why  we 
use  it.  But  when  you  look  at  the  relative  nominal  growth  per 
capita,  which  is  what  you  are  talking  about,  which  I  deem  the  nu- 
merator, which  is  above  the  line,  there  is  no  question  that  the 
United  States  is  about  in  the  middle. 

When  you  look  at  1970  dollars,  the  United  Kingdom  is  12.8  per- 
cent higher,  France  is  11.7  percent  higher,  Canada  is  8.9  percent, 
the  United  States  is  8.1  percent  higher.  So  when  you  just  take  the 
numerator,  it  looks  good  for  the  United  States. 

Then  you  take  what  I  call  the  real  statistic,  which  is  the  per 
capita  health  spending  world  wide.  This  has  all  been  adjusted  for 
currency  and  valuations  and  devaluations.  In  per  capita  expendi- 
ture, the  United  States  currently  for  1989 — I  suspect  it  is  much 
higher  now  for  1990 — is  $2,354  per  capita.  Canada  is  $1,683  per 
capita,  and  then  it  goes  on  down.  So  the  United  States  is  40  percent 
higher  than  Canada,  71  percent  higher  than  Switzerland,  91  per- 
cent higher  than  Germany,  per  capita. 

From  what  I  understand  from  what  Dick  Darman  told  us,  this 
percentage,  the  percentage  of  GNP,  is  going  to  be  up  around  17 
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percent.  It  is  going  to  be  even  higher  if  we  don't  do  something 
about  it. 

But  yet,  most  of  these  other  nations  that  I  have  mentioned — all 
the  other  nations — have  a  universal  health  care  program,  and  they 
are  doing  it  per  capita  cheaper  than  we  are. 

So  I  don't  quite  understand  why  the  business  community  would 
rather  set  up  more  regulation  and  more  competition,  all  of  which 
hasn't  worked  already  in  society,  as  your  alternative  to  the 
changes  that  are  going  on.  So  could  you  explain  that  to  me?  What 
happens  here  is  that  we  are  spending  basically  $150  billion  more  a 
year  as  a  society,  probably  more  now  that  the  latest  figures  are 
12.2,  than  the  Canadians  are. 

This  means  that  we  can't  spend  as  much  money  as  we  want  on 
infrastructure,  education,  cash  wages,  all  the  other  things  that  if 
we  didn't  have  this  $150  billion  going  to  health  care,  we  would 
have  it  doing  other  things  for  us,  decisions  that  you  would  be 
making  in  terms  of  where  you  want  to  put  your  money  in  business 
rather  than  in  health  care. 

So,  I  don't  quite  understand  why  you  wouldn't  want  to  try  to 
move  toward  a  system  that  could  guarantee  you  that  with  less  reg- 
ulation— I  know  you  guys  are  hung  up  on  regulation,  which  I  am 
too,  but  this  would  be  with  less  paperwork,  less  regulation,  the 
automatic  buzz  words  of  the  Chamber  and  the  National  Association 
of  Manufacturers.  Why  you  want  to  create  more  is  beyond  me,  but 
you  can  answer  that  for  me. 

Mr.  Woods.  Well,  I  think  what  we  are  proposing  certainly  would 
not  be  to  produce  more  regulation.  I  think  the  fallacy  is,  frankly,  in 
your  assumption  that  we  could  move  to  the  Canadian  system  and 
replicate  their  costs. 

Mr.  Russo.  No,  I  don't  want  to  move  to  the  Canadian  system.  I 
want  to  clear  that  up  with  people.  It  is  an  American  system. 

Mr.  Woods.  All  right,  whatever.  To  move  to  a  system  like  that, 
perhaps,  or  some  globally  budgeted  system.  I  am  not  familiar  with 
your  legislation,  but  the  fallacy  would  be  to  assume  that  could 
begin  to  produce  the  kind  of  per  capita  expenditures  which  are 
being  produced  up  there. 

I  don't  argue  with  your  figures  or  with  the  fact  that  we  are  sig- 
nificantly overspending  on  health  care.  You  are  absolutely  right  on 
that.  I  think  the  way  out  of  that,  quite  frankly,  rather  than 
through  some  regulatory  system,  is  to  go  to  the  right  incentives 
acting  upon  the  providers  of  health  care. 

You  mentioned  that  we  have  tried  competition,  and  I  would  

Mr.  Russo.  We  have  tried  prospective  payment,  we  have  tried 
the  1,500  different  insurance  plans,  we  have  tried  HMOs,  we  have 
tried  managed  care,  and  the  private  sector  has  had  its  hands  on 
this  for  years. 

Mr.  Woods.  We  have  not  tried  in  any  meaningful  sense  of  the 
term  quality-based  competition  in  health  care.  We  have  tried  com- 
petition between  the  marketing  budgets  of  hospitals  and  that  kind 
of  thing,  and  between  insurance  plans,  perhaps  that  is  true. 

But  we  have  not  tried  truly  quality-based  managed  competition 
in  health  care,  which,  if  we  believe  in  continuous  quality  improve- 
ment and  all  that  it  has  produced  for  the  companies  and  the  coun- 
tries that  have  tried  it,  should  be  able  to  yield  immense  results. 


593 


Mr.  Patricelli.  The  only  thing  I  would  add  to  that,  Mr.  Russo,  is 
let  us  try  these  techniques  in  Medicare  as  well.  One  thing  that  is 
particularly  difficult  for  the  private  sector  is  to  keep  sustaining  the 
cost  shift  from  the  Federal  

Mr.  Russo.  Well,  single  payer  eliminates  cost  shifting.  There  is 
no  cost  shifting  in  a  single-payer  system. 

Mr.  Patricelli.  Well,  let  us  first,  before  we  jump  to  that  kind  of 
a  bureaucratic  and  regulatory  solution,  let  us  both  the  public  and 
private  sectors  

Mr.  Russo.  I  am  not  going  to  let  you  get  away  with  that  one. 
[Laughter.] 

I  mean,  it  is  not  a  bureaucratic  regulatory  mix.  That  is  your 
characterization  of  it.  I  wouldn't  view  it  that  way.  I  would  say  it  is 
less  regulatory,  less  bureaucratic.  You  don't  have  all  these  differ- 
ent forms  and  1,500  different  eligibility  requirements.  It  is  very 
simple,  and  I  am  impressed  with  the  simplicity  of  which  the  busi- 
ness community  wants  to  deal  with  it.  And  I  am  just  trying  to  offer 
you  that  simple  solution. 

Mr.  Patricelli.  Well,  I  live  in  a  State  with  an  all-payer  system, 
and  I  guess  we  don't  think  it  is  too  simple  there. 

Mr.  Russo.  It  is  not  a  single-payer,  it  is  all-payer.  It  is  a  little  bit 
different. 

Mr.  Patricelli.  Yes,  I  know,  but  my  point,  if  I  will  just  complete 
it,  is  that  I  think  managed  care  does  deserve  a  thorough  test  by 
both  the  public  and  private  sectors,  and  the  difficulty  up  to  now 
has  been  that  whereas  in  the  private  sector  we  have  30  to  40  per- 
cent of  people  in  network-based  solutions,  and  employers  have 
chosen  that  as  their  weapon  of  choice,  in  the  public  sector,  it  is  ad- 
ministered prices.  There  are  only  3  to  4  percent  of  Medicare  benefi- 
ciaries in  these  programs. 

We  have  to  get  together.  We  have  to  get  our  strategies  pulling 
together  for  a  while.  If  5  years  from  now,  things  really  haven't 
worked,  I  think  we  are  going  to  have  to  look  at  it. 

Mr.  Russo.  Churchill  was  right.  He  said  Americans  do  it  the 
right  way,  it  just  takes  them  a  long  time  to  get  to  it.  Thank  you. 

Mr.  Moody.  Would  the  gentleman  yield  for  one  second  before  we 
close  out  this  panel?  To  get  back  to  the  gentleman's  point,  isn't  it 
true,  to  elaborate  on  what  I  said  before  about  the  Canadian  doc- 
tors, that  even  though  they  have  a  single-payer  system,  they  feel 
that  there  is  less  regulation  in  their  day-to-day  decisionmaking 
than  the  American  system  does. 

I  mean,  you  say  overregulated,  bureaucratic,  but  the  Canadian 
physicians,  as  I  understand,  wouldn't  want  to  practice  in  the  Amer- 
ican system  because  everybody  is  second  guessing  them. 

So,  are  you  sure  that  a  single-payer  system  is  going  to  be  more 
bureaucratic  and  more  regulated  than  not  exactly  the  Canadian, 
but  something  of  that  variety? 

Mr.  Woods.  Mr.  Moody,  I  agree  that  we  need  to  move  away  from 
the  kind  of  over-the-shoulder  aspect  of  our  current  health  care  de- 
livery and  financing  that  we  have.  I  absolutely  agree  with  that.  I 
think  it  is  counterproductive.  I  don't  think  it  produces  better  care 
or  significant  cost  savings. 

I  think  we  have  to  find  out  what  works,  and  then  reward  people 
for  doing  it,  to  put  it  as  simply  as  I  know  how  in  terms  of  clinical 
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practice  and  service  quality,  but  I  would  have  to  say  that  the  opin- 
ion of  Canadian  physicians  about  the  Canadian  system  is  not  as 
monolithic  as  you  kind  of  implied  it  is. 
Mr.  Moody.  That  is  true. 

Mr.  Woods.  And  there  is  significant  dissatisfaction  with  the 
system  within  the  Canadian  physician  community. 

Mr.  Moody.  Canadian  physicians  make  less  than  American  phy- 
sicians, and  it  may  be  one  cause  of  their  

Mr.  Woods.  That  might  have  a  little  to  do  with  it. 

Mr.  Moody.  All  right,  thank  you. 

Mr.  Gibbons.  Mr.  Grandy. 

Mr.  Grandy.  Gentlemen,  I  agree  with  most  of  what  you  are  put- 
ting forward  here.  I  particularly  agree,  Mr.  Patricelli,  with  your 
testimony  where  you  are  talking  about  eliminating  State  mandates 
and  overriding  State  barriers  to  managed  care. 

I  am  a  supporter  of  all  of  that,  and  would  even  go  further  to 
allow  tax  incentives  to  encourage  the  proliferation  of  the  multiem- 
ployer welfare  arrangements  that  would  allow  small  enterprises  to 
not  only  band  together  to  access  low-cost  health  care,  but  also  to 
perhaps  even  receive  some  tax  advantages  for  doing  so. 

I  would  have  to  say  that  the  legislation  that  I  have  introduced  on 
this  matter  is  probably  a  first  cousin  to  Mrs.  Johnson's  and  Mr. 
Chandler's  legislation. 

There  is  one  unifying  theme  across  this  panel.  Although  we  do 
not  agree  on  much  else  in  terms  of  the  health  care  strategy,  almost 
everybody  on  this  panel  will  tell  you  that  there  should  at  some 
point  be  a  federally  defined  basic  health  benefit  package  which  ev- 
erybody would  probably  be  obligated  to  have. 

Now,  that  does  not  say  that  the  employers  would  be  obligated  to 
pay  for  it.  They  might  be  obligated  to  provide  it.  We  have  pretty 
much  agreed  that  just  about  everybody  that  we  are  trying  to  access 
is  entitled  to  some  kind  of  unit  of  health  care.  I  can't  begin  to  tell 
you  what  that  would  be,  but  it  would  clearly  have  physician  and 
hospital  services,  and  probably  a  catastrophic  component. 

Today,  you  both  said  that  you  don't  agree  with  that,  and  I  want 
to  probe  you  on  that  a  little  bit.  If  you  want  to  eliminate  State  ben- 
efit mandates,  I  assume  you  want  to  do  that  because  they  are  too 
costly.  There  are  800  of  them  in  the  United  States,  and  they  are 
growing  all  the  time.  I  assume  you  want  to  get  rid  of  barriers  to 
managed  care  because  they  get  in  the  way  of  offering  stripped 
down,  cost-effective  health  care. 

My  only  argument  to  you  folks  is,  if  we  cannot  agree  that  every- 
body ought  to  have  some  kind  of  basic  health  package,  it  is  going  to 
be  very  difficult  to  get  a  waiver  for  a  lot  of  these  provisions  which 
drive  up  the  cost.  We  want  to  drive  down  the  cost,  but  we  also 
want  a  certain  amount  of  accountability. 

So  I  would  like  you  to  just  answer  a  little  more  in  depth  Dr. 
McDermott's  question  as  to  why  it  is  a  bad  idea  for  the  Federal 
Government,  not  necessarily  Congress,  but  some  entity  based  in 
and  around  Washington,  a  commission  or  otherwise,  to  at  some 
point  move  to  a  common  understanding  of  health  care  in  the 
United  States,  whether  it  is  via  Mr.  Russo's  plan,  Mrs.  Johnson's 
plan,  my  plan,  or  some  hybrid  in  between. 

Mr.  Patricelli,  do  you  want  to  go  ahead  first? 
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Mr.  Patricelli.  I  am  happy  to  take  that  on,  Mr.  Grandy.  We 
debate  that  very  issue  at  least  once  a  year  in  the  Chamber  commit- 
tees. 

I  would  say  that  there  are  two  principal  reasons  for  the  sus- 
tained view  that  we  should  avoid  a  federally  defined  minimum. 
One  is  practical  and  political,  if  you  will.  I  don't  think  it  is  possible 
for  the  Congress  to  come  up  with  a  benefit  package  definition,  and 
including  probably  something  about  the  required  level  of  employer 
contribution  

Mr.  Grandy.  Excuse  me,  I  did  not  say  the  Congress.  I  said  some 
combination  thereof,  and  I  did  not  talk  about  what  the  employer 
should  provide.  I  am  talking  about  the  package.  Forget  who  pays  or 
how  much. 

Mr.  Patricelli.  All  right,  let  us  leave  it  to  the  package.  I  think  it 
would  be  very  difficult  for  inside-the-beltway  groups  of  any  kind  to 
come  up  with  a  package  that  is  going  to  provide  the  stripped-down 
coverage  that  is  going  to  be  necessary  to  permit  some  small  em- 
ployers to  buy. 

We  are  seeing  moves  in  some  States  now,  Illinois  is  an  example, 
where  they  have  cut  through,  at  the  State  level  they  have  cut 
through  all  of  the  minimum  benefit  requirements  and  have  not  put 
in  any  minimum  package  in  return,  and  that  is  going  to  make  it 
possible  for  carriers  to  come  forward  with  packages  that  might  be 
purchasable  by  marginally  profitable  and  low-wage  dominated  em- 
ployers. So,  we  worry  about  that. 

Second,  as  a  matter  of  philosophy,  why  is  it  that,  particularly 
small  business  that  would  benefit  from  this  kind  of  preemption  of 
State  mandates  should  face  a  Federal  minimum  level  when  under 
ERISA  plans,  larger  businesses  that  are  self-insured,  the  Congress 
has  not  chosen  to  put  in  place  a  Federal  minimum  as  an  alterna- 
tive to  that  preemption. 

Mr.  Grandy.  Well,  all  right,  but  I  would  just  say  that  if  you  ad- 
vocate practice  guidelines,  which  you  do,  and  outcomes  research, 
which  I  am  sure  you  do,  the  idea  is  to  at  least  refine  consumer  edu- 
cation to  a  point  where  there  is  a  common  denominator  of  under- 
standing. 

I  am  asking,  what  is  the  problem  with  trying  to  get  to  a  standard 
in  health  care  that  you  can  possibly  even  codify.  I  guess  the  exam- 
ple I  would  use  right  now  is  we  are  currently  having  that  battle 
with  education. 

The  President  will  be  obviously  opposed  on  this,  but  many  people 
will  support  him.  Whether  or  not  they  will  go  for  the  whole  pack- 
age, is  to  get  down  to  a  level  of  quality  education  that  we  can  all 
support. 

I  would  submit  to  you  that  all  of  the  things  that  you  are  advocat- 
ing here  are  moving  in  that  direction.  With  regard  just  to  the 
ERISA  plans,  I  think  that  if  you  go  back  and  look  at  those  self-in- 
sured plans,  they  would  probably  contain  the  elements  that  we 
have  talked  about.  I  mean,  they  would  probably  contain  some  cata- 
strophic component,  some  hospitalization  and  some  physicians  serv- 
ices. 

So  my  message  to  you  gentlemen  is  that  I  think  you  are  arguing 
against  yourself  by  coming  out  against  that.  I  am  not  sure  the  mar- 
ketplace will  ultimately  be  the  determiner  of  that. 
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Mr.  Woods,  would  you  just  like  to  say  something  before  we  end 
this  particular  part  of  the  hearing? 

Mr.  Woods.  Well,  only  that  I  have  a  great  deal  of  faith  in  the 
marketplace's  ability  to  produce  the  highest  minimum  level  of  ben- 
efits for  all  participants  if  it  is  given  the  true  opportunity  to  work. 
And  the  kinds  of  preemptions  that  we  are  asking  for  would  enable 
that  process  to  work  within  health  care  markets,  which  are  local 
markets,  after  all.  That  is  where  health  care  is  obtained. 

A  person  would  have  to  be  a  fool  not  to  agree  that  we  need,  as  a 
country  and  as  a  city  and  as  States,  to  find  a  way  to  make  sure 
that  people  have  coverage,  have  access  to  health  care  delivered  in 
responsible  patterns. 

The  question  is  how  to  best  do  that,  and  I  would  prefer,  I  guess, 
to  leave  that  to  not  only  the  competition  on  a  quality  basis  between 
health  care  providers,  but  also  to  the  competition  in  the  normal 
run  of  the  marketplace  of  employer-employee  relations,  to  sort  that 
out.  I  believe  that  can  happen,  and  the  question  is  will  it  or  won't 
it,  I  suppose. 

Mr.  Grandy.  Well,  in  conclusion,  I  would  say  I  support  your 
faith  in  market  forces,  but  I  would  go  back  to  something  Dr. 
McDermott  said  about  timing.  If  we  waited  too  long  for  the  market 
to  resolve  what  that  basic  health  care  unit  would  be,  we  might  be 
driving  up  the  inflation  spiral  to  such  a  point  that  by  the  time  we 
are  ready  to  embrace  that,  we  might  be  obligated  to  go  to  a  more 
comprehensive  Government-run  kind  of  system. 

Thank  you,  Mr.  Chairman. 

Mr.  Gibbons.  Thank  you.  I  thank  the  panel  very  much. 

Our  next  panel  that  I  am  pleased  to  welcome  are  John  Motley, 
the  vice  president  of  the  National  Federation  of  Independent  Busi- 
ness, John  Church,  chairman  of  the  board  of  the  National  Associa- 
tion of  Wholesaler-Distributors,  Phillip  Chisholm  of  the  Small  Busi- 
ness Legislative  Counsel,  and  Susan  Hager,  the  vice  president  of 
National  Small  Business  United. 

Mr.  Motley,  your  written  statement  will  be  included  in  the 
record,  and  I  would  please  ask  you  to  summarize  your  testimony. 
We  will  go  on  down  then  as  I  call  your  names. 

Mr.  Motley. 

STATEMENT  OF  JOHN  J.  MOTLEY  III,  VICE  PRESIDENT,  FEDERAL 
GOVERNMENT  RELATIONS,  NATIONAL  FEDERATION  OF  INDE- 
PENDENT BUSINESS 

Mr.  Motley.  Thank  you  very  much,  Mr.  Chairman.  I  would  also 
like  to  share  with  the  committee  a  study  done  by  NFIB  in  1990,  the 
NFIB  Foundation,  called  Small  Business  in  Health  Care. 

Mr.  Gibbons.  Certainly.  Without  objection,  we  will  include  it  in 
the  record. 

[The  study  has  been  retained  in  the  committee  files.] 
Mr.  Motley.  I  believe  that  the  reason  that  this  panel  is  here 
before  the  committee  is  that  it  is  very  obvious  to  committee  mem- 
bers that  small  firms  across  the  United  States  are  having  a  very, 
very  difficult  time  providing  health  insurance  for  their  employees. 

I  am  sure  the  committee  has  not  only  heard  from  smaller  busi- 
ness owners,  but  also  from  some  of  America's  premier  corporations. 
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One  of  the  things  that  you  should  remember  is  that  when  big  busi- 
ness catches  a  cold  in  this  particular  area,  small  business  gets  ter- 
minal pneumonia.  We  are  really  having  problems  out  there. 

Probably  one  of  the  other  reasons  is  that  approximately  50  per- 
cent of  the  uninsured  are  connected  with  the  work  force  in  some 
way,  and  most  of  those  work  for  smaller  firms.  Also,  there  is  a  very 
large  number  of  self-employed  workers,  self-employed  business 
owners  in  the  United  States  who  do  not  have  health  insurance. 

It  is  very  obvious  that  the  smaller  the  firm,  the  less  mature  the 
firm,  the  less  stable  the  firm,  the  greater  the  problem  that  firm  is 
going  to  have  in  purchasing  health  insurance  in  today's  market- 
place. 

The  problem  for  these  firms  is  cost.  It  is  very  simple.  Medical  in- 
flation and  rising  health  insurance  costs  have  priced  insurance 
beyond  the  ability  of  many  small  employers  to  provide  it  for  their 
employees.  Rising  costs  are  not  a  new  problem.  In  fact,  NFIBs  sur- 
veys of  its  membership  have  indicated  that  it  is  the  number  one 
problem  facing  our  members  throughout  the  decade  of  the  1980s. 

In  1983  and  1986,  and  again  in  the  most  recent  study  which  I 
submitted,  health  insurance  costs  are  cited  by  our  membership  as 
their  number  one  problem.  In  fact,  in  the  1990  study,  over  90  per- 
cent of  our  membership  said  that  the  cost  of  providing  health  in- 
surance was  becoming  prohibitive. 

What  are  the  causes  of  the  problem?  Well,  they  have  been  de- 
tailed again  by  many  people  for  this  committee,  but  let  me  just  tick 
off  those  that  we  think  are  most  important.  The  medical  cost  infla- 
tion, which  is  running  at  two  to  three  times  regular  inflation  in 
this  country,  a  disrupted,  distorted,  insurance  marketplace,  and 
third,  Government  intervention  from  ERISA  to  taking  the  individ- 
ual out  of  the  decisionmaking  process. 

In  fact,  our  examination  of  the  situation,  which  has  been  going 
on  now  for  3  or  4  years,  leads  us  to  believe  that  governmental 
action  at  both  the  Federal  and  the  State  level  is  really  at  the  heart 
of  the  entire  problem. 

As  far  as  inflation  is  concerned,  Medicare,  Medicaid,  State  man- 
dates, and  a  host  of  other  Federal  and  State  laws  are  doing  nothing 
but  fueling  the  natural  inflationary  fires  that  exist  in  a  noncom- 
petitive health  marketplace. 

In  terms  of  the  insurance  marketplace,  I  think  the  worst  thing 
that  ever  happened  to  this  country  was  the  enactment  of  ERISA, 
an  entirely  unintended  consequence,  I  believe,  of  the  enactment  of 
that  law  was  to  totally  change  the  health  insurance  marketplace  in 
the  United  States. 

Add  to  that  COBRA  and  State  mandates  at  the  State  level  and 
you  have  a  health  insurance  marketplace  which  has  been  rocked 
and  has  been  trying  to  adjust  for  the  last  decade  and  a  half  to  two 
decades.  And  then  last,  we  have  a  hodgepodge  of  incentives  and  dis- 
incentives that  are  out  there. 

Solutions?  We  have  to  bring  raging  medical  inflation  under  con- 
trol. If  we  want  to  reach  some  sort  of  a  solution  to  this  problem, 
nothing  else  will  work  unless  we  deal  with  the  medical  inflation 
problem  first.  Everything  else  is  just  a  bandaid.  You  can't  do  insur- 
ance reform  if  you  don't  do  medical  cost  control  first. 
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And  if  you  stabilize  medical  cost  control,  at  least  you  will  have 
stabilization  in  the  health  insurance  marketplace.  You  have  to  ad- 
dress the  distortion  in  the  health  insurance  marketplace,  and  there 
are  many  proposals  on  the  table  to  do  that,  and  you  have  to  review 
and  rationalize,  and,  I  believe,  reduce  Government  involvement 
overall  in  the  health  marketplace. 

Just  two  other  quick  comments  in  closing,  Mr.  Chairman.  One, 
from  our  standpoint,  an  incremental  approach  is  much,  much  pre- 
ferred to  a  universal  approach.  First  of  all,  these  changes  didn't 
take  place  overnight.  They  took  place  over  a  series  of  decades,  and 
I  believe  that  that  is  the  way  to  get  back  to  a  rational,  competitive 
marketplace. 

Second,  our  system  has  been  fairly  successful.  We  moved  from  40 
percent  of  coverage  of  the  population  to  around  86  percent  cover- 
age of  the  population  in  the  decade  from  1940  to  1985.  Last,  there 
is  really  no  political  consensus  anywhere  near  developing  around 
any  universal  proposal. 

The  three  most  important  things  to  do  incrementally,  from  a 
small  business  standpoint  is  number  one,  to  begin  to  control  medi- 
cal inflation  by  reviewing  Government's  role  in  the  process.  Two, 
provide  100  percent  deductibility  for  the  self-insured,  by  which  we 
believe  you  can  address  from  one-quarter  to  one-half  of  the  prob- 
lem that  is  out  there,  and  third,  to  preempt  State  mandates  and 
couple  that  with  small  market  insurance  reform. 

Thank  you,  Mr.  Chairman. 

Mr.  Gibbons.  Thank  you. 

[The  prepared  statement  follows:] 
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NATIONAL  FEDERATION  OF  INDEPENDENT  BUSINESS 


SUBJECT:     Small  Business  Access  to  Affordable  Health  Care  and 
Health  Insurance 

BEFORE:      House  Ways  and  Means  Committee 

DATE:  April  24,  1991 


On  behalf  of  the  more  than  500,000  small  business  owner 
members  of  the  National  Federation  of  Independent  Business 
(NFIB),  I  am  pleased  to  participate  in  this  hearing.  NFIB ' s 
membership  mirrors  the  national  business  population  in  its 
make-up.  This  parallel  to  the  general  business  community  and 
our  large  membership  base  are  particularly  important  as  it 
provides  validity  to  the  numerous  studies  the  NFIB  Foundation 
and  the  NFIB  have  conducted. 

Small  businesses  have  always  been  a  dynamic  force  in  the 
American  economy.  Millions  of  Americans  own  and  operate  small 
businesses.  Over  19  million  Americans  report  income  or  losses 
from  business  activity  and  self-employment  is  the  principal 
job  for  over  13.8  million  of  our  fellow  citizens.  Of  the  10.5 
million  jobs  created  in  the  past  decade,  a  vast  majority  were 
created  by  small  business.  Small  business  employs  over  half 
the  work  force  and  provides  income  for  millions  of  families. 

To  better  understand  and  evaluate  the  health  insurance 
issue,  NFIB  has  conducted  three  comprehensive  surveys.  These 
surveys,  conducted  in  1978,  1986  and  1989,  reveal  the 
practices,  opinions  and  attitudes  of  small  business  owners. 
Other  surveys  have  been  conducted  to  fill  in  the  gaps.  These 
surveys  are  unique  in  the  field  and  are  the  basis  of  today's 
testimony  and  our  "Access  for  Small  Business"  strategy. 


Introduction 


The  number  one  problem  facing  small  businesses  today,  and 
for  the  past  seven  years,  remains  the  rising  cost  of  health 
insurance.  It  was  the  number  one  problem  when  NFIB  surveyed 
its  members  in  1983,  in  1986,  and  again  in  1990. 

Suite  -00 

600  Man  land  Ave.  S.W.  .  .  .  . 

Washington. dc 20024  This  presents  you  and  others  in  the  public  policy  arena 

(>o2)svi-9ooo  with  a  two-fold  dilemma.  The  first  dilemma  is  cost  as  a 
fax(202)«-mm96  barrier  to  businesses  seeking  to  offer  health  insurance  for 
the  first  time.  The  second,  and  an  increasing  problem,  is 
rising  costs  jeopardizing  current  coverage. (1)  Thus  the  so- 
called  small  business  problem  is  actually  two  problems  with 
one  common  root  —  rising  costs  —  and  that  core  problem  acts 
as  a  barrier  to  access  for  all  small  businesses  nationwide. 
Without  affordable  health  insurance  and  reasonable  health  care 
costs,  there  can  be  no  discussion  of  increasing  the  number  of 
covered  Americans. 

The  Guardian  of 
Small  Business 
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The  core  problem  of  rising  costs  is  fueled  by  two 
distinct  forces,  medical  inflation  and  counterproductive 
government  intervention.  Both  of  these  must  be  addressed  in 
order  to  bring  long-term  stability  to  the  marketplace  and  to 
enable  businesses  and  individuals  to  purchase  quality,  but 
affordable,  health  care.  This  does  not  mean  that  there  is 
no  role  for  government  programs.  To  the  contrary,  expanded 
incentives  and  reforms  in  the  insurance  marketplace  and 
increased  competition  in  health  care  services  will  never  solve 
the  entire  problem.  Government  programs,  such  as  expanded 
community  health  centers,  are  necessary  to  fill  the  gaps  and 
to  reach  those  in  the  urban  areas  where  the  problems  are  of 
a  different,  and  greater,  magnitude. 

The  causes  of  the  cost  crisis  are  numerous  and  are  the 
result  of  not  allowing  the  marketplace  to  Operate  efficiently. 
These  causes  can  be  divided  into  five  generic  categories: 

1.  Medical  inflation.  The  demand  for  newer  and  better 
services  is,  of  course,  met  with  an  overwhelming  supply  of 
both,  but  this  occurs  in  a  market  that  does  not  have  the 
traditional  checks  and  balances  fostered  by  competition  and 
information.  Add  the  increased  demands  spurred  by  Medicare, 
Medicaid,  and  state  mandated  coverage,  and  the  result  is 
raging  inflation. 

2.  The  cost  shift  from  the  federal  government  and  self- 
insured  businesses.  The  so-called  savings  achieved  in 
Medicare  and  Medicaid  are  not  the  result  of  more  efficient 
medical  practices,  but  rather  are  the  result  of  businesses 
picking  up  the  remaining  portion  of  the  federal  government's 
unpaid  bills.  Not  only  is  the  private  sector  paying  for  the 
care  provided  to  federal  program  beneficiaries  that  is  not 
reimbursed,  it  is  the  small  business  community  that  is 
shouldering  the  bulk  of  that  burden.  It  is  the  small,  non- 
self-insured  business  that  is  unable  to  negotiate  discounts 
or  enter  provider  networks  that  are  hit  the  hardest  by  the 
cost  shift. 

3.  Imposition  of  government  erected  barriers.  These 
barriers  include  state  health  insurance  mandates;  state  anti- 
managed  care  laws  which  limit  flexibility  and  cost  savings; 
COBRA,  which  drives  up  the  cost  of  insurance  for  current 
employees;  and  ERISA,  which  distorts  that  marketplace. 

4.  An  unpredictable  and  distorted  insurance  market  that 
rejects  the  time-honored  insurance  principle  of  the  law  of 
large  numbers  and  cross  subsidization. 

5.  Usurpation  of  individual  choice  and  responsibility, 
coupled  with  a  tax  code  that  discriminates  against  non- 
employer-based  health  insurance  purchases  and  purchases  by 
unincorporated  businesses. 

State  of  Small  Business  and  Health  Insurance 

As  mentioned  previously,  for  small  business  workers  and 
their  employees,  access  to  health  insurance  and  quality  health 
care  is  determined  by  cost. (2)  Cost  also  explains  a  recent 
phenomenon  —  the  slight  decline  in  the  number  of  small  firms 
offering  health  insurance  as  a  fringe  benefit. (3)  Cost 
prevents  new  firms  from  offering  health  insurance(4)  and 
jeopardizes  the  continuation  of  existing  health  insurance 
benefits. (5) 

The  cost  of  health  insurance  can  be  the  greatest  payroll 
line-item  cost  in  a  small  business  —  many  times  exceeding  the 
combined  cost  of  workers  compensation  and  liability 
insurance .( 6 )  Exacerbating  the  problem,  a  majority  of  small 
firms  pay  100%  of  the  premium  cost.  These  same  businesses 
have  little  access  to  managed  care  or  cost-containment 
measures  because  of  the  incessant  churning  that  is  occurring 
in  the  marketplace.  In  addition,  small  firms  are  unable  to 
obtain  the  benefits  of  sel f-insurance ( 7 )   and  therefore  must 
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comply  with  expensive  state-mandated  benefit  laws(8), 
pay  state  premium  taxes,  and  shoulder  a  larger  portion  of  the 
carrier's  administrative  expenses. (9)     Further,  churning  has 
resulted  in  higher  tracking  costs  and  brokers  commissions. 

Small  businesses  are  reaching  the  peak  of  the  frustration 
level. (10)  This  reluctant  call  for  help  comes  as  a  result  of 
the  clash  between  values  and  reality.  Small  business  owners 
believe  that  every  American  has  a  right  to  health  care. (11) 
Small  business  owners  also  desire  to  offer  health  insurance 
as  a  fringe  benefit  out  of  both  a  sense  of  familial  obligation 
(12)  and  competitive  necessity.  (13)  However,  the  reality  of 
20  to  300%  premium  increases,  a  low  profit  margin  (14), 
struggling  regional  economies,  and  restricted  cash  flow 
impairs  the  business'  ability  to  purchase  health 
insurance . ( 15 ) 


Two  thirds  of  small  businesses  offer  health 
insurance .( 16 )  In  general,  these  firms  tend  to  be  more 
mature,  more  profitable,  and  have  more  full-time  employees 
than  their  counterparts  that  do  not  offer  health  insurance. 

Despite  being  fairly  stable,  these  small  firms  experience  high 
initial  premiums  and  higher  renewal  premiums. 
Frequently-cited  reasons  for  the  high  cost  of  health  insurance 
for  small  firms  include: 


o     Insurer  fear  of  adverse  selection, 
o    Instability  of  the  firm. 

o    Lack  of  expert  help  in  choosing  plans. (17) 

o    Little  negotiating  clout. 

o    Strict  experience  rating. 

o    Nature  of  the  small  business  work  force: 

*  labor  intensive 

*  high  percentage  of  part-time  employees( 18 ) 

*  high  percentage  of  older  workers 

*  high  percentage  of  very  young  workers 

*  more  remedial  workers 

*  high  turnover 

o    High  administrative  costs  for  the  carrier, 
o    Insufficient  experience  data. 

o    Absence  of  preferential  treatment  afforded  to  larger 
firms . 

o    Imposition  of  state  premium  taxes  and  mandates. 


For  those  not  offering  health  insurance,  the  following 
factors  have  been  consistently  identified  as  the  most  common 
inherent  barriers  to  offering  health  insurance :( 19 ) 


o  Cost  of  premiums  or  past  increases  too  great. 

o  Insufficient  profits. 

o  Insufficient  cash  flow. 

o  Employee  turnover  too  great. 

o  Too  many  employees  covered  elsewhere  —  secondary 

wage  earners, 

o  Too  many  part-time  employees, 

o  Too  many  older  employees, 

o  Employees  prefer  cash  compensation, 

o  Too  small  to  receive  group  "discounts", 

o  No  suitable  cost-containment  options  available .( 20 ) 


However,  it  is  interesting  to  note  that  two  out  of  three 
of  those  not  offering  health  insurance  want  to  because  they 
believe  it  is  in  the  firm's  best  competitive  and  moral 
interest  to  do  so  but  are  thwarted  from  offering  coverage 
because  of  costs. 


The  above  "inherent"  factors,  coupled  with  the  currently 
fractured  marketplace,  result  in  limited  availability  of 
health  insurance  for  small  business. 
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The  Small  Business  Problem 

The  major  underlying  problem  for  small  business  is  the 
cost  of  insurance  and  medical  services.  As  described  above, 
some  of  the  insurance  costs  are  directly  related  to  traits 
which  are  inherent  in  a  small  business.  Rising  health  care 
costs,  on  the  other  hand,  result  from  a  non-competitive 
medical  services  marketplace.  Still  other  small  business 
costs  are  the  direct  result  of  changes  that  have  occurred  in 
the  sale  of  insurance,  changes  which  have  forced  carriers  to 
respond  in  ways  adverse  to  the  interests  of  individual  and 
small  business  purchasers. 

To  recap,  the  characteristics  of  smaller  businesses  that 
most  significantly  impact  premiums,  include  the  potential  for 
adverse  selection,  the  demographics  of  the  small  business  work 
force,  high  turnover  resulting  in  unpredictable  participation 
rates,  and  a  lack  of  expertise  and  clout  in  purchasing  plans. 
Many  of  these  factors  drive  up  the  carriers'  administrative 
costs  and  make  the  small  business  community  a  less  profitable 
marketing  target. 

Rapidly  rising  health  care  costs  are  driving  the  entire 
problem.  Without  medical  cost  containment,  all  mentioned 
solutions  are  simply  short-term,  temporary  measures  that  will 
have  little  long-term  impact.  The  medical  inflation  costs  can 
be  tackled  through  a  combination  of  research,  public 
information,  education  and  enhanced  consumerism.  Health  care 
providers  and  their  patients  must  be  educated  to  understand 
that  more  does  not  necessarily  equal  better,  and  expensive 
does  not  necessarily  connote  quality.  Patients  must  be 
encouraged  to  question  providers'  fees  and  practices. 
Specific  cost  containment  proposals  are  presented  in  NFIB's 
"Access  for  Small  Business"  strategy  described  later. 

Increasing  health  insurance  costs  are  also  linked  to  the 
destruction  of  the  industry's  risk  pool,  induced  by  the 
passage  of  ERISA,  which  has  forced  almost  60%  of  the  business 
community  to  self-insure  to  escape  costly  state  regulation  and 
taxes.  The  shrinking  of  the  traditional  insurance  marketplace 
coupled  with  the  trend  toward  reliance  upon  employer-based 
insurance  has  lead  to  new  and  aggressive  underwriting 
practices  for  small  firms. 

Aggressive  underwriting  artificially  raises  premiums  as 
insurers  seek  to  protect  themselves  from  all  foreseeable, 
rather  than  potential,  health  risks.  These  practices  have 
also  institutionalized  "churning,"  where  insurers  induce 
premature  and  frequent  changes  from  carrier  to  carrier.  This 
in  turn  leads  to  unforeseen  adverse  consequences.  First,  the 
preexisting  condition  clauses  imposed  on  new  customers  can 
leave  employees  and  owners  without  coverage  for  critical 
medical  conditions.  Second,  each  time  a  small  business 
changes  carriers  in  pursuit  of  lower  premiums,  it 
inadvertently  raises  the  cost  of  the  premium  by  increasing  the 
carrier's  administrative  costs  and  by  paying  brokers' 
commissions.  Third,  frequent  changes  preclude  the  formation 
of  small  business  associations  or  pooling  mechanisms.  And, 
fourth,  this  unstable  marketplace  means  that  insurers  are 
unable  to  apply  managed  care  concepts  to  the  small  group,  thus 
leading  to  higher  utilization  costs. 

All  of  these  factors  combine  to  make  the  small  business 
marketplace  volatile.  This  instability  has  resulted  in  higher 
premiums  and  lower  coverage  than  the  rest  of  the  business 
community.  This  higher  percentage  of  uninsured  workers  and 
owners  is  directly  related  to  the  high  cost  of  insurance  for 
small  businesses. 
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The  Solution  —  "Access  for  Small  Business"  strategy 


Attached  as  Appendix  #2  is  NFiB's  broad  outline  for  our 
"Access  for  Small  Business"  strategy.  This  strategy  was 
explicitly  created  to  accomplish  the  objective  of  ensuring 
that  affordable  insurance  is  available  to  small  businesses 
and,  by  inference,  to  individual  purchasers.  It  is  essential 
that  the  solutions  do  not  rely  exclusively  on  employers  and 
that  the  reforms  promote  the  purchase  of  insurance  by 
individuals  and  the  formation  of  non-employment  based 
purchasing  groups. 

The  "Small  Business  Access"  strategy;  however,  only 
brushes  upon  solutions  for  the  other  problems  facing  our 
society.  A  large  part  of  the  "health  care  crisis"  remains 
untouched  by  the  community  but  must  be  addressed  in  order  to 
achieve  significant  improvement  in  the  health  status  of  all 
Americans.  Health  problems  stemming  from  drug  abuse,  inner 
city  violence,  inadequate  immunizations,  etc.  are  outside  the 
scope  of  NFIB's  proposal,  but  should  be  an  integral  part  of 
any  successful  health  care  reform  effort.  If  they  are  not,  our 
efforts  will  be  viewed  as  a  failure. 

Small  business  owners  desire  to  change  the  status  quo, 
but  prefer  an  incremental  approach.  They  believe  that  current 
reliance  on  an  employment-based  system  has  worked.  Since  1940, 
the  number  of  people  covered  by  health  insurance  coverage 
through  their  employer  has  increased  from  40%  to  84%.  They 
also  believe  that  this  success  can  be  built  on  and  that 
coverage  can  be  increased  through  a  combination  of 
incentives,  a  return  to  free  market  principles,  and  reforms 
of  current  law,  that  should  be  supplemented  with  a  new 
reliance  on  non-employment-based  insurance  purchasing.  Those 
changes,  by  their  very  nature,  are  incremental,  but  taken 
together  represent  a  persuasive  and  comprehensive  approach  to 
ensure  that  a  significant  number  of  Americans  are  covered  by 
health  insurance. 

The  basis  of  the  "Access  for  Small  Business"  strategy  is 
two  fold.  The  first  prong  consists  of  cost  containment 
measures.  The  second  suggests  reforms  designed  to  ensure  the 
availability  of  affordable  insurance.  Both  prongs  must  be 
addressed  in  tandem. 

NFIB  believes  the  problems  facing  small  business  in  the 
health  area  are  directly  related  to  a  dysfunctional  market. 
Part  of  the  NFIB  incremental  solution  is  to  return  competition 
to  these  markets.  Simply  bringing  predictability  and 
competition  to  the  marketplace  will  significantly  drive  down 
the  cost  of  premiums.  Further,  reforms  will  help  to  reduce 
the  cost  of  insurance  packages  even  further  and  cost 
containment  will  control  medical  spending. 

It  is  important,  however,  to  understand  the  small 
business  "definition"  of  insurance.  Insurance  is  first  and 
foremost  a  risk  transfer  mechanism.  It  is  a  necessary  means 
by  which  one  is  protected  from  huge  financial  burdens,  not 
simply  a  method  by  which  to  pay  providers.  Insurance  is  also 
a  valuable  fringe  benefit.  It  is  a  means  to  attract  and 
retain  good  workers,  and  it  is  a  way  to  protect  what  is  in 
effect  the  owner's  extended  family  —  his/her  employees. 

HarK«t  RgfogPS  »q4  Incentives  (21) 

Several  ways  exist  to  reduce  the  impact  of 
disproportionate  administrative  costs  on  smaller  firms. 
It  has  been  estimated  that  a  large  business  receives  95  cents 
of  benefits  for  every  premium  dollar.  On  the  other  hand,  a 
small  business  receives  only  65  to  75  cents  for  every  dollar 
spent,  thus  25  to  35%  of  its  premiums  are  used  to  pay  the 
administrative  costs  and  profits  of  insurance  companies.  This 
administrative  burden  can  be  20  times  higher  than  that  borne 
by  a  larger  company.     If  the  administrative  costs  alone  could 
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be  reduced,  the  savings  could  be  passed  along  to  the  small 
business.  We  can  start  that  process  by  reducing  the  amount 
of  paperwork  flowing  through  the  health  care  system. 
Streamlining  and  computerizing  insurance  and  health  delivery 
forms,  including  Medicare  and  Medicaid,  will  save  thousands, 
if  not  millions  of  dollars.  Further  savings  may  be  possible 
by  eliminating  the  duplicate  coverage  that  occur  in  home, 
auto,  business  and  health  policies. 

*  NFIB  recommends  the  standardization  of  ratings 
practices.  Small  groups  should  be  rated  and  charged  premiums 
on  the  same  basis  as  a  larger  business  and  should  have  the 
same  predictability  in  premium  increases.  Through  our 
surveys,  NFIB  has  found  that  the  inability  to  predict  future 
premium  costs  keeps  a  great  many  small  firms  out  of  the 
insurance  market  and  puts  other  firms  on  an  expensive 
treadmill.  NFIB  believes  that  the  practice  by  some  aggressive 
insurers  of  arbitrary  cancellation  should  be  curbed,  we  also 
recommend  the  elimination  of  durational  rating  by  restricting 
the  ability  of  companies  to  lowball  the  initial  premium 
through  preexisting  condition  clauses. 

*  NFIB  recommends  that  greater  information  be  available 
to  the  consumer.  Access  to  plain  English  information  serves 
several  purposes.  First,  it  induces  competition.  Second,  it 
aids  small  business  owners  (who  themselves  are  the  benefits 
managers  and  administrators)  to  be  wiser,  informed  shoppers. 
Third,  it  aids  in  cost  containment  if  the  concept  is  boldly 
applied.  And,  finally,  it  instills  accountability  in  the 
system  and  makes  "deceptive"  or  aggressive  ratings  practices 
and  defensive  medicine  less  likely  to  occur.  Further,  NFIB 
recommends  publishing  schedules  of  allowed  or  "usual  and 
customary"  charges  for  medical  procedures. 

*  NFIB  recommends  that  COBRA  be  reformed  to  reduce  its 
impact  on  providing  health  insurance  to  current  employees. 
Small  business  owners  have  expressed  a  very  real  concern  that 
COBRA,  in  its  present  form  and  with  its  proposed  expansions, 
is  threatening  insurance  coverage.  Based  upon  the  numerous 
complaints  NFIB  has  received,  it  is  recommended  expansions  be 
opposed  and  reforms  include: 

1.  Higher  administrative  fee:  Studies  indicate  that 
the  COBRA  beneficiary  greatly  exceed  the  cost  of 
the  premium  plus  2%.  In  fact,  the  average  cost 
is  in  the  neighborhood  of  an  additional  51%  with 
many  beneficiaries  costing  the  former  employer 
a  great  deal  more.  While  an  increase  may  make 
the  COBRA  premium  more  expensive,  it  will  go  a 
long  way  to  reducing  the  impact  the  COBRA  costs 
have  upon  current  employee's  benefits.  Not  only 
is  the  business  subsidizing  the  COBRA 
benef iciarys'  additional  costs,  so  are  the 
current  employees'  who  many  times  share  in  the 
expense  of  premium  increases.  The  COBRA  Reform 
Coalition  has  even  documented  one  situation  where 
over  10  current  employees  and  their  families  lost 
coverage  because  of  the  cost  of  one  COBRA 
beneficiary.  This  is  not  a  situation  we  would 
like  seen  repeated. 

2.  No  third  party  reimbursement:  It  has  come  to  our 
attention  that  many  NFIB  members  receive  COBRA 
premium  checks  not  from  the  individual 
beneficiary  but  rather  from  the  new  employer, 
which  many  times  is  a  competitor .  This  situation 
clearly  defeats  the  transition  purpose  COBRA  was 
intended  to  serve.  This  problem  is  a  direct 
result  of  the  ability  of  a  former  employee  to 
stay  with  the  COBRA  plan  until  he/she  decides  to 
participate  in  the  new  employers  plan,  a  decision 
which  could  be  legally  postponed  until  COBRA 
expires . 
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3.  Shorter  windows:  The  notice  and  "look  back" 
requirements  of  COBRA  are  extremely  burdensome 
on  a  smaller  business.  Many  times  an  insurance 
carrier  requires  the  employer  to  pay  the  COBRA 
premium  to  an  election  being  made  which  results 
in  a  flow  problem.  Further,  the  "look  back" 
provisions  encourage  adverse  selection  which 
have  a  serious  impact  on  current  employee 
premiums . 

*  NFIB  recommends  a  level  playing  field  so  all  employers 
have  the  same  incentive  to  provide  insurance.  This  includes 
the  expansion  of  the  tax  deduction  for  the  cost  of  health 
insurance  for  self-employed  workers  to  100%.  The  full  100% 
deduction  is  a  needed  and  obvious  incentive  to  encourage 
expanded,  voluntary  provision  of  health  insurance  and  would 
end  the  current  tax  code  discrimination  against  the  self- 
employed,  partnership,  S-corporation,  sole  proprietorship  and 
farm  owners . ( 22 ) 

*  NFIB  recommends  the  establishment  of  a  tax  deduction 
or  a  tax  credit  for  individuals  for  the  cost  of  health 
insurance.  This  deduction,  made  available  to  non-itemizers, 
would  provide  an  important  and  necessary  subsidy  for  people 
to  purchase  health  insurance  on  their  own.  A  large  part  of 
the  solution  to  this  crisis  is  to  recognize  that  individuals 
bear  some  responsibility  for  their  own  health  care. 

*  NFIB  recommends  that  cafeteria  plans  and  flexible 
spending  accounts  be  simplified  in  order  to  encourage  their 
usage.  These  plans  have  several  advantages.  They  allow 
employees  to  purchase  care  with  pre  tax  dollars  and  permit  the 
employer  to  have  greater  control  over  total  benefit  costs. 
Unfortunately,  the  complexity  of  the  requirements,  the  "use 
or  lose"  and  other  financing  provisions,  coupled  with  the 
legislative  uncertainty  surrounding  these  devices  make  them 
unattractive  to  small  businesses. 

*  The   most    important    reform  NFIB    recommends    is  the 

across  thS  board  elimination  gf  state  mandate? ,  The 

preemption  of  the  800-plus  state  health  insurance  mandates 
and  state  anti-managed  care  laws  are  essential  to  lowering  the 
cost  of  health  insurance.  The  state  health  insurance  mandates 
—  ranging  from  herbal  medicine  care  to  invitro  fertilization 
to  chiropractic  care  to  mental  health  care  —  cumulatively  can 
raise  the  cost  of  health  insurance  for  small  businesses  and 
individuals  by  more  than  30%.  They  also  have  a  proven  impact 
on  increasing  utilization  and  medical  inflation. 

The  elimination  of  state  health  insurance  mandates  would 
enable  "essential  care"  packages  or  standardized  nationwide 
policies  to  be  sold.  These  policies  would  be  designed  to  be 
mass  marketed,  at  a  lower  cost,  to  cover  basic  medical  and 
catastrophic  needs.  NFIB  data  indicates  that  a  lower  cost 
plan  would  have  great  appeal  to  firms  that  currently  do  not 
offer  health  insurance  coverage  and  to  those  that  are 
struggling  to  make  ends  meet.  Individuals  would  also  be  able 
to  purchase  this  lower  cost  plan. 

It  is  important,  however.  that  the  mandates  by 
eliminated  across  the  board.  In  order  to  have  the  ability  to 
choose  and  design  an  insurance  package,  the  mandates  must  be 
completely  eliminated  and  not  simply  eliminated  for  a 
federally-determined  "minimum  benefit"  package.  This  step  is 
not  without  precedent.  Already  over  60%  of  the  business 
community  escapes  the  costly  burden  of  state  health  mandates 
and  taxes  through  self-insurance.  This  proposal  simply 
provides  the  same  treatment  accorded  larger  firms  be  given  to 
smaller  ones. 
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Cost  Containment  Reforms 

NFIB  believes  that  reforms  in  other  areas  will  not  be 
successful  until  medical  inflation  is  conquered  at  least 
brought  under  control.  Attainment  of  significant  cost 
containment  must  include,  but  should  not  be  limited  to,  the 
following : 

1.  Consumerism.  Patients  must  have  information  on 
provider  fees,  treatments  and  quality.  Further,  patients 
must  share  in  the  cost  of  those  services.  We  should  not 
fear  the  ability  of  patients  to  select  and  refuse 
treatments . 

2.  Data  and  guidelines.  These  include  outcomes 
research,  practice  protocols,  continuing  medical 
education  requirements,  peer  review,  and  publication  of 
hospital  outcomes. 

3.  Establishment  of  a  uniform  claims  system  for  both 
private  payers  and  the  federal  government.  This  is 
simply  an  extension  of  the  Paperwork  Reduction  Act 
philosophy  to  the  health  field. 

4.  Wellness  education  and  immunizations.  The  key  to 
controlling  future  health  care  expenditures  is  to  promote 
healthy  behaviors  and  preventative  care. 

5.  Medical  malpractice  reform.  Reforms  such  as 
elimination  of  the  collateral  source  rule,  establishment 
of  a  uniform  statute  of  limitations,  caps  on  damages,  as 
well  as  the  use  of  practice  guidelines  as  a  defense  would 
not  only  reduce  malpractice  premiums  and  doctors'  fees 
but  would  curb  the  expensive  practice  of  defensive 
medicine . ( 23 ) 

6.  Outreach  to  troubled  populations.  Private  insurance 
cannot  reach  all  Americans  and  cannot  solve  all  of  the 
health  problems  this  country  faces.  Universal  access  is 
not  possible  without  enhancing  programs  designed  to  reach 
these  special  populations.  This  can  be  done  by  reforming 
public  health  programs. 

7.  Tie  a  hospital's  non-profit  tax  exempt  status  to  the 
level  of  uncompensated  care  it  provides.  A  very 
interesting  GAO  study  indicates  that  many  hospitals 
receive  more  in  tax  forgiveness  than  they  provide  in 
charity  care.  The  original  purpose  of  the  tax  exemption 
was  to  compensate  a  hospital  for  indignant  care. 

8.  Reform  the  Medicaid  and  Medicare  programs  to  reduce 
the  impact  these  programs  have  upon  the  private  sector 
and  to  ensure  that  limited  funds  are  effectively  spent 
for  quality  care. 

Counterproductive  mechanisms 

Any  government  policy  that  mandates  small  business  owners 
to  cover  their  employees  will  be  accompanied  by  small  business 
f ailurest 24 ) ,  changes  in  employment  policies,  higher 
unemployment  and  higher  product  costs  to  consumers ( 25 ) .  It 
also  will  mean  an  increase  in  the  burden  placed  on  public 
health  programs.  Small  business  owners  overwhelmingly  oppose 
mandated  benef its( 26 ) ,  pay  or  play  programs(27)  and  national 
health  insurance ( 28  )  .  Beyond  the  philosophical  opposition  to 
mandates,  there  is  the  fear  of  the  high  uncontrollable  costs 
it  would  impose.  Most  small  firms  cannot  absorb  the  high  cost 
and  fluctuations  in  premiums  that  a  mandated  program  would 
impose,  nor  can  they  afford  to  provide  extensive  benefits  to 
workers  who  have  little  attachment  to  the  work  force(29).  It 
is  important  to  remember  that  many  times  when  a  firm  does  not 
provide  health  insurance  as  a  fringe  benefit  or  drops 
coverage,  the  owner  and  his  or  her  family  also  loses  coverage. 
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A  pay  or  play  program  is  opposed  because  it  is  a  tax  on 
labor.  Already  37  to  50  cents  of  every  dollar  in  compensation 
goes  toward  mandated  programs  such  as  workers  compensation, 
unemployment  insurance,  Social  Security,  etc.  This  has  had 
a  significant  impact  on  the  growth  in  salary  compensation. 
In  fact,  there  has  been  no  real  growth  in  salary  compensation 
for  over  six  years,  a  fact  mainly  attributable  to  the  growth 
in  the  tax  burden  borne  by  employees.  Unfortunately,  this 
runs  counter  to  the  desire  of  the  employees  who  would  prefer 
a  wage  increase  to  an  increase  in  benef i ts , ( 30 )  putting  small 
business  owner/operators  in  the  unenviable  position  of  denying 
the  former  to  comply  with  the  latter. 

Finally,  small  business  workers  oppose  national  health 
insurance  systems.  They  remember  the  efficiency  of  the  Post 
Office,  the  compassion  of  the  IRS,  the  demeanor  of  OSHA 
inspectors  and  Pentagon  prices.  They  have  come  to  the 
conclusion  that  the  private  sector,  for  all  of  its  problems, 
can  deliver  a  higher  quality  and  more  efficient  product  than 
the  federal  government. 

For  a  number  of  personal  and  business  reasons  the 
overwhelming  majority  —  almost  90%  —  of  America's  small 
business  owners  want  to  provide  health  insurance  for  their 
employees.  Unfortunately,  because  of  run-away  medical 
inflation,  rapidly  rising  health  insurance  costs,  and  an 
inability  to  absorb  either,  they  cannot  provide  coverage  or 
are  finding  it  difficult  to  continue  to  do  so. 

conclusion 

NFIB  data  collected  over  a  decade  clearly  shows  that 
cost  is  the  main  barrier  to  increased  coverage  and  the  primary 
cause  of  reduced  benefits.  The  only  solution  is  to  stabilize 
health  care  and  insurance  costs.  Medical  inflation  must  be 
brought  under  control  and  the  health  insurance  market  must  be 
stabilized.     Without  both,  the  crisis  will  continue  to  grow. 

NFIB  has  offered  a  significant  numbers  of  suggestions 
for  reform.  There  are  others,  and  we  continue  to  study  those. 
The  only  options  we  rule  out  are  national  health  insurance  and 
mandated,  employer-provided  health  insurance.  NFIB  believes 
that  the  current  system  has  worked  fairly  well  and  needs  to 
be  adjusted,  not  replaced.  We  further  believe  that  universal 
solutions  will  eventually  make  the  U.S.  health  care  system 
worse,  not  better.  The  best  solution  is  one  arrived  at 
incrementally  and  one  that  builds  upon  the  principles  of  the 
free  market  and  quality  affordable  care  and  insurance. 

Again,  NFIB  appreciates  the  opportunity  to  share  with  the 
Committee  the  data  and  conclusions  we  have  accumulated  over 
the  course  of  more  than  a  decade.  Future  surveys  shall  be 
shared  with  the  Committee  as  the  results  become  available. 
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HEALTH  INSURANCE  AND  SMALL  BUSINESS 

The  number  one  problem  facing  small  businesses  since 
1983  remains  the  rising  cost  of  health  insurance. 

th^  rm^Mfl.     First,  cost  is  a  barrier  to  expanding  coverage  to 
the  uninsured;  second,  rising  costs  threaten  current  coverage. 

The  Cayses; 

A.  Medical  Inflation 

B.  Government  Intervention 

1.  Cost  shifting  from  the  discounts  "given"  to  the 
federal  government  and  large  businesses; 

2.  Expensive  state  health  insurance  mandates; 

3.  State  anti-managed  care  laws  that  limit 
flexibility  and  cost  savings; 

4.  COBRA  provisions  which  drive  up  premium  cost  for 
current  employees;  and 

5.  ERISA  law  which  distorts  the  health  insurance 
market  place. 

The  Small  Business  Situation:     Two-thirds  of  small  businesses 
offer  health  insurance  as  a  fringe  benefit.     One-third  have  no 
insurance  plan,  with  a  majority  of  those  citing  cost  as  the 
reason  for  not  offering  insurance.     Two  out  of  three  who 
currently  are  uninsured  indicate  that  they  would  offer  insurance 
if  it  was  affordable.  Further,  22%  of  the  uninsured  are  self- 
employed  workers. 

*  In  1990,  almost  90%  of  small  business  owners  indicated 
that  it  was  becoming  "prohibitively  expensive"  to  provide 
health  insurance  to  their  employees. 

The  Small  Business  Problem;     Increasing  costs,  coupled  with 
problems  finding  affordable  insurance. 

A.  Some  costs  are  inherent  to  small  business,  such  as: 

1.  Lack  of  expertise  in  designing  and  choosing  plans; 

2.  High  employee  turnover; 

3.  Labor  force  demographics  of  the  business; 

4.  The  higher  probability  of  adverse  selection;  and 

5.  Higher  administrative  costs  —  an  estimated  25- 
35%  higher  for  small  businesses. 

B.  Others  costs  are  related  to  changes  in  the  marketplace, 
such  as: 

1.  Splitting  and  reducing  risk  pools  through  the 

prevalence  of  self-insurance; 

2.  Aggressive  medical  underwriting  of  small  firms; 

3.  Forced  compliance  with  state  mandates  and  taxes 
by  small,  non-self  insured  businesses; 

4.  Churning  which  leads  to  the  inability  to  apply 
managed  care  concepts  to  a  small  business;  and 

5.  High  medical  inflation. 

The  Solution:  Small  businesses  urge  the  adoption  of  an 
incremental  approach  to  expand  employment-based  and  individual 
coverage  instead  of  the  creation  of  a  new  bureaucratic  process  or 
program.     There  is  also  no  political  consensus  for  a  universal 
approach.     Incremental  changes  where  consensus  ifi  possible  can 
mean  successful  accomplishment  of  the  goal  of  expanded  coverage. 

A.  Cost  Containment  —  No  long-term  success  can  be  achieved 
without  tackling  medical  inflation  and  restoring  competitive 
forces  to  the  marketplace.     First  steps  include: 

1.  Patient  involvement  in  decision  making; 

2.  Incentives  for  individuals  to  purchase  insurance; 

3.  Outcomes  research,  guidelines  and  peer  review;  and 

4.  Publish  mortality  effectiveness  and  price  data. 
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B.  Small  market  reforms  —  Some  of  the  practices  of 
carriers  operating  in  the  250  employees  or  fewer  market  must 
be  changed,  and  the  law  of  large  numbers  must  be 
reestablished.    A  beginning  is  to  look  to  the  proposals  the 
industry  itself  has  put  forward.     Some  other  reforms 
include: 

1.  Preempt,  across-the-board,  state  mandates  and 
anti-managed  care  laws; 

2.  Permit  the  offering  of  an  essential  care  package 
which  provides  affordable  basic  coverage;  and 

3.  Prohibit  aggressive  insurer  practices  that 
encourage  churning,  increase  administrative  costs 
and  force  excessive  underwriting. 

C.  Additional  Measures 

1.  Enact  100%  deductibility  for  the  self-employed. 

2.  Pursue  wellness  education  and  incentives. 

3.  Undertake  children's  health  initiatives. 

4.  Enact  medical  malpractice  reform. 

5.  Reform  the  public  health  programs,  including 
expansion  of  community  health  programs  to  address 
the  crisis  outside  of  the  small  business  problem. 
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END  NOTES 


(1)  A  telling  illustration  of  this  is  the  increase  in  the 
number  of  uninsured  self-employed  business  owners  from 
19%  in  1989  to  22%  in  1990. 

(2)  The  NFIB  Foundation  has  conducted  three  comprehensive 
health  surveys:  1978,  1986,  and  1990.  In  addition,  in 
1983  and  1986,  small  business  owners  were  asked  to  rank 
in  order  of  importance  75  issues  from  liability  insurance 
to  garbage  collection  to  taxes.  Health  insurance  was 
ranked  number  one.  Surprisingly,  health  insurance  even 
ranked  higher  than  liability  insurance  (ranked  #2)  at 
a  time  when  the  liability  insurance  crisis  was  at  its 
peak  (1986). 

(3)  Two-thirds  of  small  businesses  offer  health  insurance. 
Between  the  first  NFIB  study  (1978)  and  the  second  study 
(1986),  the  number  of  small  firms  offering  health 
insurance  increased  by  8  percentage  points.  Between  1986 
and  1990,  the  percentage  of  small  firms  declined  by  less 
than  2  percentage  points.  The  decline  may  be  within  the 
range  of  statistical  error  or  may  be  the  indication  of 
a  trend.  A  1990  follow-up  field  survey  indicates  the 
latter  may  be  operating.  These  results  were  confirmed 
by  the  ICF  study  sponsored  by  the  Small  Business 
Administration. 

(4)  "New"  refers  to  both  established  and  start-up  firms. 
While  two  distinct  groups,  they  share  at  least  two  common 
characteristics  —  marginality  and  very  limited  cash 
flow.  In  addition,  new  firms  have  no  past  experience 
upon  which  insurance  companies  can  assess  the  risk. 

(5)  In  1990,  over  89%  of  small  business  respondents  cited  the 
cost  of  health  insurance  as  becoming  "prohibitively 
expensive."  In  1990,  19.7%  of  firms  surveyed  without 
health  insurance  indicated  that  health  insurance  was 
offered  at  some  time  in  the  past. 

(6)  Between  1987  and  1990,  small  business  health  insurance 
premiums  rose  from  an  average  of  $1,942  to  an  estimated 
$3,192  [Foster  &  Higgins  data]. 

(7)  Over  50%  of  the  business  community  self  insures,  and  that 
number  has  been  rapidly  increasing  since  ERISA's  passage 
in  the  1970s.  Most  firms  that  self  insure  tend  to  be 
large  and  profitable.  Less  than  49%  of  small  firms  are 
able  to  self-insure.  Self-insurance  provides  at  least 
four  benefits:  1)  compliance  with  state  mandates  is  not 
required,  2)  no  state  premium  taxes  are  assessed,  3) 
administrative  costs  are  lower,  and  4)  the  company  has 
complete  flexibility  to  design  the  health  benefit  plan. 

(8)  There  are  over  700  state-mandated  health  insurance 
benefits  requiring  coverage  for  everything  from 
chiropractic  care  to  mental  health  care  to  in  vitro 
fertilization  to  herbal  medicine  treatments.  State 
health  insurance  mandates  drive  up  the  cost  of  health 
insurance  for  small  firms  between  20  to  30%.  Larger 
businesses  that  can  self-insure  under  ERISA  are  able  to 
avoid  these  mandates  and  design  their  health  plans 
according  to  their  employees'  needs,  not  as  defined  by 
the  state  government.  In  addition,  state  health 
insurance  mandates  have  been  shown  to  increase  medical 
care  inflation  by  creating  an  artificial  demand  for 
services.  The  Center  for  Policy  Analysis  (Dallas,  Texas) 
estimates  that  25%  of  the  uninsured,  both  businesses  and 
individuals,  are  the  result  of  the  higher  costs  created 
by  state  health  insurance  mandates. 
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(9)  SBA  estimates  that  large  firms  receive  95C  of  benefits 
for  every  dollar  in  premiums  spent,  whereas  smaller  firms 
receive  60-75C  of  benefits  for  every  dollar  spent. 

(10)  Sixty-one  percent  of  the  respondents  in  1989  called  for 
government  help  in  reducing  the  cost  of  health  care  and 
health  insurance.  Small  businesses  also  supported  the 
imposition  of  doctor  fee  structures  in  Medicare. 
However,  the  majority  of  small  firms  oppose  national 
health  insurance  and  an  overwhelming  majority  oppose 
mandates,  strongly  believing  there  are  market-oriented 
"fixes". 

(11)  Sixty-nine  percent  either  agreed  or  strongly  agreed  that 
every  American  has  the  right  to  basic  health  care 
regardless  of  ability  to  pay,  but  they  also  believe  that 
individuals  have  the  primary  responsibility. 

(12)  Health  insurance  is  the  second  most  frequently  offered 
benefits  in  a  small  firm.  The  first  benefit  offered  is 
paid    vacation  time. 

(13)  In  today's  shrinking  labor  market,  small  firms  are 
intensely  competing  with  both  large  and  small  businesses 
for  qualified,  skilled  employees.  A  less  generous  fringe 
benefit  package  is  a  competitive  disadvantage  which 
neither  attracts  nor  retains  good  employees. 

(14)  The  median  small  businesses  owner  takes  out  of  his/her 
business  less  than  the  median  wage  and  salary  worker. 
About  40%  of  the  1989  study  respondents  took  out  of 
their  business    less  than  $30,000  last  year. 

(15)  Small  firms  are  price  sensitive.  Of  those  firms  not 
offering  health  insurance,  28%  said  they  would  offer 
insurance  if  premium  costs  were  lowered  at  least  20%. 

(16)  To  date,  the  employee-provided  health  insurance  system 
has  been  successful.  The  number  of  Americans  covered  by 
employment-based  insurance  has  risen  from  40%  in  the 
1940s  to    over  80%  in  1988. 

(17)  Small  businesses  typically  engage  in  "one-stop  shopping. 
One  independent  insurance  agent  is  used  to  provide  all 
of  the  business'  insurance  needs.  In  addition,  there  is 
limited  expertise  in  the  small  business  with  respect  to 
benefit  design  and  negotiation.  The  owner  is  typically 
the  benefits  manager,  payroll  administer,  etc.  The 
average  small  business  owner  spends  8  to  10  hours  a  week 
on  paperwork  alone. 

(18)  Small  business  owners  view  full-time  employees  (defined 
as  working  over  25  hours  a  week)  as  distinct  from 
part-time  employees.  The  limited  connection  to  the 
workplace  and  the  part-timers'  preference  for  cash 
compensation  or  flex-time  explain  a  difference  between 
the  benefits  offered  the  two  types  of  employees.  This 
difference  has  been  institutionalized  by  the  insurance 
industry,  which  charges  higher  premiums  for  part-timers 
or  refuses  to  cover  such  employees. 

(19)  Less  than  one  percent  of  those  not  offering  health 
insurance  stated  that  under  no  condition  would  health 
insurance  be  offered. 

(20)  Less  than  4%  use  HMOs  or  self  insure. 

(21)  NFIB  currently  has  a  follow-up  survey  in  the  field 
seeking  to  specifically  identify  insurance  reforms  beyond 
those  mention  in  this  section.  The  small  businesses 
owners  will  be  asked  for  their  opinions  on  items  such  as 
guaranteed  issue,  community  rating,  tax  preferences  and 
risk  pools. ) 
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(22)  The  implications  of  such  an  expansion  are  immense  —  over 
21%  of  self-employed  workers  are  uninsured  and  30%  of 
these  businesses  employ  one  to  four  people.  If  the  full 
deduction  were  restored,  possibly  one  quarter  to  one  half 
of  the  working  uninsured  and  their  dependents  could  be 
helped.  A  full  deduction  provides  a  powerful  financial 
incentive  by  reducing  the  cost  of  health  insurance  for 
perhaps  the  most  expensive-to-cover  portion  of  the 
business  community. 

(23)  The  threat  of  malpractice  claims  is  estimated  to  add  $4 
billion  to  the  cost  of  health  care  each  year.  It  is  also 
estimated  that  defensive  action  on  the  part  of  doctors 
costs  $100,000  per  year  per  physician.  (Source:  Small 
Business  Administration,  1991) 

(24)  12-26%  surveyed  indicated  they  would  go  out  of  business 
if  the  cost  of  the  package  was  $50.00  to  $150.00  per 
employee  per  month.  (Small  Business  and  Health  Survey, 
NFIB  Foundation) 

(25)  Over  25-49%  said  they  would  change  employment  practices. 
61%  said  they  would  raise  prices  if  possible,  25%  would 
eliminate  part  time  jobs,  and  31%  would  reduce  other 
benefits.  (Small  Business  and  Health  Survey,  NFIB 
Foundation) 

(26)  NFIB  MANDATE  vote:  89%  oppose  mandated  health  benefits 
(4%  undecided,  7%  favor).     Full  membership  polled. 

(27)  NFIB  MANDATE  vote:  94%  oppose  "pay  or  play"  schemes  (2% 
undecided,  4%  favor).     Full  membership  polled. 

(28)  MANDATE  vote:  78%  oppose  a  national  health  insurance 
program  (6%  undecided,  16%  favor).  Full  membership 
polled. 

(29)  Small  Business  and  Health  Care,  1990  NFIB  Foundation 

(30)  Small  Business  and  Health  Care,  1990  NFIB  Foundation 


Further  information  may  be  obtained  in  the  1989/1990  "Small 
Business  and  Health  Care"  survey  by  the  NFIB  Foundation  (Drs. 
Hall  and  Kuder).  The  survey  was  drawn  on  a  random  sample  of 
16,614  small  business  owners.  Over  5,300  useable  surveys  were 
returned  for  a  29  percent  response  rate.  A  comparison  of  the 
estimated  small  employer  universe  and  the  survey  respondents 
generally  indicate  that  they  are  similar  in  size,  industrial 
distribution,  and  geography  (with  a  very  slight  western  states 
bias). 
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APPENDIX  2 
Access  for  Small  Business  Strategy 


OBJECTIVE:  To  improve  access  to  health  care  through 
affordable  health  insurance  and  cost-effective  quality  medical 
care . 


I.  Renewal  of  Federal  Government  Obligations 

A.  Medicaid  reforms 

B.  Medicare  reforms 

C.  100%  deduction  for  the  self-employed,  sole 
proprietorship,  partnership,  and  S-Corporation 
business  owners  (HR  784) 

II.  Removal  of  Government  Barriers 

A.  Pre-emption  of  state  health  insurance  mandates 

B.  Pre-emption  of  state  managed  care 
restrictions 

C.  Simplification  of  cafeteria  plans  and  METs 

D.  Reinstatement  of  the  individual  line-item  deduction 
for  health  insurance  premiums. 

E.  COBRA  reform 

III.  Cost  containment  mechanisms 


A. 

Consumer  information 

B. 

Outcomes  research 

C. 

Physician  practices  guidelines 

D. 

Wellness  education/preventive  care  promotion 

E. 

Medical  malpractice  reforms 

F. 

Living  wills 

G. 

Coinsurance 

H. 

Hospital  outcomes  data 

Insurance  Industry  Preforms 

A. 

Return  to  the  "law  of  large  numbers" 

B. 

Underwriting  reforms 

Unacceptable  Mechanisms 

A. 

Mandated  benefits 

B. 

"Pay  or  Play"  schemes 

C. 

Triggered  mandates 

D. 

National  health  insurance 
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Mr.  Gibbons.  Mr.  Church,  would  you  please  summarize  your 
statement?  Your  entire  statement  will  be  included  in  the  record. 

STATEMENT  OF  JOHN  F.  CHURCH,  JR.,  CHAIRMAN  OF  THE 
BOARD,  NATIONAL  ASSOCIATION  OF  WHOLESALER-DISTRIBU- 
TORS, AND  PRESIDENT,  CINCINNATI  CORDAGE  &  PAPER  CO., 
CINCINNATI,  OHIO 

Mr.  Church.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee. 

My  name  is  John  F.  Church,  Jr.  I  am  president  of  the  Cincinnati 
Cordage  &  Paper  Co.  Cordage  Papers  was  founded  in  1892.  It  is 
headquartered  in  Cincinnati.  It  employs  270  people  in  nine  loca- 
tions. 

I  am  also  chairman  of  the  board  of  the  National  Association  of 
Wholesaler-Distributors.  NAW's  typical  member  has  45  employees. 

NAW  commends  you,  Mr.  Chairman,  and  the  entire  committee 
for  the  time  and  interest  you  are  devoting  to  the  very  critical  issue 
of  health  care.  I  can  tell  you  that  this  is  an  issue  very  much  on  the 
minds  of  our  Nation's  wholesaler-distributors.  Indeed,  it  has 
reached  true  crisis  proportions. 

Last  fall,  NAW  conducted  a  survey  on  employee  benefits  current- 
ly offered  in  our  industry.  Copies  of  the  relevant  portions  of  the 
survey  are  attached  to  my  statement.  Our  survey  revealed  that 
health  benefits  are  universally  offered  to  our  members'  employees. 

Ninety-nine  percent  of  all  respondents  make  health  insurance 
coverage  available  to  their  employees,  with  52  percent  assuming 
100  percent  of  the  cost  of  the  coverage.  Similarly,  the  overwhelm- 
ing majority,  92  percent,  provide  health  care  coverage  to  depend- 
ents. 

My  own  company  has  a  longstanding  policy  of  providing  health 
care  coverage  to  its  employees  and  their  dependents.  In  order  for 
employees  to  utilize  the  coverage  intelligently,  Cordage  provides  a 
comprehensive  education  program.  We  have  financial  incentives 
for  employees  who  voluntarily  audit  their  hospital  accounts,  con- 
duct regular  meetings  with  our  employees  to  discuss  their  health 
care  benefits,  insert  informational  pieces  on  wellness  and  other 
issues  in  payroll  envelopes,  and  operate  an  employee  benefits  hot- 
line. 

Health  care  access  is  not  an  issue  at  Cordage  or  for  NAW's  mem- 
bers, but  the  skyrocketing  costs  of  continuing  to  provide  coverage 
is.  Indeed,  it  is  reaching  a  breaking  point.  The  increased  costs  of 
providing  coverage  is  driving  wholesaler-distributors  to  seek  a  way 
out  of  this  cost  trap. 

Ours  is  one  of  those  companies.  Since  1989,  the  cost  of  our  com- 
pany's health  plan  has  increased  by  37  percent.  Over  the  past  year 
alone,  our  costs  have  risen  22  percent.  Today,  we  are  paying  more 
to  provide  health  care  benefits  than  our  company  contributes  to 
Social  Security.  A  20-percent  rate  of  increase  per  year  in  these 
costs  will  generate  a  total  expenditure  which  equals  our  annual  op- 
erating profit. 

Should  costs  continue  to  increase  at  this  current  rate,  we  will  be 
reluctantly  forced  to  consider  the  truly  undesirable  possibility  of 
reducing  benefits  or  eliminating  them  altogether. 
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Mr.  Chairman,  we  do  not  want  to  add  almost  300  Cordage  em- 
ployees to  the  uninsured,  and  we  want  to  continue  to  provide  the 
best  benefit  package  so  that  we  can  retain  our  employees. 

This  committee  is  correct  to  concern  itself  with  the  30-plus  mil- 
lion uninsured.  All  Americans  should  have  access  to  adequate 
health  care,  but  it  is  critical  to  recognize  that  the  private  system 
which  insures  185  million  Americans  is  collapsing  under  the 
weight  of  enormous  cost  increases,  and  those  costs  which  are  being 
shifted  to  it. 

Our  recommendations?  Cost  containment  and  cost  shifting  are 
the  fundamental  concerns.  Public  policymakers  must  come  to  grips 
with  that  fact.  State  mandates  restrict  the  ability  of  smaller  busi- 
nesses to  provide  coverage.  They  should  be  eliminated. 

Small  business  insurance  reforms  need  to  be  accomplished.  Man- 
aged care  should  be  actively  encouraged.  Policies  should  foster 
wellness  and  require  individuals  to  play  an  increased  role  in  their 
health  care  cost  decisions. 

Physician  and  hospital  costs  must  be  addressed.  The  self-em- 
ployed should  be  allowed  to  deduct  up  to  the  same  amount  of 
health  care  insurance  costs  as  that  permitted  to  other  employers, 
at  least  where  alternative  employer-based  coverage  is  not  otherwise 
attainable. 

We  strongly  oppose  federally  mandated  health  insurance.  Such  a 
mandate  would  ignore  the  financial  capacity  of  companies  to  offer 
health  insurance  to  all  workers,  and  would  preclude  the  flexibility 
essential  to  creative  innovation. 

NAW  believes  that  we  must  act  now,  but  we  must  do  so  careful- 
ly, cautiously,  and  with  limited  and  measured  steps.  NAW  strongly 
believes  that  we  need  a  truly  thoughtful,  rather  than  partisan  or 
ideological,  approach  to  this  complex  issue,  if  we  are  to  all  come  to 
grips  with  it  in  a  meaningful  way. 

It  is  at  this  point  that  we  look  forward  to  working  with  you  as 
you  address  this  matter  further.  Mr.  Chairman  and  members  of  the 
committee,  I  again  wish  to  express  my  sincere  appreciation  for  the 
opportunity  to  appear  before  you  today.  Thank  you. 

Mr.  Gibbons.  Thank  you,  Mr.  Church. 

[The  prepared  statement  follows:] 
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Statement  of 

JOHN  F.  CHURCH,  JR. 
Chairman  of  the  Board 
National  Association  of  Wholesaler-Distributors 

Before  the 

COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  House  of  Representatives 

on 

LONG-TERM  STRATEGIES  FOR  HEALTH  CARE 


I.      INTRODUCTION  AND  BACKGROUND 

My  name  is  John  F.  Church,  Jr.  I  am  President  of  The  Cincinnati  Cordage  and  Paper 
Company,  a  privately-owned  wholesale  paper  company.  Cordage  Papers  was  founded  in 
1892,  is  headquartered  in  Cincinnati,  Ohio,  and  employs  270  people  in  9  locations. 

I  am  also  Chairman  of  the  Board  of  the  National  Association  of  Wholesaler-Distributors 
(NAW),  which  is  a  federation  of  1 14  national  wholesale  distribution  trade  associations,  55 
state  and  regional  trade  associations  and  2,000  individual  wholesale  distribution  firms, 
representing  over  40,000  companies  nationwide.  (A  list  of  NAW  member  associations  is 
attached  as  Appendix  A.)  These  companies  are  overwhelmingly  small  to  medium-sized 
businesses. 

NAW  commends  you,  Mr.  Chairman,  and  the  entire  Committee  for  holding  these  hearings 
and  for  the  time  and  interest  you  are  devoting  to  the  very  critical  issues  of  health  care  cost, 
access  and  quality,  and  health  care  insurance  availability  and  affordability.  As  Chairman  of 
NAW,  and  as  a  businessman,  I  can  tell  you  that  this  is  an  issue  very  much  on  the  minds  of 
our  nation's  wholesaler-distributors.  Indeed,  it  has  reached,  for  our  members,  as  for 
others,  true  crisis  proportions. 

I  also  wish  to  express  my  appreciation  for  the  opportunity  of  our  association's  President, 
Dirk  Van  Dongen,  to  participate  in  your  Committee  retreat  on  this  subject  this  past 
weekend. 

In  preparation  for  this  testimony  and  the  retreat,  we  devoted  considerable  time  and  effort  to 
study  health  care  and  health  insurance  issues.  Our  examination  clearly  expanded  our 
understanding  of  the  issues  involved  and  their  complexity.  We  sought  and  learned  from 
the  views  of  a  broad  group  of  parties  and  stakeholders.  One  of  the  fundamental  facts  we 
learned  was  that  our  industry's  interests  in  this  matter  are  inextricably  intertwined  with  all 
other  aspects  of  the  issue. 


II.     HEALTH  CARE  COVERAGE  IN  THE  WHOLESALE 
DISTRIBUTION  INDUSTRY 

I  would  like  to  share  what  we  have  learned  and  the  recommendations  which  we  would 
offer  as  a  result,  first,  in  the  form  of  conclusions  about  the  present  system,  and  next,  in  the 
way  of  general  policy  recommendations. 

Before  I  address  our  conclusions  and  recommendations,  however,  I  would  like  to  give  you 
a  description  of  health  care  in  the  wholesale  distribution  industry  and  specific  information 
on  how  my  own  company  approaches  health  coverage  for  our  employees. 

The  wholesale  distribution  industry  is  proud  of  the  compensation  and  benefit  package  it 
provides  to  its  employees.  Wholesaler-distributors  pay  good,  highly-competitive  wages 
and  we  are  an  industry  composed  overwhelmingly  of  permanent,  full-time  employees. 
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Last  Fall,  NAW  conducted  a  survey  in  order  to  compile  and  analyze  information  pertaining 
to  the  kinds  of  health,  pension  and  other  benefits  currently  offered  by  our  members  to  their 
employees.  We  received  a  total  of  3,460  responses,  covering  a  wide  variety  of  benefit 
issues  such  as  levels  of  employer  contributions  to  health  plans  and  the  kinds  of  pension 
plans  provided.  The  response  rate  was  the  highest  of  any  survey  we  have  conducted  in 
recent  memory.  A  summary  of  the  survey's  health  insurance-related  questions  is  attached 
as  Appendix  B. 

As  you  will  see,  66  percent  of  all  respondents  employ  fewer  than  50  employees.  Thirty-six 
percent  of  all  respondents  employ  less  than  20  workers,  while  only  eight  percent  employ 
more  than  200. 

In  terms  of  health  insurance  coverage,  our  survey  revealed  that  health  benefits  are 
universally  offered  to  employees  by  our  members.  Ninety-nine  percent  of  all  survey 
respondents  make  health  insurance  coverage  available  to  their  employees,  with  fifty-two 
percent  of  the  respondent  companies  assuming  100  percent  of  the  cost  of  coverage.  An 
additional  22  percent  paid  more  than  80  percent  of  employee  health  care  insurance 
premiums. 

Similarly,  the  overwhelming  majority  -  92  percent  ~  provide  health  care  coverage  to 
employees'  dependents.  Forty-eight  percent  of  respondents  pay  over  eighty  percent  of  the 
health  care  costs  for  dependent  care  coverage,  while  twenty-six  percent  paid  between  50 
and  80  percent. 

There  was  no  correlation  between  company  size  and  the  likelihood  of  health  benefits  being 
provided.  Thus,  while  ninety-nine  percent  of  respondents  in  all  categories  of  employee 
size  offered  health  insurance,  fully  97  percent  of  those  with  fewer  than  20  workers  offer 
this  benefit. 

My  own  company,  Cincinnati  Cordage  &  Paper  Company,  has  a  long-standing  policy  of 
providing  health  care  coverage  to  its  employees  and  their  dependents.  Our  insurance  plan 
covers  traditional  hospital,  physician  and  laboratory  costs,  as  well  as  home  health  and 
hospice  care.  Our  plan  also  covers  psychological  and  alcoholism  treatment,  and  contains  a 
generous  dental  plan.  A  small  percentage  of  our  employees  are  under  a  union  contract,  and 
die  health  plan  for  those  employees  is  provided  under  a  collective  bargaining  agreement. 

Cordage  offers  its  employees  two  medical  insurance  choices  ~  a  premium  plan  and  a 
standard  plan.  Both  plans  have  annual  deductibles  and  out-of-pocket  maximums  which  are 
based  on  individual  employees'  salaries.  The  standard  plan  bears  a  lower  employee-paid 
premium  cost  and  higher  deductibles  and  maximum  out-of-pocket  costs,  while  the  premium 
plan  charges  a  higher  employee  premium  and  has  a  lower  deductible  and  out-of-pocket 
maximum  cost. 

In  the  case  of  the  standard  plan,  our  company  pays  94  percent  of  the  premium  cost  for 
individuals  and  82  percent  of  the  cost  for  families;  in  the  case  of  the  premium  plan,  we  pay 
78  percent  of  the  premium  cost  for  individuals  and  68  percent  for  families. 

In  order  that  employees  understand  which  plan  is  in  their  best  interest  to  utilize,  Cordage 
has  initiated  and  maintains  a  comprehensive  employee  education  program.  We  educate  our 
employees  so  that  they  may  make  informed  choices  when  purchasing  their  health  insurance 
and  how  to  be  informed  consumers  of  health  care,  as  well. 

For  example,  Cordage  operates  an  "employee  benefit  hotline"  directly  to  our  benefits 
administrator  who  can  answer  questions  about  coverage  and  costs.  We  also  provide 
financial  incentives  to  employees  who  voluntarily  audit  their  hospital  accounts,  conduct 
regular  meetings  with  our  employees  to  discuss  their  health  care  benefits,  and  insert 
informational  pieces  on  wellness  and  other  issues  in  payroll  envelopes. 
We  consider  our  employee  education  program  to  be  an  integral  part  of  our  health  care  plan 
at  Cordage. 

In  terms  of  benefits,  we  provide  very  generous  coverage,  with  a  lifetime  maximum  benefit 
per  covered  individual  of  $1  million  and  both  short  and  long-term  disability  coverage  for  all 
of  our  employees. 
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Let  me  also  comment  that  those  directly  involved  in  the  health  care  field  within  NAWs 
membership  are  among  the  most  creative  and  progressive.  For  example,  the  Health 
Industry  Distributors  Association  and  the  National  Wholesale  Druggists'  Association,  two 
of  NAWs  affiliate  member  associations,  have  embarked  on  initiatives  which  have  as  their 
goal  a  substantial  reduction  in  the  cost  of  distribution  of  pharmaceutical  supplies  and 
medical  devices  to  those  who  need  them  Naturally,  they  are  motivated  by  business 
advantage.  This  is  not  to  be  disparaged,  however,  and  underscores  the  need  to  maintain 
both  private  and  public  sector  involvement  as  this  process  goes  forward. 


III.   COST-THE  CATALYST  TO  THE  HEALTH  CARE  CRISIS 

Health  care  access  is  not  an  issue  at  Cordage  or  in  our  membership,  but  the  skyrocketing 
costs  of  continuing  to  provide  coverage  is.  Indeed,  it  is  reaching  a  breaking  point,  if  it  is 
not  at  this  point  already. 

NAWs  Employee  Benefits  Survey  revealed  a  decisive  trend  in  our  industry  towards 
changing  health  insurance  companies  over  the  past  few  years  .  Over  the  three  years,  1987 
to  1990,  over  half  of  our  survey  respondents  reported  that  they  have  made  a  change  in 
health  insurance  carriers.  Prior  to  1987,  the  amount  of  change  was  less  than  nine  percent 
in  any  given  year,  in  fact,  prior  to  1980,  the  change  was  less  than  2  percent  per  year. 

Mr.  Chairman,  this  trend  towards  "shopping  around"  for  health  coverage  can  signal  only 
one  thing:  that  the  increased  costs  of  providing  coverage  is  driving  wholesaler-distributors 
to  rethink  their  current  practices  by  seeking  a  way  out  of  the  cost  trap.  This  is  a  disturbing 
trend,  one  which  tells  us  that  wholesaler-distributors  are  finding  it  increasingly  difficult  to 
provide  health  benefits  at  prices  which  they  can  afford. 

Cordage  is  one  of  those  companies.  Since  1989,  the  aggregate  cost  of  our  company's 
health  plan  has  increased  by  thirty-seven  percent,  and  over  the  past  year  alone,  our  costs 
have  risen  by  twenty-two  percent.  Clearly,  our  health  plan  costs,  which  represents  7.5 
percent  of  total  payroll  at  present,  is  resulting  in  a  crushing  burden  on  our  cost  of  doing 
business. 

Today,  we  are  paying  more  to  provide  health  care  benefits  than  our  company  contributes  to 
Social  Security  for  our  employees.  And,  a  20  percent  rate  of  increase  per  year  in  these 
costs  represents  a  cost  increase  in  dollar  terms  which  equals  our  total  yearly  operating 
profit. 

In  an  effort  to  maintain  quality  core  benefits  while  simultaneously  controlling  costs, 
Cordage  has  put  into  effect  the  following  limitations  in  its  health  plan  over  the  past  year: 

•  A  stricter  definition  of  "eligible  dependents"  for  health  coverage; 

•  An  elimination  of  100  percent  reimbursement  on  certain  outpatient  surgery; 

•  An  outpatient  surgery,  diagnostic  and  mental  health  utilization  review  program; 

•  An  elimination  of  mandatory  second  surgical  opinions  (although  the  plan 
will  continue  to  pay  100  percent  for  such  opinions). 

•  Increased  penalties  for  failure  to  utilize  managed  care  plan  features. 

We  did  not  wish  to  make  these  changes.  We  have  been  forced  to  do  so. 

While  Cordage  has  a  higher  capacity  than  many  small  to  medium-size  companies  to  offer 
and  retain  a  generous  health  benefit  package,  we  are  coming  under  enormous  cost  pressure, 
even  with  our  recent  cost  containment  efforts.    Should  costs  continue  to  increase  at  their 
current  rate,  we  will  be  reluctantly  forced  to  consider  the  truly  undesirable  possibility  of 
reducing  benefits  even  further  or  eliminating  them  altogether. 

Mr.  Chairman,  a  decision  to  discontinue  our  health  plan  would  present  the  worst  kind  of 
Hobson's  choice  for  Cordage  Paper.  We  do  not  want  to  add  almost  300  people  to  ranks  of 
the  uninsured  and  we  want  to  continue  to  provide  to  our  employees  the  best  kind  of 
employee  benefit  packages  so  that  we  can  retain  them  as  employees.  However,  the 
escalating  costs  of  medical  care  may  present  us  with  the  choice  in  the  near  future  of  either 
discontinuing  those  benefits  or  laying  off  workers. 
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This  committee  is  correct  to  concern  itself  with  the  30+  million  uninsured.  Like  you,  we 
believe  all  Americans  should  have  access  to  adequate  health  care.  But,  this  being  said,  it  is 
critical  that  it  be  recognized  that  the  private  system,  which  insures  185  million  Americans, 
is  collapsing  under  the  weight  of  the  costs  associated  with  it  and  which  have,  in  addition, 
been  shifted  to  it.  Most  vulnerable  are  smaller  employers  presendy  providing  health 
insurance  coverage;  do  nothing  and  many  of  them  will  be  forced  to  reduce  or  cease 
providing  coverage;  do  the  wrong  things,  and  they  will  lay  the  entire  responsibility  at 
government's  door  ~  a  prospect  I  would  not  relish  were  I  in  your  shoes. 


IV.    CONCLUSIONS  AND  SUGGESTIONS  FOR  CHANGE 

The  health  care  system  is  in  a  crisis.  This  is  because  we  all,  properly,  subscribe  to  the 
provisions  of  health  care  for  all  our  citizens  and  because  the  cost  burden  is  crushing  for 
both  private  employers  and  government  itself. 

This  brings  me  to  what  we  consider  the  most  important  element  of  any  federal  approach  to 
solving  the  health  care  crisis.  Federal  policy  needs  to  separate  financing  health  care  from 
access  to  health  care.  Unless  the  cost  issue  is  addressed  as  a  separate,  distinct  matter,  any 
change  in  our  present  system  will  simply  continue  the  shell- game  of  cost  shifting.  Clearly 
therefore,  cost  containment  must  be  a  fundamental  concern. 

Cost  shifting  from  "power  buyers"  of  health  care  to  those  without  similar  negotiating 
power  is  threatening  to  break  the  ability  of  smaller  business  to  provide  health  insurance  for 
their  employees.  We  believe  that  as  the  largest  "power  buyer"  of  health  care,  the 
government  is  a  major  source  of  this  current  crisis.  Government  restricts  reimbursement  of 
payments  sought  by  the  provider  community.  Health  care  providers  are  eminently 
resourceful,  however,  and  have  learned  how  to  make  up  the  loss  from  one  source  by 
overcharging  another. 

In  addition,  consumers  of  medical  services  have  little  to  no  incentive  to  concern  themselves 
about  costs,  nor  do  they  have  adequate  information  upon  which  to  judge  quality  of  service. 

We  also  believe  that  the  insurance  industry  adversely  selects  against  smaller  employers 
through  rating  practices  which  deny  the  basic  risk  spread  concept  of  insurance. 

Finally,  state  governments  have  established  barriers  to  small  businesses  providing  health 
insurance  coverage  through  mandates  which  go  well  beyond  basic  health  care  coverage, 
creating  counterproductive  results. 

Much  of  today's  focus  in  the  health  care  and  health  insurance  debate  is  on  coverage  for  the 
uninsured.  The  following  recommendations  encompass  this  valid  concern.  They  also 
address  the  circumstances  of  small  employers,  such  as  our  members,  who  are  on  the  edge 
and  who  simply  cannot  continue  to  absorb  the  unrelenting  cost  of  increases  with  which 
they  are  now  being  faced.  Indeed  -- 1  stress  again  --  the  overlooked  problem  is  that  these 
smaller  businesses  may  soon  "toss  in  the  towel,"  creating  an  even  greater  pressure  on 
government  to  assume  the  burden  of  providing  health  care  to  individuals  now  under  the 
private  system. 

This  would  be  a  disastrous  development.  Government's  assumption  of  such  a  role  would 
only  create  expectations,  which  would  become  entitlements  in  short  order,  and  we  believe 
the  taxpayer  will  simply  not  pay  for  a  governmental  decision  of  that  magnitude. 

This  brings  me  to  what  we  consider  the  most  important  elements  of  any  federal  approach  to 
solving  the  health  care  crisis: 

•  Cost  containment  and  cost  shifting  must  be  the  fundamental  concerns.  Cost  shifting 
from  "power  buyers"  of  health  care  to  those  without  similar  negotiating  power  is 
threatening  to  break  the  ability  of  smaller  business  to  provide  health  insurance  for 
their  employees.  As  the  largest  "power  buyer"  of  health  care,  the  government  is  a 
major  source  of  this  current  crisis.  Government  restricts  reimbursement  of  payments 
sought  by  the  provider  community,  but  these  providers  are  eminendy  resourceful  and 
have  learned  how  to  make  up  the  loss  from  one  source  by  overcharging  another. 
Public  policy-makers  must  come  to  grips  with  this  fact. 
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•  Elimination  of  state  mandates  that  restrict  the  ability  of  smaller  businesses  to  provide 
coverage  for  their  employees. 

•  Managed  care  offers  an  enlightened  solution,  irrespective  of  financing  approach,  and 
must  be  fostered  by  Federal  policy.  Efforts  have  been  undertaken  in  some  states  to 
restrict  the  managed-care  approach.  When  quality  is  at  issue,  these  concerns  have  an 
appropriate  origin.  But,  often,  they  simply  reflect  a  practitioner  community  which 
objects  to  limitations  on  its  freedom. 

•  Small  business  insurance  reform  needs  to  be  accomplished  --  for  both  those 
employers  with  insurance,  and  those  presently  without.  The  proposal  advanced  by 
the  Health  Insurance  Association  of  America  is  a  constructive  initiative  and  should  be 
used  as  an  initial  point  of  departure  for  constructive  debate  on  this  issue. 

•  Increasing  the  role  of  the  individual  in  health  care  economic  decision-making  is 
essential. 

•  Physicians,  hospitals  and  others  involved  in  providing  health  care  must  be  reached  in 
this  debate.  Not  by  their  own  creation,  necessarily,  but  by  the  very  nature  of  the 
service  they  render,  we  face  a  situation  where,  when  we  need  their  services,  we  do 
not  behave  like  "economic  man."  They  control  what  we  need  in  terms  of  treatment, 
and  what  we  pay.  This  creates  a  dependency.  Frankly,  that  dependency  would  exist 
even  without  today's  third  party  payment  system. 

We,  as  this  committee  well  knows,  are  about  the  last  to  suggest  that  any  approach 
other  than  the  free  market  should  be  considered  to  address  virtually  any  issue  or 
problem.  But,  health  care  is  not  a  perfect  market  -  far  from  it.  For  now,  we  are 
willing  to  suggest  two  policy  recommendations  which  should  be  implemented 
affecting  the  provider  community: 

•  Malpractice  reform:  medical  providers  should  be  held  accountable,  but  not 
to  the  point  of  causing  them  to  operate  with  a  foxhole  mentality.  Prudent 
malpractice  reform  will  eliminate  the  necessity  ~  and  excuse    of  defensive 
testing  and  other  forms  of  medicine  used  only  to  prevent  future  malpractice 
claims. 

•  Consumer  guidance:  we  ought  to  have  information  on  which  hospitals/ 
physicians  produce  the  best  results  ~  so  we  can  seek  them  out.  Let  us  at 
least  get  what  we  "pay"  for.  As  sophisticated  as  our  medical  services 
delivery  system  is,  the  individual  has  little  information,  typically,  of  how 
good  the  individual  or  institution  he  or  she  is  dealing  with  really  is. 

•  The  self-employed  should  be  allowed  to  deduct  up  to  the  same  amount  of  health  c~e 
costs  as  that  permitted  to  other  employers,  at  least  in  those  circumstances  where 
alternative  employer- based  coverage  is  not  otherwise  obtainable  by  these  individuals. 


V.  CONCLUSION 

These  are  limited  and  measured  steps.  But,  at  least  action  on  them  would  serve  to  get 
behind  us  some  of  the  key  issues  which  serve  to  keep  the  discussion  circular,  rather  than 
focused  on  practical  solutions. 

NAW  believes  that  we  must  act  now,  but  we  must  do  so  carefull>  and  cautiously. 
Whatever  flaws  there  are  in  our  current  health  system,  we  should  keep  in  mind  that  it  is  still 
the  best  in  the  world.  Any  attempts  to  change  health  care  in  America  as  we  know  it  in  one 
fell  swoop  may  put  at  risk  the  very  best  that  our  system  has  to  offer. 

In  closing,  I  need  to  stress  that  we  strongly  oppose  federally  mandated  health  insurance 
because  we  do  not  believe  that  the  federal  government  should  be  in  the  business  of  forcing 
employers  to  provide  a  specific  set  of  employee  benefits.  This  opposition  is  based  on  both 
a  long-standing  fundamental  position  against  mandated  employee  benefits  and  the  practical 
recognition  that  such  mandates  could  not  possibly  take  into  consideration  the  financial 
ability  of  all  companies  to  offer  wide-ranging  health  insurance  to  all  workers  nor  offer  an 
environment  of  flexibility  essential  to  creative  innovation. 

Mr.  Chairman,  and  members  of  the  committee,  I  again  wish  to  express  my  appreciation  for 
your  invitation  to  testify  before  you  today. 

We  are  struck  -  perhaps  by  the  spirit  of  the  retreat,  as  it  has  been  reported  to  me  -  by  the 
essential  need  for  a  truly  thoughtful,  rather  than  partisan  or  ideological,  approach  to  this 
devilishly  complex  issue  if  we  are  all  to  come  to  grips  with  it  in  a  meaningful  way.  It  is  in 
this  same  spirit  that  we  look  forward  to  working  with  you  as  you  address  this  matter 
further. 
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APPENDIX  A.  1 


National  Wholesaler-Distributor  Organizations 
Affiliated  with  the  National  Association  of  Wholesaler-Distributors 


Air-conditioning  A  Refrigeration  Wholesalers  Association 
American  Machine  Tool  Distributors  Association 
American  Supply  Association 
American  Traffic  Safety  Services  Association,  Inc. 
American  Veterinary  Distributors  Association 
Appliance  Parts  Distributors  Association,  Inc. 
Associated  Equipment  Distributors 
Association  of  Steel  Distributors 

Association  of  the  Wall  and  Ceiling  Industries-International 
Automotive  Service  Industry  Association 
Aviation  Distributors  &.  Manufacturers  Association 


Bearing  Specialist 
Beauty  A  Barber  Supply  Institute,  Inc. 
Bicycle  Wholesale  Distributors  Association,  Inc. 
Biscuit  A  Cracker  Distributors  Association 

Ceramic  Tile  Distributors  Association 
Copper  A  Brass  Servicer* ter  Association 
Council  for  Periodical  Distributors  Association 
Council  of  Wholesale-Distributors 

National  Kitchen  A  Bath  Association 


Electrical-Electronics  Material  Distributors 
Engine  Service  Association,  Inc. 

Farm  Equipment  Wholesalers  Association 
Fire  Suppression  Systems  Association 
Fluid  Power  Distributors  Association,  Inc. 
Food  Industries  Suppliers  Association 


Foodservice  Equipment  Distributors  Association 
General  Merchandise  Distributors  Council 


Health  Industry  Distributors  Association 
Hobby  Industry  Association  of  . 


Independent  Laboratory  Distributors  Association 
Independent  Medical  Distributors  Association 
Independent  X-Ray  Dealers  Association 
Industrial  Distribution  Association 

Institutional  A  Service  Textile  Distributors  Association,  Inc. 
International  Sanitary  Supply  Association 
International  Truck  Parts  Association 
Irrigation 


Jewelry  Industry  Distributors  Association 

Machinery  Dealers  National  Association 

Material  Handling  Equipment  Distributors  Association 

Motorcycle  Industry  Council 


National 
National 
National 
National 
National 
National 


National 
National 
National 
National 
National 


National 
National 


National 
National 
National 


National 
National 
National 


Association  of  Service  Merchandising 
Association  of  Sporting  Goods  Wholesalers 
Association  of  Tobacco  Distributors 
Association  of  Writing  Instrument  Distributors 
Beer  Wholesalers  Association 
Building  Material  Distributors  Association 
Business  Forms  Association 
Candy  Wholesalers  Association 
Commercial  Refrigeration  Sales  Association 
Electronic  Distributors  Association 
Fastener  Distributors  Association 
Food  Distributors  Association 
Frozen  Food  Association 
Grocers  Association 

Independent  Poultry  and  Food  Distributors  Association 
Industrial  Glove  Distributors  Association 
Insulation  and  Abatement  Contractors  Association 
Lawn  A  Garden  Distributors  Association 
Locksmith  Suppliers  Association 
Marine  Distributors  Association 
Paint  Distributors,  Inc. 
Paper  Trade  Association,  Inc. 
Printing  Equipment  and  Supply  Association,  Inc. 
Sash  A  Door  Jobbers  Association 
School  Supply  A  Equipment  Association 
Solid  Wastes  Management  Association 
Spa  and  Pool  Institute 
Truck  Equipment , 
Welding  Supply  Ass 
Wheel  A  Rim  Association 
Wholesale  Druggists'  Association 
Wholesale  Furniture  Association 
Wholesale  Hardware  Association 

Heating  A  Airconditioning  Wholesalers  Association 
Horticultural  Supply  Association 

Inc. 


Optical  Laboratories  Association 

Outdoor  Power  Equipment  Distributors  Association 

Pet  Industry  Distributors  Association 

Petroleum  Equipment  Institute 

Petroleum  Marketers  Association  of  America 

Post  Card  Distributors  Association  of  North  America 

Power  Transmission  Distributors  Association,  Inc. 

Safety  Equipment  Distributors  Association,  Inc. 
Shoe  Service  Institute  of  America 
Specialty  Tools  4  Fasteners  Distributors  Association 
Steel  Service  Center  Institute 
Suspension  Specialists  As 


Textile  Care  Allied  Trades  Association 


National  Appliance  Parti  Suppliers  Association 
National  Association  of  Aluminum  Distributors 
National  Association  of  Chemical  Distributors 
National  Association  of  Container  Distributors 
National  Association  of  Electrical  Distributors 
National  Association  of  Fire  Equipment  Distributors 
National  Association  of  Floor  Covering  Distributors 
National  Association  of  Flour  Distributors,  Inc. 
National  Association  of  Hose  and  Accessories  Distributors 
National  Association  of  Manufacturing  Opticians 
National  Association  of  Marine  Services,  Inc. 
National  Association  of  Meat  Purveyors 
National  Association  of  Plastics  Distributors 
National  Association  of  Recording  Merchandisers 


United  Products  Formulators  A  Distributors  Association 

Wallcovering  Distributors  Association 
Water  and  Sewer  Distributors  of  America 
Wholesale  Florists  A  Florist  Suppliers  of  America 
Wholesale  Stationers'  Association,  Inc. 
Wine  A  Spirits  Wholesalers  of  America.  Inc. 
Woodworking  Machinery  Distributors  Association 
Woodworking  Machinery  Importers  Association 
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Regional  Organizations 
Affiliated  with  the  National  Association  of  Wholesaler-Distributors 


Advertising  Specialty  Institute 
Alabama  Wholesale  Beer  &  Wine  Association 
American  Society  of  Computer  Dealers 
Associated  Beer  Distributors  of  Illinois 
Association  of  Ingersoll-Rand  Distributors 

Beer  &  Wine  Association  of  Ohio 

Beer  Industry  League  of  Louisiana 

Beer  Industry  of  Florida,  Inc. 

Beer  Wholesalers  Association  of  New  Jersey 

California  Association  of  Tobacco  &  Candy 

Distributors 
California  Association  of  Wholesalers- Distributors 
California  Beer  &  Wine  Wholesalers  Association 
Canadian  Electrical  Distributor  Association 
Canadian  Institute  of  Plumbing  &  Heating 
Canadian  Wholesale  Drug  Association 
Central  Wholesalers  Association 
Chicago  Metropolitan  Distributors  Association 
Colorado  Beer  Distributors  Association,  Inc. 
Computer  Dealers  &  Lessors  Association 

Digital  Dealers  Association 

Georgia  Beer  Wholesalers  Association,  Inc. 
Greater  Detroit  Chamber  of  Commerce 

Wholesaler-Distributor  Association 
Greater  North  Dakota  Assoc iarion/W AM  Council 
Greater  Washington  Food  Wholesalers 

Indiana  Beverage  Alliance 

Jobbers  Credit  Association 

Los  Angeles  Fasteners  Association 

Michigan  Association  of  Distributors 
Michigan  Beer  &  Wine  Wholesalers  Association 
Michigan  Distributors  &  Vendors 
Mid-America  Supply  Association 
Middle  Atlantic  Wholesalers  Association 
Mississippi  Malt  Beverage  Association 
Missouri  Beer  Wholesalers  Association 


National  Appliance  Service  Association 
National  Association  of  Tobacco  &  Confectioners 
National  Office  Products  Association 
North  Carolina  Beer  Wholesalers  Association 
North  Carolina  Wholesalers  Association,  Inc. 
New  England  Paper  Merchandising  Association 
New  England  Wholesalers  Association 
New  York  State  Beer  Wholesalers  Association 
New  York  State  Plumbing  &  Heating  Wholesalers 

Pacific  Southwest  Distributors  Association 

South  Carolina  Beer  Association 
Southern  Wholesale  Hardware  Association 
Southern  Wholesalers  Association 

Western  Association  of  Fastener  Distributors 

Western  Suppliers  Association 

Wholesale  Beer  Distributors  of  Arkansas 

Wholesale  Beer  Distributors  of  Texas 

Wholesale  Distributors  Association 

Wisconsin  Wholesale  Beer  Distributors  Association 
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Mr.  Gibbons.  Mr.  Chisholm. 

STATEMENT  OF  PHILLIP  R.  CHISHOLM,  CHAIRMAN  OF  THE 
BOARD  OF  DIRECTORS,  SMALL  BUSINESS  LEGISLATIVE  COUN- 
CIL, AND  EXECUTIVE  VICE  PRESIDENT,  PETROLEUM  MARKET- 
ERS ASSOCIATION  OF  AMERICA 

Mr.  Chisholm.  Thank  you  very  much,  Mr.  Chairman.  My  name 
is  Phil  Chisholm.  I  am  the  executive  vice  president  of  the  Petrole- 
um Marketers  Association  of  America.  I  am  here  today,  however, 
in  my  capacity  as  chairman  of  the  board  of  the  Small  Business  Leg- 
islative Council,  SBLC. 

SBLC  is  a  permanent  coalition  of  more  than  100  associations  and 
professional  organizations  which  share  a  common  commitment  to 
improving  the  policy  situation  of  small  businesses  throughout  the 
country. 

I  want  to  thank  you  for  the  opportunity  to  appear  at  today's 
hearing  and  discuss  an  issue  that  has  been  a  vital  concern  to  small 
business  for  a  number  of  years. 

I  would  like  to  report  that  we  have  begun  to  see  the  sands  begin- 
ning to  shift  and  the  attitudes  beginning  to  change  among  small 
business  on  some  of  the  issues  that  we  are  all  trying  to  address 
here.  That  change  or  shift  was  most  visible  in  a  recent  study  that 
was  conducted  by  our  organization  in  Western  Cook  County,  Illi- 
nois. 

The  results  of  that  study  showed  over  90  percent  of  the  small 
businesses  that  were  interviewed  felt  health  care  was  a  fundamen- 
tal right  for  all  Americans.  We  consider  that  a  rather  dramatic 
shift  from  some  of  the  attitudes  that  small  businesses  have  held  in 
the  past. 

In  looking  at  the  problem,  though,  and  the  causes  of  the  problem, 
we  think  a  lot  of  attention  has  been  focused  on  the  37  million 
people  who  lack  insurance.  And  while  we  can  agree  it  is  an  intoler- 
able and  unacceptable  situation  that  needs  to  be  addressed,  we  be- 
lieve the  access  issue  is  merely  a  manifestation  of  what  the  real 
problem  is,  and  that  is  the  uncontrolled  increase  in  health  care 
costs  which  have  occurred  over  the  last  decade. 

It  is  not  uncommon  for  our  people  to  report  insurance  premiums 
increasing  at  a  rate  of  25  percent  a  year.  In  fact,  in  our  Illinois 
study,  the  average  increase  over  the  last  4  years  had  been  101  per- 
cent. 

But  because  we  believe  the  problem  to  be  health  care  costs,  we 
cannot  support  the  specific  suggestions  that  have  been  made  for 
mandated  Government  health  care.  Our  concerns  with  mandates 
are  several. 

First,  mandates  focus  only  on  those  who  lack  coverage.  They  do 
nothing  for  the  185  million  people  who  now  have  health  care  cover- 
age. 

Second,  mandates  remove  from  the  arsenal  of  small  businesses 
one  of  its  most  important  assets,  and  that  is  flexibility,  the  ability 
to  respond  to  competitive  conditions  in  the  market  and  to  offer  a 
wide  range  of  benefits  available  to  all  employees.  That  flexibility 
would  be  seriously  reduced  in  the  event  of  mandates. 
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My  third  point  on  mandates  is  what  I  consider  to  be  something 
of  an  irony.  If  you  look  at  the  survey  results,  and  in  our  Illinois 
survey,  85  percent  of  the  small  businesses  there  did  offer  some 
form  of  health  care.  You  ask  yourself,  why  wouldn't  those  85  per- 
cent want  to  force  the  other  15  percent,  many  of  whom  are  com- 
petitors, to  offer  health  care  insurance  as  well. 

When  you  ask  that  question,  you  get  an  interesting  answer.  The 
small  business  man  looks  up  and  says,  because  I  don't  know  how 
much  longer  I  am  going  to  be  able  to  offer  the  health  care  package. 
With  health  care  costs  escalating  the  way  they  are,  I  am  not  sure 
how  much  longer  I  am  going  to  be  in  this  ball  game. 

My  final  point  on  mandates  is  that  in  the  instances  in  the  States 
where  mandates  have  been  tried,  we  think  they  are  making  the  sit- 
uation worse,  not  better,  and  we  would  support  efforts  to  try  to  pre- 
empt the  States  and  the  various  mandates  that  exist  there. 

If  mandates  aren't  the  answer,  then  what  is?  I  mentioned  earlier 
that  the  attitudes  of  small  businesses  are  beginning  to  shift.  Our 
opposition  to  mandates  should  not  be  taken  as  an  opposition  to  any 
Government  participation  or  any  Government  involvement  in  this 
process. 

Small  businesses  recognize  that  a  level  playing  field  does  not 
exist  in  health  care  services,  and  that  it  may  take  some  Govern- 
ment participation  to  see  that  that  level  playing  field  can  be  re- 
stored. 

Specifically,  we  support  a  number  of  insurance  reforms  for  small 
business,  including  community  rating,  preexisting  condition  exclu- 
sions elimination,  guaranteeing  small  businesses  the  right  to  buy 
insurance,  assurance  of  continuation  of  coverage  so  it  can't  be  can- 
celed on  you  if  you  have  an  employee  who  becomes  sick,  placing 
limits  on  both  initial  and  renewal  premiums  as  part  of  the  health 
care  insurance  program. 

The  results  of  these  reforms,  we  believe,  will  be  to  help  stabilize 
the  insurance  market.  In  addition,  we  need  to  focus  on  specific  cost 
control  measures.  We  need  to  conduct  more  outcome  assessments 
research  and  work  with  practice  guidelines  for  the  medical  profes- 
sion. We  see  opportunities  in  the  medical  malpractice  area  and  the 
product  liability  area  that  may  reduce  the  cost  of  health  care. 

We  also  believe  that  the  concept  of  managed  care  has  merit,  al- 
though we  are  concerned  that  without  universal  acceptance,  it 
could  create  cost  shifting.  Under  the  current  situation,  those  costs 
are  being  shifted  from  large  businesses  to  smaller  ones. 

There  are  other  cost  control  ideas  which  we  are  not  prepared  to 
address  today.  But  our  essential  point  is  that  we  are  prepared  to 
discuss  Government  participation  in  controlling  these  health  care 
costs. 

Our  final  recommendation  is  that  we  need  to  do  a  better  job  of 
education,  both  for  small  businesses  and  for  the  consumers  at 
large,  about  health  care  options  and  health  care  availability. 

One  of  the  interesting  results  of  our  Illinois  survey  was  that  over 
90  percent,  93  percent,  of  the  respondents  agreed  with  the  state- 
ment that  a  State  government-sponsored  medical  high-risk  pool  is  a 
good  idea.  Only  10  percent  of  the  respondents  knew  the  Illinois 
State  Legislature  had  passed  a  law  providing  just  that  type  of  cov- 
erage. 
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In  addition,  the  consumer  needs  to  be  more  knowledgeable  about 
the  health  care  options  available. 

Our  bottom  line  is  that  we  see  this  as  a  serious  crisis  that  is  only 
going  to  get  worse  in  the  years  ahead.  As  an  organization,  we  are 
prepared  to  work  with  this  committee  and  the  rest  of  the  Congress 
to  try  to  address  this  matter.  Thank  you. 

Mr.  Gibbons.  Thank  you.  You  have  a  very  constructive  attitude. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  PHILLIP  R.  CHISHOLM 
SMALL  BUSINESS  LEGISLATIVE  COUNCIL 

My  name  is  Phillip  R.  Chisholm  and  I  am  the  1991  Chairman  of  the  Board  of 
Directors  of  the  Small  Business  Legislative  Council  (SBLC) .    I  am  also  the 
Executive  Vice  President  of  the  Petroleum  Marketers  Association  of  America. 
I  am  testifying  today  in  my  SBLC  capacity. 

As  you  know,  the  SBLC  is  a  permanent,  independent  coalition  of  over  one 
hundred  trade  and  professional  associations  that  share  a  common  commitment  to 
the  future  of  small  business.    Our  members  represent  the  interests  of  small 
businesses  in  such  diverse  economic  sectors  as  manufacturing,  retailing, 
distribution,  professional  and  technical  services,  construction,  transporta- 
tion, and  agriculture.   A  list  of  our  members  is  enclosed  with  this  testimony. 

We  are  pleased  to  have  this  opportunity  to  testify  before  the  Committee 
on  the  subject  of  the  health  care  crisis  in  America.    I  believe  I  can  say  with 
utmost  certainty  there  is  virtual  unanimity  among  small  businesses  that  the 
number  one  problem  facing  small  business  today  is  out-of-control  health  care 
costs. 

At  the  outset,  I  would  like  to  describe  a  recent  pilot  research  project 
we  completed  in  Illinois.  Like  most  groups  with  an  interest  in  the  problem 
and  possible  solutions,  we  have  conducted  numerous  polls  and  surveys  of  our 
membership.  The  study  I  am  about  to  describe  is  a  recent  effort  on  our  part 
to  reach  the  grassroots  and  develop  empirical  data  on  the  problem. 

At  the  end  of  last  year,  we  conducted  a  survey  of  1,000  small  firms  in 
Western  Cook  County,  Illinois.    This  survey  was  conducted  with  funds  provided 
by  the  Department  of  Commerce  and  Community  Affairs  for  the  State  of 
Illinois.    It  is  only  a  pilot  study  for  what  we  hope  will  be  a  survey  and 
project  including  the  entire  State  of  Illinois.    The  principal  purpose  of  the 
pilot  survey  was  to  test  the  survey  methodology,  survey  instrument,  and 
survey  procedures.    The  pilot  project  included  a  mail  survey,  focus  groups, 
and  one-on-one  interviews  of  small  business  owners  in  the  survey  area.   We  are 
not  presenting  this  pilot  study  as  a  scientific  analysis,  but  we  do  believe 
the  pilot  does  provide  some  useful  and  valid  insights .    The  trends  revealed  by 
the  survey  are  of  significant  interest  to  SBLC  because  they  correlate  with 
some  developments  we  believe  are  taking  place  within  the  small  business 
community,  which  we  had  previously  identified  through  anecdotal  evidence.  We 
will  share  with  you  what  we  have  learned  and,  throughout  my  testimony,  I  will 
refer  to  this  pilot  study  as  the  "Illinois  study." 

Let  me  begin  my  substantive  remarks  by  suggesting  the  first  step  in  the 
process  of  solving  our  health  care  crisis  in  America  must  be  for  all  of  us  to 
identify  and  agree  on  what  are,  in  fact,  the  problems  of  the  current  system. 
For  small  business,  that  discussion  could  begin  and  end  with  health  care 
costs.   While  there  has  been  much  discussion  about  the  need  for  universal 
access  to  health  care,  a  concern  which  we  share,  we  believe  lack  of  access  is 
merely  the  tip  of  the  iceberg  of  a  more  fundamental  problem.   We  greatly  fear 
that  the  30-plus  million  Americans  without  health  care  coverage  will  become 
50  or  more  million.    The  reason  is  simple.   Health  care  costs  are  escalating 
without  rhyme  or  reason,  and  small  business  will  soon  be  forced  to 
discontinue  this  benefit. 

We  have  conducted  several  surveys  over  the  years,  as  have  our  colleagues 
at  the  National  Federation  of  Independent  Business,  National  Small  Business 
United,  National  Association  of  Wholesaler-Distributors,  and  the  Chamber  of 
Commerce.    While  one  can  quibble  about  the  exact  numbers,  it  is  very  clear 
that  premiums  have  been  increasing  every  year  at  significant  rates  of  30  to 
70  percent.   We  believe  the  current  average  cost  of  insurance  is  now  in  excess 
of  $3,000  per  year  per  employee. 

In  our  Illinois  study/  over  the  past  four  years,  health  insurance  costs 
for  the  firms  in  the  sample  increased  by  an  average  of  101  percent,  far 
outpacing  the  rate  of  increasing  other  operating  costs.   Over  the  past 
18  months,  the  average  increase  was  38.6  percent.    I  might  note  that 
80  percent  of  the  respondents  have  been  in  business  five  or  more  years,  and 
employ,  on  average,  20  full-time  and  seven  part-time  workers. 

In  macroeconomic  terms,  the  unending,  upward  spiral  of  health  care  costs 
has  several  ramifications.    In  a  competitive  world,  especially  when  the 
competition  is  global  in  scope  and  labor  costs  are  far  lower  in  some  countries 
than  in  the  United  States,  minimization  of  costs,  including  labor  costs,  is 
imperative  for  the  employer.    If  it  is  possible  to  pass  these  additional  costs 
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to  consumers  through  higher  prices,  the  employer  will  do  so.  Higher  prices 
exacerbate  inflation  and  reduce  the  quantity  demanded  by  consumers,  so  that 
less  output  will  be  produced  and  sold.  Thus,  even  if  the  employer  can  pass 
all  the  additional  costs  to  consumers,  profits  will  be  lower  because  less 
will  be  sold;  employment  will  be  lower  because  less  will  be  produced;  there  is 
less  incentive  to  expand  operations  so  that  economic  growth  will  be  slowed; 
slower  economic  growth  reduces  the  number  of  job  opportunities  and  the  rate 
of  growth  in  living  standards;  and,  since  profits  provide  the  resources  for 
research  and  development,  innovation  will  be  slowed. 

More  typically,  some  of  the  labor  cost  increases  will  have  to  be  absorbed 
by  the  employer,  which  lowers  profits.    In  such  cases,  the  employer  will  have 
to  decide  whether  it  is  profitable  to  continue  to  operate  the  business  at 
all,  or  to  escape  the  unfriendly  cost  environment  by  closing  domestic 
operations  and  moving  abroad.    During  the  1980s,  many  high-labor-cost  jobs, 
particularly  in  manufacturing,  were  lost  by  Americans  as  employers  turned  to 
workers  abroad  in  nations  such  as  Mexico,  the  Pacific  Rim  countries,  and 
countries  in  the  Caribbean.    Rising  health  care  costs,  and  certainly  concepts 
such  as  Federally  mandated  health  insurance,  would  accelerate  this  process; 
jobs  would  be  lost;  the  balance  of  payment  problems  would  become  more  severe; 
and,  economic  growth  would  be  slowed.   Again,  lower  profits  also  would  lead  to 
less  innovation,  for  there  would  be  fewer  financial  resources  to  support 
research  on  and  development  of  new  products  and  processes . 

Current  technological  trends  are  making  foreign  labor  markets  increasingly 
attractive,  even  for  the  service  industries  which  so  far  have  largely  been 
immune  to  job  losses.    For  example,  rapid  improvements  in  telecommunications, 
which  have  improved  the  quality  of  voice  and  data  transmissions  and  markedly 
lowered  the  costs  of  international  communication,  now  make  it  possible  for 
low-wage  workers  in  countries,  such  as  Ireland,  to  process  insurance  claims, 
do  word  processing,  and  accomplish  many  other  tasks  now  done  by  "homeworkers" 
in  the  United  States.    Satellite  dishes,  high-capacity  fiber  optic  cables, 
and  computers  will  soon  make  homework  of  service  tasks  a  global  phenomenon. 

Moving  operations  abroad  is  a  drastic  step  for  any  employer  and,  for  most 
small  firms,  is  simply  not  an  option.    The  first,  and  perhaps  only,  reaction 
would  be  to  attempt  to  minimize  the  impact  in  other  ways .    The  most  direct  ■ 
approach  would  be  to  try  to  reduce  labor  costs  by  reducing  other  forms  of 
employee  compensation,  such  as  pay  rates  and  other  fringe  benefits  that  are 
not  regulated  by  the  government .   Research  on  the  economic  effects  of  the 
ininimum  wage,  a  form  of  mandated  benefit,  has  shown  that  increases  in  the 
minimum  wage  have  resulted  in  the  reduction  of  other  forms  of  compensation. 

The  second  option  is  to  identify  any  means  available,  within  the  control 
of  the  business,  to  stem  the  rising  tide  of  health  care  costs.  Forty-four 
percent  of  the  respondents  in  our  Illinois  study  told  us  they  were  forced  to 
decrease  benefits .   A  majority  of  the  respondents  also  indicated  that  a 
variety  of  cost  containment  provisions  were  incorporated  into  their  insurance 
packages  as  cost  control  measures,  e.g.,  second  opinion  for  surgery 
(66  percent),  out-patient  surgery  incentive  (59  percent),  a  pre-admission 
testing  incentive  (60  percent),  and  pre-certification  of  hospital  stays 
(59  percent) .    Co-payment  options  are  also  common;  67  percent  of  the 
respondents  reported  a  co-payment  of  80/20.   Most  telling,  nearly  half  the 
respondents  "shopped"  for  health  insurance  during  the  past  18  months,  a 
phenomena  that  creates  additional  problems  in  the  insurance  market.  Most 
employers  have  had  those  painful  meetings  with  employees  when  the  employer 
must  inform  the  employees  of  the  changes  he  or  she  must  make  in  order  to 
continue  to  provide  coverage.    I  can  assure  you  no  employer  relishes  the 
thought  of  holding  such  a  meeting. 

We  recognize  that  for  the  30  plus  million  without  health  care  insurance 
access  to  coverage  is  their  primary  issue.   However,  mandating  coverage  or 
establishing  a  national  health  insurance  system  does  nothing  for  the 
185  million  individuals  already  covered  by  private  insurance,  because  such 
proposals  fail  to  provide  any  mechanism  for  controlling  costs. 

While  the  purpose  of  our  testimony  today  is  to  focus  on  positive 
solutions  to  solving  the  health  care  cost  problem,  let  me  expand  for  a  moment 
on  why  a  mandated  benefit  is  not  a  solution.   The  "one  size  fits  all" 
orientation  of  any  mandated  benefit  ignores  totally  the  unique  circumstances 
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of  both  individual  firms  and  individual  employees.    Technology  and  the 
demographic  composition  of  the  work  force  have  been  changing  rapidly  and 
these  changes  have  brought  new  problems  into  the  world  of  work.   However/  for 
small  business  to  respond  effectively  to  change,  there  must  be  flexibility/ 
not  rigidity.   Mandates  represent  rigidity  and  inflexibility.    Employers  do 
not  benefit  from  workers  with  low  morale  and  high  turnover;  they  have  no 
alternative  but  to  be  sensitive  to  changing  conditions  and  to  adapt  to  them. 
The  trend  in  recent  years  has  been  toward  "cafeteria"  fringe  benefit  plans 
which  permit  individual  employees  to  choose  for  themselves  the  combination  of 
fringe  benefits  which  satisfy  best  their  needs  and  circumstances.  Each 
employee  is  given  a  specific  sum  which  may  be  allocated  as  desired  among  a 
wide  choice  of  fringe  benefit  alternatives.    Under  cafeteria  plans,  the  costs 
to  the  employer  are  known  in  advance  and  controlled,  while  the  benefit 
package  is  tailored  by  the  individual  employee  to  best  suit  his  or  her  needs. 
Both  the  employer  and  the  employee  are  better  off  under  a  program  which 
emphasizes  choice.   No  one  could  possibly  be  more  informed  about  the  unique 
circumstances  and  needs  of  each  employee  better  than  the  individual  employee. 
Mandated  benefits  are  the  antithesis  of  cafeteria  plans  and  allow  "third 
parties"  to  impose  their  ideas  about  what  is  best  for  employees  through 
regulations . 

The  macroeccnomic  effects  of  mandated  rigidities  in  the  labor  market  are 
clearly  illustrated  by  a  comparison  of  the  highly  regulated  labor  markets  of 
Western  Europe  with  the  less  regulated  U.S.  markets.    There  is  abundant 
evidence  the  U.S.  labor  market  far  outperforms  the  labor  markets  of  Western 
Europe  by  a  wide  margin.   Between  1975  and  1985,  26  million  net  new  jobs  were 
created  in  the  United  States;  during  the  same  period,  only  2  million  net  new 
jobs  were  created  in  Western  Europe.   According  to  Kitscher  and  Sorrentino  in 
Employment  and  Unemployment  Patterns  in  the  U.S.  and  Europe,  1973-1987:  "One 
inescapable  fact  that  remains  after  all  the  demographic  and  industrial 
analyses  are  finished:    There  are  many  millions  more  Americans  holding  jobs 
today  than  there  were  15  years  ago,  but  only  a  few  million  more  Europeans  have 
jobs."   Not  only  did  the  American  economy  expand  to  accommodate  millions  of 
new  "baby  boom"  workers,  but  it  also  provided  employment  for  tens  of  millions 
of  female  workers  who  chose  to  participate  in  the  labor  force.  Moreover, 
these  new  jobs  were  better  than  those  lost,  for  "the  low-earnings  category 
has  declined  over  time;  there  has  been  no  proliferation  of  workers  with  low 
earnings .    And  the  share  with  high  earnings  has  gone  up, "  as  Marvin  Foster 
observed  in  The  Changing  Quality  of  American  Jobs.    The  reason  the  U.S.  labor 
market  has  been  so  dramatically  superior  to  those  in  Western  Europe  is  that 
adjustment  to  economic  changes  is  facilitated  by  market  flexibility  and  is 
retarded  by  market  rigidities : 

There  is  consensus  that  labor  rigidity  is  at  least  partly 
responsible  for  the  lack  of  growth  in  European  employment.  Even 
those  sympathetic  to  labor  and  labor  unions  concede  that  labor 
flexibility  is  related  in  one  way  or  another  to  employment  levels. 
The  Organization  for  Economic  Cooperation  and  Development  (OECD) 
Dahrendorf  Commission  —  which  included  Douglas  Fraser,  former 
president  of  the  United  Auto  Workers  —  acknowledged  the 
relationship.    In  addition,  the  May  1987  communique  from  the 
ministerial  meeting  of  the  Council  of  the  OECD  cited  the  need  for 
"more  flexible  labor  markets"  to  "facilitate  access  to  the  new  jobs 
emerging  as  structural  and  technical  change  accelerates."   The  1987 
OECD  Employment  Outlook  summarized:    "High  unemployment  presents 
many  challenges.   Perhaps  the  most  important  is  the  achievement  of 
the  rate  of  job  creation  necessary  to  move  toward  fuller  employment 
and  a  more  active  society."    (David  R.  Jones,  European/American 
Employment  Issues) . 

The  rigidities  in  European  labor  markets  which  has  inhibited  job 
creation  are  not  accidental;  rather,  they  were  caused  by  government 
interference  in  the  employment  relationship  through  mandating  fringe 
benefits.   Most  of  the  net  new  jobs  in  the  American  economy  were  created  by 
small  firms,  not  by  industrial  giants,  and  mandated  benefits  discourage  the 
formation  of  new  firms  and,  thus,  the  creation  of  new  jobs.  Mandated 
benefits,  which  have  contributed  to  rigid  labor  markets  in  Europe,  have 
resulted  in  economic  stagnation. 
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Nor  is  mandating  demand  a  substitute  for  cost  control  and  stabilization. 
We  are  confident  that,  in  addition  to  ensuring  the  crisis  will  not  get  worse, 
controlling  costs  is  the  first  step  to  providing  universal  access.    If  you 
want  to  significantly  improve  the  access  at  the  margins,  control  costs  and 
the  number  of  people  covered  will  increase. 

We  make  that  statement  because  we  believe  the  sands  are  shifting  within 
the  small  business  sector.    In  our  Illinois  study,  over  90  percent  of  the 
small  businesses  responding  indicated  they  believe  health  insurance  coverage 
is  a  fundamental  right  for  all  Americans.   More  than  half  of  the  respondents 
clearly  indicated  the  employer  should  indeed  be  responsible  for  coverage . 
There  is  a  quantum  leap,  however,  between  undertaking  a  voluntary 
responsibility  and  absorbing  a  mandatory  requirement.    The  respondents 
indicated  cost  is  the  major  obstacle  to  undertaking  that  responsibility.  We 
are  convinced  most  small  business  owners  will  voluntarily  undertake  coverage 
and,  in  fact,  we  would  suggest  the  numbers  of  small  businesses  providing 
coverage  is  already  higher  than  commonly  reported.   We  believe  it  is  already 
is  as  high  as  85  percent. 

The  focus  for  our  efforts  should  be  to  assist  the  important  contributors 
to  the  economy  and  job  creation  —  the  small  business  with  20  to  100  employees . 
These  are  the  firms  on  the  edge.    They  provide  coverage  now,  have  been  in 
business  for  more  than  five  years,  but  they  can  no  longer  continue  to  provide 
the  benefit .    If  we  can  control  and  stabilize  costs  so  they  may  continue  to 
provide  health  insurance  coverage,  we  are  confident  we  will  have  found  the 
solution  to  the  overall  health  care  problem  in  our  society. 

What  can  be  done?  We  have  several  thoughts.   First,  we  can  initiate 
insurance  market  reforms.    There  are  problems  in  the  small  case  market, 
particularly  with  rating  practices  and  policies  such  as  pre-existing 
condition  exclusions.   As  you  know,  at  one  time,  "community  rating"  was  the 
standard  for  private  group  health  insurance.    For  a  variety  of  reasons, 
"experience  rating"  and  "risk  segmentation"  became  the  dominant  insurance 
industry  practices.    The  result  was  destabilization  of  the  small  case  market. 
In  effect,  small  business  lost  the  advantages  of  economies  of  scale  in 
diffusing  risk.    Reforms,  such  as  guaranteeing  small  business  the  right  to 
buy  insurance;  assuring  continuation  of  insurance  even  if  employees  become 
unhealthy  or  change  employers,  or  if  employers  change  insurers;  and,  placing 
some  limits  on  both  initial  and  renewal  rates,  would  help  stabilize  the 
insurance  market.    In  the  end,  these  initiatives  will  not  lower  costs;  in 
fact,  moving  back  to  community  rating  may  raise  costs  slightly  for  those 
companies  fortunate  enough  to  have  healthy  employees  and,  as  a  result,  fall 
below  the  average  line  based  on  experience  ratings.    But  insurance  market 
reform  will  provide  stability  and,  in  effect,  isolate  health  care  costs  as 
the  remaining  outstanding  problem.   We  might  note  many  of  these  insurance 
market  reforms  were  endorsed  by  the  Pepper  Commission.   We  were  also  pleased 
to  note  that  Department  of  Health  and  Human  Services  Secretary  Louis  Sullivan 
has  expressed  interest  in  insurance  market  reforms.    His  recent  speech  on  the 
subject  provides  excellent  insights  on  how  these  insurance  market  problems 
evolved. 

Second,  we  can  eliminate  the  proliferation  of  state-imposed  mandates. 
State  legislators  have  forced  insurance  companies  to  increase  the  number  of 
specific  diseases  and  health  care  services  covered  by  their  basic  policies. 
In  1970,  there  were  only  30  mandated  health  insurance  benefits  in  the  U.S., 
but  by  1988,  that  number  had  increased  to  686.    Thirty-seven  states  require 
health  insurance  coverage  for  chiropractic  services,  three  states  mandate 
coverage  for  acupuncture,  and  two  states  require  coverage  for  naturopaths, 
"physicians"  who  specialize  in  prescribing  herbs.    Insurance  companies  must 
dramatically  increase  the  premiums  charged  to  customers  to  offset  the  costs 
of  increased  benefits  mandated  by  the  government .    It  is  difficult  today  to 
purchase  a  basic  health  insurance  policy  at  low  rates  because  of  state 
government  intervention  in  the  market .   We  do  believe  we  can  agree  on  a  basic 
benefit  package  which  can  become  the  universal  standard. 

Third,  we  can  adopt  some  measures  which  will  ultimately  stabilize  the 
cost  of  health  care  in  the  long  term.   For  example,  we  need  to  conduct  more 
outcomes  assessment  research  and  work  with  practice  guidelines  for  the 
medical  profession.    Certainly,  medical  malpractice  is  a  serious  problem  and 
we  simply  must  reverse  the  prevailing  litigious  nature  of  our  society. 
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Further,  we  are  convinced  that  product  liability  concerns  are  slowing  the 
progress  of  health  care  because  manufacturers  are  unable  to  take  the  risks  of 
bringing  new  technologies  to  the  market. 

All  of  these  measures  will  help  hold  costs  down  in  the  long  run.  But, 
the  crisis  is  upon  us  now.    In  this  regard,  I  return  to  our  Illinois  study. 
The  mindset  of  the  small  business  owner  has  changed.   For  four  years  we  at 
SBLC  struck  a  single  note  —  no  mandates  and  no  national  health  insurance . 
While  small  business  remains  unalterably  opposed  to  those  approaches  for  the 
reasons  I  indicated  earlier,  there  is  emerging  evidence  small  business  is 
prepared  to  accept  some  government  participation  to  stabilize  and  control 
costs . 

We  are  not  so  naive  as  to  believe  "free"  enterprise  is  completely  free. 
We  are  long  and  ardent  proponents  of  strong  antitrust  laws .   We  understand  too 
well  that  a  restrained  government  hand  is  necessary  to  protect  and  encourage 
competition.    So  this  would  not  be  the  first  time  we  would  suggest  some 
limited  government  participation  in  establishing  the  playing  field. 

The  truth  is,  we  do  not  see  true  competition  in  the  provider  community. 
Indeed,  there  is  competition  for  the  best  contracts  and  business,  but  it  is 
not  true  competition.    Given  the  unique  role  of  health  care  in  our  society, 
reflected  in  the  comments  of  the  small  business  owners  in  our  Illinois  study 
that  health  care  is  rapidly  becoming  a  fundamental  right,  it  may  be  time  to 
revamp  our  thinking  on  how  the  price  of  health  care  is  established. 

One  of  the  frequently  discussed  options  of  controlling  health  care  cost 
is  "managed  care . "   The  concept  has  significant  merit .    It  is  a  marketplace 
approach,  and  it  addresses  not  only  cost  but  quality.   We  are  concerned, 
however,  about  whether  we  can  implement  managed  care  on  a  nationwide  level. 
Managed  care,  without  universal  acceptance,  creates  cost-shifting.  Frankly, 
at  the  present  time,  that  shift  is  from  large  firms  to  small  firms. 

An  "all-payers"  system  that  results  in  a  universal  negotiated  rate  has 
some  merit  as  well.    One  of  its  significant  strong  points  is  also  its 
weakness.    Individual  small  businesses  will  never  have  the  clout  or 
information  to  negotiate  rates.    Experience  would  suggest  that  a  local 
negotiating  component  would  be  necessary,  and  we  are  not  sure  small  business 
owners  would  provide  the  participation  necessary  to  make  it  work. 

There  are  other  cost  control  ideas  and  we  do  not  feel  prepared  to  comment 
upon  them,  but  the  central  point  to  be  made  is  we  are  prepared  to  discuss  some 
sort  of  government  participation  in  price  setting  of  health  care  services. 
While  we  are  loath  to  advocate  regulation  of  any  business,  and  health  care 
services  are  just  that  —  businesses  —  we  see  no  hope  on  the  horizon  unless  we 
can  stabilize  and  control  health  care  costs.   We  know  this  will  not  be  a 
popular  view  in  the  health  care  community,  but  it  is  the  reality. 

We  do  know  in  some  quarters,  there  is  discussion  of  providing  small 
business  with  a  tax  credit  if  their  premium  costs  exceed  a  certain  percentage 
in  a  year  as  a  cost  control  mechanism.    The  logic  of  the  credit  is  that  if 
small  business  is  concerned  about  costs,  this  eliminates  their  concern.  We 
are  not  seeking  a  tax  credit.    Frankly,  we  see  no  merit  in  extending  small 
business  a  lifeline  when  the  boat  is  sinking.   We  say  solve  the  underlying 
problem  of  uncontrolled  costs. 

Let's  not  kid  ourselves.   Under  the  current  budget  agreement,  such  a 
credit  could  not  survive  the  pay-as-you-go  requirement  but,  more 
significantly,  who  will  pay  for  this  credit?   The  answer  is,  the  taxpayer. 
But  who  bears  the  burden  of  our  tax  system?   It  is  small  business  owners 
through  their  businesses  and  as  middle  income  taxpayers .   And,  as  costs  rise 
and  more  small  firms  avail  themselves  of  the  credit,  what  happens?  Taxes 
increase.   A  tax  credit  to  cover  costs  is  nothing  more  than  a  band-aid. 

As  we  know,  the  health  care  delivery  system  is  a  complex  mechanism. 
Until  you  have  dealt  with  it  from  the  perspective  a  small  business  owner,  it 
is  hard  to  appreciate  how  confusing  the  current  system  is .    In  Washington,  we 
have  a  tendency  to  assume  draconian  actions  are  necessary.   One  fact  that  came 
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out  of  our  Illinois  study  is  that  most  small  business  do  not  know  what  health 
care  insurance  options  are  available  to  them,  nor  are  they  certain  who  can 
provide  them  with  reliable  information.    These  owners  find  themselves 
struggling  with  comparing  apples  with  oranges  between  different  insurance  and 
health  care  programs.    Therefore,  the  first  step  in  enhancing  access  and 
controlling  cost  may  be  to  provide  better,  consistent  information  on  health 
care  insurance  options.    It  is  a  simple  step,  but  it  can  yield  results. 

We  were  surprised  to  learn  how  few  Illinois  small  business  owners  knew 
that  the  state  of  Illinois  had  enacted  the  Illinois  Comprehensive  Health 
Insurance  plan  for  state  residents  who  could  not  obtain  private  insurance. 
While  93  percent  of  the  respondents  agreed  with  the  statement  "a  state 
government-sponsored  medical  high  risk  pool  is  a  good  idea, "  less  than 
10  percent  were  aware  the  state  of  Illinois  had  enacted  such  legislation  in 
1989.    Employers  in  the  Illinois  study  indicated  they  need  more  information 
about  rate  setting,  plan  coverage,  cost  comparisons,  regulations,  and  cost 
containment . 

Accountability  is  essential  to  cost  control  and,  to  borrow  a  phrase,  it 
must  begin  at  home.   As  health  care  consumers,  we  are  all  guilty  of  one 
thing  —  when  a  member  of  our  family  needs  health  care,  we  want  the  best  money 
can  buy.    It's  easier  to  say  than  to  put  into  practice,  but  we  simply  must 
force  the  individual  to  participate  in  the  health  care  process.   At  a  minimum, 
co-insurance  requirements  and  deductibles  do  encourage  the  individual  to  look 
more  closely  at  what  services  are  being  provided.    The  component,  of  what  is 
loosely  called  managed  care,  that  imposes  such  discipline  on  employees  is  a 
worthwhile  endeavor.    Likewise,  as  everyone,  we  have  watched  with  interest 
Oregon's  effort  to  prioritize  health  care  services.    To  a  degree,  this 
imposes  some  accountability  at  the  community  level. 

Before  closing,  I  wish  to  note  two  other  matters.   We  do  support 
permitting  sole  proprietors,  partners,  and  S  Corporation  shareholders  to 
fully  deduct  their  own  health  care  costs .   We  believe  it  should  be  done  as  a 
matter  of  fairness  and  equity.    We  support  the  legislation,  H.R.  784, 
introduced  and  co-sponsored  by  several  members  of  this  Committee.  Likewise, 
we  do  need  to  recognize  the  difficulties  confronting  new  businesses.  It 
simply  is  impossible  to  expect  them  to  undertake  significant  costs.  They 
need  to  be  treated  as  a  unique  subset  of  small  business. 

In  summary,  the  real  health  care  crisis  in  America  may  be  yet  to  come. 
That  crisis  could  be  the  collapse  of  a  system  burdened  by  out  of  control  costs 
that  can  no  longer  be  economically  supported.    Our  challenge  then,  is  to  act 
now  and  try  to  avert  such  a  crisis  and  ensure  Americans  continue  to  have  the 
best  health  care  possible. 
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Members  of  the  Small  Business  Legislative  Council 


Air  Conditioning  Contractors  of  America 

Alliance  for  Affordable  Health  Care 

Alliance  of  Independent  Store  Owners  and  Professionals 

American  Animal  Hospital  Association 

American  Association  of  Nurserymen 

American  Bus  Association 

American  Consulting  Engineers  Council 

American  Council  of  Independent  Laboratories 

American  Dental  Trade  Association 

American  Floorcoverlng  Association 

American  Institute  of  Architects 

American  Machine  Tool  Distributors  Association 

American  Meat  Institute 

American  Road  &  Transportation  Builders  Association 

American  Society  of  Travel  Agents,  Inc. 

American  Sod  Producers  Association 

American  Subcontractors  Association 

American  Textile  Machinery  Association 

American  Trucking  Associations,  Inc. 

American  Warehousemen's  Association 

Architectural  Precast  Association 

Associated  Builders  &  Contractors 

Associated  Equipment  Distributors 

Associated  Landscape  Contractors  of  America 

Association  of  Small  Business  Development  Centers 

Association  of  the  Wall  and  Celling  Industries-International 

Automotive  Service  Association 

Automotive  Warehouse  Distributors  Association 

Bowling  Proprietors  Association  of  America 

Building  Service  Contractors  Association  International 

Business  Advertising  Council 

C-PORT 

Christian  Booksellers  Association 
Council  of  Fleet  Specialists 
Electronics  Representatives  Association 
Florists'  Transworld  Delivery  Association 
Helicopter  Association  International 
Independent  Bakers  Association 
Independent  Bankers  Association  of  America 
Independent  Medical  Distributors  Association 
Independent  Sewing  Machine  Dealers  Association 
International  Association  of  Refrigerated  Warehouses 
International  Bottled  Water  Association 
International  Communications  Industries  Association 
International  Formalwear  Association 
International  Franchise  Association 
Latin  American  Management  Association 
Machinery  Dealers  National  Association 
Manufacturers  Agents  National  Association 
Manufacturers  Representatives  of  America,  Inc. 
Mechanical  Contractors  Association  of  America,  Inc. 
Menswear  Retailers  of  America 
NMTBA-The  Association  for  Manufacturing  Technology 
National  Association  for  the  Self-Employed 
National  Association  of  Brick  Distributors 


National  Association  of  Catalog  Showroom  Merchandisers 
National  Association  of  Chemical  Distributors 
National  Association  of  Development  Companies 
National  Association  of  Home  Builders 
National  Association  of  Investment  Companies 
National  Association  of  Passenger  Vessel  Owners 
National  Association  of  Personnel  Consultants 
National  Association  of  Plumblng-Heatlng-Coollng 

Contractors 
National  Association  of  Realtors® 
National  Association  of  Retail  Druggists 
National  Association  of  Small  Business  Investment 

Companies 

National  Association  of  the  Remodeling  Industry 
National  Association  of  Truck  Stop  Operators 
National  Campground  Owners  Association 
National  Candy  Wholesalers  Association 
National  Chimney  Sweep  Guild 
National  Coffee  Service  Association 
National  Council  for  Industrial  Innovation 
National  Electrical  Contractors  Association 
National  Electrical  Manufacturers  Representatives 

Association 
National  Fastener  Distributors  Association 
National  Food  Brokers  Association 
National  Grocers  Association 
National  Independent  Dairy-Foods  Association 
National  Knitwear  &  Sportswear  Association 
National  Limousine  Association 
National  Lumber  &  Building  Material  Dealers  Association 
National  Moving  and  Storage  Association 
National  Office  Products  Association 
National  Ornamental  &  Miscellaneous  Metals  Association 
National  Paperbox  &  Packaging  Association 
National  Parking  Association 
National  Precast  Concrete  Association 
National  Shoe  Retailers  Association 
National  Society  of  Public  Accountants 
National  Tire  Dealers  &  Retreaders  Association 
National  Tooling  and  Machining  Association 
National  Tour  Association 
National  Venture  Capital  Association 
Opticians  Association  of  America 
Organization  for  the  Protection  and  Advancement  of 

Small  Telephone  Companies 
Petroleum  Marketers  Association  of  America 
Printing  Industries  of  America,  Inc. 
Professional  Plant  Growers  Association 
Retail  Bakers  of  America 
SMC/Pennsylvania  Small  Business 
Small  Business  Council  of  America,  Inc. 
Society  of  American  Florists 
Specialty  Advertising  Association  International 
United  Bus  Owners  of  America 
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Mr.  Gibbons.  Ms.  Hager. 

STATEMENT  OF  SUSAN  HAGER,  VICE  PRESIDENT,  NATIONAL 
SMALL  BUSINESS  UNITED,  AND  PRESIDENT  AND  COFOUNDER, 
HAGER  SHARP,  INC.,  WASHINGTON,  D.C. 

Ms.  Hager.  I  am  Susan  Hager,  president  and  founder  of  Hager 
Sharp,  which  is  an  18-year-old  communications  firm  here  in  the 
city.  We  have  24  employees. 

I  am  here  today  as  vice  president  of  National  Small  Business 
United.  With  me  is  John  Galles,  the  executive  vice  president  of  Na- 
tional Small  Business  United. 

You  have  my  written  full,  complete  testimony,  which  I  hope  you 
will  enter  in  the  record. 

Mr.  Gibbons.  It  will  be,  ma'am. 

Ms.  Hager.  So,  I  will  summarize  very  briefly. 

I  think  when  we  talk  about  cost  containment,  particularly  after 
sitting  here  all  morning,  that  everybody  really  does  know  what  the 
problems  are,  and  there  are  plenty,  so  I  won't  go  into  them  in  any 
great  detail. 

There  is  no  question  that  health  care  costs  are  rising  and  they 
are  enormous,  and  that  we  don't  seem  to  be  able  to  bring  the  costs 
under  control  under  the  current  system. 

We  think  that  the  Federal  Government  isn't  helping  the  situa- 
tion in  that  cutbacks  in  Federal  spending  really  serve  to  shift  some 
of  the  health  care  costs  from  the  Federal  sector  onto  the  private 
sector  and  private  payers. 

Small  business,  of  course,  has  its  own  set  of  problems.  The  cur- 
rent health  insurance  market  makes  it  very  difficult  for  small 
groups  to  find  and  keep  affordable  coverage.  On  average,  small  em- 
ployers pay  a  lot  more,  up  to  30  percent  more  is  what  we  have  been 
looking  at,  than  other  employers  for  the  same  coverage. 

Small  businesses  have  underinsured  employees  because  of  preex- 
isting condition  exclusions,  which  are  more  prevalent  in  small 
groups  than  in  large.  And  if  premiums  soar  out  of  reach  for  an  em- 
ployer because  of  existing  health  conditions,  in  a  small  business, 
there  is  usually  no  other  insurance  company  that  will  take  that 
business. 

So  we  at  National  Small  Business  United  offer  the  following  rec- 
ommendations. First,  State  mandates  should  be  preempted  and  re- 
placed with  a  very  basic  Federal  package  which  all  small  employ- 
ers could  buy  into.  This  package  would  have  relatively  high  deduc- 
tibles in  order  to  encourage  greater  individual  responsibility  and  in 
order  to  make  premiums  affordable. 

Second,  the  insurance  system  should  be  reformed  to  spread  risks 
across  greater  numbers.  We  should  make  efforts  to  reduce  the 
degree  to  which  small  employers  undergo  individual  health  screen- 
ing for  insurance.  We  must  also  find  ways  of  limiting  year  over 
year  increases  in  health  insurance  premiums. 

Insurance  reform  would  be  made  much  less  problematic  by  im- 
posing a  rule  that  all  individuals  must  be  covered  by  a  health  plan. 
This  certainly  moves  us  to  universal  access.  We  are  coming  from 
that  at  the  belief  that  we  should  be  focusing  our  subsidies,  if  you 
will,  on  individuals  and  not  on  businesses. 
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And  finally,  costs  would  be  further  contained  by  reforming  the 
malpractice  system  in  order  to  cut  back  on  unnecessary  care  and 
unnecessary  tests,  as  well  as  malpractice  insurance  premiums. 

In  addition,  health  expenditure  review  boards  should  be  estab- 
lished at  the  Federal,  State  and  local  levels  to  control  health  care 
costs,  by  reviewing  both  expenditures  and  arbitrating  rates. 

Thank  you. 

[The  prepared  statement  follows:] 
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Testimony  of  Susan  Hager 
Before  the  Committee  On  Ways  and  Means 
United  States  House  of  Representatives 
Regarding  Health  Care  Issues 

April  25,  1991 


My  name  is  Susan  Hager,  and  I  am  President  and  co-founder  of  Hager 
Sharp,  Inc.  a  small  business  and  a  public  relations  firm  in 
Washington,  D.C..  I  am  testifying  today  on  behalf  of  National 
Small  Business  United,  where  I  serve  as  Vice  President. 

National  Small  Business  United  (NSBU)  is  the  oldest  trade 
association  exclusively  representing  small  businesses  in  this 
country — for  over  50  years  now.  NSBU  is  a  volunteer-driven 
association  of  small  businesses  from  across  the  country,  founded 
from  a  merger  of  the  National  Small  Business  Association  and  Small 
Business  United.  NSBU  serves  over  60,000  individual  companies  with 
members  in  each  of  the  50  states,  as  well  as  local,  state,  and 
regional  associations.  We  are  proud  to  say  that  our  surveys  show 
that  approximately  80%  of  NSBU  members  offer  health  coverage  for 
their  employees. 

For  the  last  two  years,  we  at  NSBU  have  made  health  care  reform  our 
very  top  priority  and  concern.  There  are  two  distinct  needs  of  the 
small  business  community  regarding  reform  of  the  health  care 
system:  1)  systemic  cost  control  to  put  an  end  to  the  seemingly 
endless  upward  spiral  of  health  care  costs  and  reduce  the  share  of 
GNP  going  for  health  care;  and  2)  reform  of  the  market  within  which 
small  businesses  operate  in  order  to  purchase  insurance  for  their 
employees . 

I.    HEALTH  CARE  COSTS 

Employers  of  all  kinds  and  sizes  are  finding  it  increasingly 
difficult  to  finance  the  cost  of  the  health  care  of  their 
employees.  It  is  appropriate,  then,  that  the  health  care  debate 
in  this  country  does  not  center  around  whether  we  are  spending 
enough  on  health  care;  surely  our  spending  outstrips  any  real 
necessity.  The  U.S.  spends  more  per  capita  on  health  care  than  any 
other  country  in  the  world — more  than  double  what  Japan  spends  and 
4  0%  more  than  Canada,  which  is  the  second  most  expensive  country. 
Twenty  five  years  ago,  health  care  consumed  5.9%  of  the  GNP;  in 
1991,  that  number  will  top  13%,  for  a  total  of  more  than  $750 
billion.  This  year,  36%  of  the  growth  in  our  GNP  will  be  eaten  up 
purely  in  increased  health  care  costs. 

Individual  Responsibility 

Why  is  it  possible  for  these  costs  to  continue  to  escalate  in  this 
way?  Because  there  are  currently  very  few  checks  within  the  system 
to  counter  these  hikes.  Most  Americans  have  very  low  deductibles 
and  co-payments  and  have  very  few  personal  incentives  to  check  cost 
increases.  And,  insurance  companies — except  to  some  degree  where 
there  is  a  managed  care  program — have  no  way  to  control 
expenditures  and  physician  and  patient  choices,  so  their  high  costs 
are  simply  passed  on  in  the  form  of  higher  premiums.  Corporations, 
large  and  small,  have  been  unable  to  agree  on  how  to  control  rising 
health  care  costs. 
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In  a  sense,  then,  we  have  high  health  care  costs  largely  because 
so  many  people  never  actually  face  any  meaningful  part  of  their 
health  care  bill.  The  combination  of  federal  tax  incentives  and 
state  mandates  serves  to  encourage  insurance-based  financing  of  a 
broad  range  of  benefits  at  fairly  low  levels  of  deductibles.  This 
arrangement  keeps  patients  insulated  and  prevents  them  from 
behaving  like  normal  consumers,  who  would  otherwise  seek  a  lower 
price  for  the  same  level  of  care.  In  order  to  be  serious  about 
cost  containment,  we  must  seek  to  inject  a  greater  degree  of 
consumer  responsibility  and  sensitivity  into  the  health  care 
market. 

There  are  also  other  reasons  that  health  care  costs  continue  to 
rise.  For  example,  malpractice  costs  continue  to  escalate  and  must 
be  dealt  with.  Hospital  capital  expenditures  continue  to  soar; 
these  costs  must  be  reduced  because  many  of  the  purchases  are 
unnecessary.  Medical  advances  continue  to  make  more  procedures 
possible,  thereby  increasing  aggregate  health  care  cost.  Finally, 
the  high  technology  of  these  medical  advances  is  very  expensive  in 
its  own  terms.  Clearly,  there  are  good  solutions  to  some  of  these 
cost  problems,  but  not  to  all  of  them. 

Cost  Shifting 

But  there  are  additional  reasons  for  cost  increases  on  the  private 
sector,  other  than  the  aggregate  cost  of  health  care.  There  are 
three  major  groups  who  finance  the  costs  of  health  care  in  this 
country:  1)  the  government,  2)  self-insured  companies--generally 
big  corporations,  and  3)  businesses  which  insure  through 
traditional  insurance  companies — generally  small  businesses. 
Together  with  individuals,  these  groups  finance  virtually  all  of 
the  nation's  health  care  spending.  It  is  important  to  realize 
that,  to  the  extent  that  one  of  these  groups  pays  less,  the  others 
pay  more. 

The  recently  implemented  DRG  system  for  Medicare  expenses  has  had 
good  success  in  reducing  the  government's  health  care  expenses. 
However,  it  has  done  nothing  to  lower  the  overall  costs  of  health 
care  and  has  actually  driven  up  costs  for  the  privately  insured. 
When  providers  cannot  get  adequate  compensation  from  the 
government,  they  simply  raise  the  prices  charged  to  everyone  else. 
Large,  self-insured  plans  frequently  have  a  great  deal  of  clout  in 
a  given  area  and  can  negotiate  with  providers  in  order  to  reduce 
the  impact  of  this  "cost  shift"  on  themselves.  However,  small 
employers  have  no  ability  to  reduce  this  cost-shift  and  must  bear 
its  full  brunt.  This  same  cost-shifting  scenario  also  holds  true 
for  providers'  expenses  in  delivering  uncompensated  care,  primarily 
to  the  uninsured.  For  these  reasons,  no  part  of  the  business 
community  is  hit  harder  by  the  high  costs  of  the  uninsured  than 
small  business. 

II.    SMALL  BUSINESS  PROBLEMS 

However,  the  health  care  cost  problems  of  small  employers  cannot 
simply  be  dealt  with  at  the  macro  level.  There  are  unique  equity 
problems  faced  by  small  businesses  in  financing  the  care  of  their 
employees,  which  go  to  the  heart  of  how  health  care  should  be  paid 
for — whatever  its  cost  happens  to  be.  These  issues  revolve  around 
how  small  employers  find  and  maintain  adequate  insurance  coverage 
for  their  employees. 
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The  insurance  market  for  small  employers  is  based  upon  individual 
rating.  All  employees — and  each  of  their  dependents — of  a  small 
firm  are  screened  for  past  and  present  health  conditions,  and  their 
individual  premiums  are  set  accordingly.  If  individuals  in  these 
groups  have  conditions,  those  conditions  are  routinely  excluded 
from  coverage.  At  the  very  least,  dramatically  higher  rates  are 
charged  for  these  employees  (and  to  some  extent,  all  employees) . 
Moreover,  small  employers  with  sick  employees  are  frequently  turned 
down  for  coverage  altogether.  When  an  employee  gets  sick  while  a 
given  policy  is  already  in  effect,  renewal  time  often  finds  the 
employer  faced  with  premium  increases  which  make  the  plan 
unsustainable.  When  this  employer  shops  for  a  new  plan,  other 
insurance  companies  either  will  not  provide  coverage  or  they  will 
exclude  from  coverage  the  condition  of  the  sick  employee.  These 
employers  are  often  faced  with  the  Hobson's  choice  of  discontinuing 
coverage  for  a  given  individual  in  order  to  find  coverage  for 
everyone  else. 

These  insurance  market  problems  are  aggravated  by  the  fact  that 
small  businesses  employ  a  disproportionate  number  of  older  workers, 
part-time  workers,  and  women — all  of  whom  tend  to  have  higher- 
than-average  premiums.  Small  business'  insurance  premiums  are  also 
increased  by  the  very  fact  that  they  must  be  individually  rated. 
It  is  very  expensive  to  individually  rate  employees,  and  those 
costs  are  passed  on  to  the  business. 

To  illustrate  the  gravity  of  the  problem  in  the  small  group 
insurance  market,  a  survey  from  the  late  198  0s  by  the  HIAA 
estimated  that  employers  with  fewer  than  25  employees  pay  about 
3  0%  higher  premiums  than  large  employers.  Further,  a  survey  by  the 
National  Association  of  Manufacturers  reports  that  the  premiums 
for  those  small  employers  have  continued  to  rise  at  a  rate  50% 
greater  than  the  rate  of  increase  for  all  other  employers. 
Therefore,  the  problem  is  not  simply  that  all  insurance — even  that 
of  large  corporations — is  too  expensive  (though  it  is)  ;  the  problem 
is  that  small,  marginal  companies  actually  get  a  substantial  and 
discriminatory  price  hike. 

The  insurance  industry  argues  that  the  major  reasons  for  this 
disparity  are  the  high  acquisition  and  administrative  costs  for 
small  firms,  combined  with  their  relatively  low  renewal  rates. 
Insurers'  marketing  costs  are  higher  per  business  (because- there 
are  so  many  small  businesses  to  which  to  market,  and  so  few  who 
actually  buy  from  any  particular  company)  and  must  be  continuous 
because  their  book  of  small  firm  business  is  constantly  revolving. 
One  of  the  major  reasons  for  higher-than-average  premiums  for  small 
businesses  is  that  they  are  always  switching  insurance  companies 
(called  "churning").      Why  is  this  churning  so  prevalent? 

A  major  reason  that  small  businesses  switch  insurance  companies  so 
frequently  is  that  their  premiums  are  frequently  increased 
substantially  after  the  first  year  of  coverage.  One  of  the  major 
reasons  these  hikes  occur  is  because  pre-existing  condition 
exclusions  often  expire  after  the  first  12-18  months  of  coverage. 
The  resulting  premium  increases  often  push  small  companies  into 
switching  plans,  which  serves  to  both  further  escalate  costs  and 
to  perpetuate  the  under-insurance  -of  their  employees — because  they 
suffer  a  new  round  of  pre-existing  condition  exclusions.  Also,  the 
competitive  pressures  on  insurance  companies  may  encourage  them  to 
price  a  product  at  levels  that  are  not  sustainable  past  the  first 
year.  Premiums  may  also  increase  if  new  employee  conditions  have 
become  present. 
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These  underwriting  practices  for  small  employers  cause  a  given 
employer  to  essentially  bear  the  full  cost  of  a  particular 
employee's  health  claims,  rather  than  spreading  the  costs  across 
a  larger  pool.  While  this  situation  may  be  comparatively  good  news 
for  small  businesses  that  have  a  healthy  work-force,  it  can  be 
devastating  for  those  who  have  employees  with  expensive  illnesses. 
We  must  move  back  toward  an  insurance  system  that  groups 
individuals  in  order  to  spread  the  risk  of  an  individually  large 
loss  across  a  larger  group.  As  it  stands  now  for  many  small 
employers,  insurance  is  merely  financing  their  real  costs  and 
billing  them  back  to  the  business,  rather  than  spreading  risk 
across  larger  populations. 

III.   NSBU  RECOMMENDATIONS 

NSBU  is  in  the  midst  of  formulating  a  revision  to  our  health  care 
policy  stand.  The  outline  of  a  plan  has  been  finalized  at  the 
committee  level,  but  awaits  Board  approval.  I  intend  to  speak  from 
this  plan  with  the  understanding  that  there  could  be  some  changes 
before  it  becomes  association  policy. 

Basic  Package 

There  should  be  a  basic  federal  package  which  insurers  in  the  small 
business  market  would  offer  to  small  businesses.  First,  the  plan 
would  preempt  all  costly  state  mandates  and  replace  them  with 
federal  guidelines.  These  state  mandates  require  all  insurance 
company-issued  policies  to  cover  a  list  of  very  specific 
conditions;  individuals  are  not  allowed  to  choose  less  broad  or 
costly  insurance.  Beyond  driving  up  insurance  prices  in  the 
obvious  ways,  these  mandates  are  also  a  problem  since  they  vary 
from  state  to  state,  making  it  impossible  for  insurance  companies 
to  offer  uniform  packages.  Moreover,  state  mandates  only  apply  to 
insurance  offered  through  insurance  companies;  big  companies  which 
self -insure  are  not  required  to  comply.  Therefore,  state  mandates 
should  be  replaced  with  a  more  well-defined  and  equitable  federal 
basic  package.  The  basic  package  we  would  recommend  includes  the 
following: 

1)  Hospitalization 

2)  Inpatient  and  outpatient  physician  services 

3 )  Surgery 

4)  Those  preventive  care  remedies  which  are  proven  cost  effective 
(see  below) 

Deductibles  for  such  care  would  be  set  at  $1,000  for  individuals 
or  $2,000  for  families,  with  a  75/25  co-pay  for  costs  up  to  $6,000; 
insurance  would  pay  100%  for  additional  expenditures,  capping 
individuals'  maximum  health  care  expenditures  at  $2,500  per  year. 
Additionally,  the  basic  package  would  cover  the  first-dollar  costs 
of  pre-natal  care,  neo-natal  care  (for  no  more  than  one  year) ,  and 
mammography — as  these  have  been  proven  to  be  cost  effective. 

The  plan  identifies  maximum  deductibles,  not  minimum  ones. 
Obviously,  if  it  appears  that  this  level  of  deductibles  might  not 
be  sustained,  it  may  be  necessary  to  discuss  other  ways  of 
encouraging  individuals  to  accept  greater  individual  responsibility 
for  health  care  costs. 

We  have  suggested  a  basic  package  which  has  relatively  high 
deductible  levels  essentially  because  the  current  distribution  of 
health  care  expenditures  is  a  result  of  the  large  number  of  people 
having  first  dollar  health  care  coverage.      Billing  an  insurance 
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company  rather  than  an  individual  allows  providers  to  charge  more 
and  to  recommend  care  which  might  have  otherwise  been  deemed 
unnecessary.  Furthermore,  insulation  from  costs  causes  consumers 
to  seek  out  and  accept  unnecessary  care.  And,  by  and  large,  the 
people  who  have  the  most  extensive  first  dollar  insurance  coverage 
are  those  people  who  could  most  afford  to  pay  for  every-day  routine 
care  themselves.  What  we  essentially  have  is  too  much  insurance 
for  the  people  who  need  it  the  least.  The  solution  to  this  problem 
of  over-insurance  and  over-utilization  of  the  system  seems  to  be 
to  try  to  encourage  greater  individual  responsibility  for 
individual  health  care  expenses,  but  to  also  ensure  access  to 
insurance  to  guard  mainly  against  unexpected  and  catastrophic 
health  care  costs. 

We  would  recommend  that  this  basic  package  could  only  be  amended 
by  a  super-majority  in  Congress  (perhaps  3/5)  and  the  President's 
signature.  The  temptation  is  simply  too  great  to  continuously 
expand  this  package,  but  to  do  so  would  be  to  incrementally  return 
to  the  situation  we  have  today. 

Insurance  Reform 

The  insurance  reforms  recommended  by  the  subcommittee  would  tend 
to  be  a  leveling  force  for  health  insurance  premiums  across  the 
board;  the  size  of  the  group  would  play  a  much  smaller  role  in 
determining  premiums  than  is  currently  the  case.  The  reforms 
suggested  make  a  serious  move  toward  community  rating,  yet  they 
stop  short  of  pure  community  rating;  there  would  still  be  room  to 
rate  based  upon  age,  sex,  and  region  of  the  country,  for  instance. 

Assuming  other  factors  remain  constant,  an  injection  of  community 
rating  may  well  (though  not  necessarily)  raise  premiums  somewhat 
for  employers  who  have  a  very  healthy  workforce.  Yet,  overall, 
aggregate  premiums  paid  by  the  small  business  community  would 
decline,  and  the  individual  problems  small  employers  face  in 
continuing  to  insure  someone  who  has  become  ill  would  be  erased. 
It  would  also  become  much  easier  and  less  complex  for  a  small 
business  to  compare  premiums  and  shop  for  insurance  companies. 

The  insurance  reform  being  offered  by  Representatives  Nancy  Johnson 
and  Rod  Chandler  appears  to  correspond  to  many  of  our 
recommendations.  Though  this  plan  goes  further  in  terms  of  detail 
than  we  have  so  far  gone  and  takes  a  somewhat  different  path  in  how 
it  preempts  state  mandates,  it  seems  to  be  a  good  outline  from 
which  to  proceed  on  this  issue.  However,  we  do  not  support  the 
provision  of  this  plan  which  would  mandate  employers  to  make  a  plan 
available  to  employees.  The  Johnson/Chandler  plan  moves  toward 
more  community  rating  for  small  business  by  restricting  pre- 
existing condition  exclusions,  guaranteeing  renewability ,  and 
limiting  year-over-year  increases. 

A  potential  danger  in  the  area  of  insurance  reform  is  that  it  could 
act  to  drive  insurers  out  of  the  small  business  market.  We  must 
be  very  careful  as  we  proceed  in  this  area  that  we  produce  a 
product  which  insurance  companies  will  want  to  sell  and  that  small 
companies  will  be  able  to  buy.  .  At  the  same  time,  our  primary 
objective  should  be  to  level  the  playing  field  for  the  purchase  of 
health  insurance,  such  that  any  business  could  expect  to  have 
access  to  the  system. 
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Access 

In  terms  of  access,  we  would  require  individuals,  as  a  course  of 
citizenship,  to  purchase  health  insurance  (the  basic  package)  or 
to  otherwise  be  protected  against  large  health  care  expenses — in 
much  the  same  way  that  drivers  are  required  to  purchase  auto 
insurance  and  individuals  are  required  to  buy  into  the  Social 
Security  system.  There  should  be  penalties  for  those  who  do  not 
purchase  insurance,  though  a  subsidized  pool  should  be  established 
for  the  uninsurable.  Whether'  an  individual  wishes  to  purchase 
insurance  through  an  employer  (when  it  is  offered) ,  through  a 
spouse's  or  parent's  employer,  from  a  private  health  insurance 
company,  or  through  a  potential  pool  (if  the  individual  is 
eligible)  would  be  left  up  to  the  individual. 

We  believe  that  such  a  system  will  still  allow  and  encourage  the 
facilitation  of  health  insurance  through  employers.  An  individual 
mandate  will  create  additional  competitive  pressures  for  employers 
to  provide  insurance  for  their  employees,  and  this  fact  should  lift 
the  provision  of  insurance  by  employers  to  levels  significantly 
above  where  they  stand  today.  Since  these  competitive  pressures 
could  present  financial  hardships  for  some  small  employers  trying 
to  meet  them,  it  is  absolutely  critical  that  this  individual 
mandate  only  occur  when  accompanied  by  meaningful  cost  containment. 

Obviously,  in  order  to  facilitate  the  purchase  of  this  health 
insurance,  consideration  needs  to  be  given  to  those  individuals 
who  could  not  otherwise  afford  it.  Since  it  is  obvious  that  the 
poor  could  afford  neither  a  $1,000  deductible  nor  premium  expenses, 
a  variable  (to  income)  tax  credit  could  help  those  without 
sufficient  resources  afford  insurance  premiums,  as  well  as  up- 
front deductibles.  Of  course,  this  credit  should  only  be  available 
to  the  poor  who  are  using  it  to  purchase  health  care  and  insurance. 

Such  an  individual  mandate  would  solve  most  of  our  cost-shifting 
problems  and  should  dramatically  reduce  the  rolls  of  the  uninsured 
(if  properly  paired  with  a  financing  mechanism  for  the  poor) . 
Moreover,  such  a  mandate  allows  the  move  toward  community  rating 
mentioned  above.  Community  rating  is  not  really  feasible  and 
efficient  if  healthy  individuals  are  allowed  to  opt  out  of  the  plan 
while  the  sick  can  painlessly  opt  in;  it  could  not  really  be  done- 
-for  instance — in  today's  health  care  marketplace. 

Malpractice  Reform 

In  order  to  constrain  medical  costs  and  reduce  unnecessary  care, 
we  should  institute  several  reforms.  First,  practice  protocols 
should  be  established  in  order  to  give  treatment  guidelines  to 
physicians,  which  would  provide  an  affirmative  defense  against  tort 
claims  if  followed.  Next,  a  cap  should  be  placed  on  the  total 
amount  of  punitive  awards,  and  losers  in  malpractice  cases  should 
pay  court  costs  and  attorney's  fees.  These  reforms  are  aimed  at 
reducing  the  enormous  health  care  costs  which  can  be  directly 
traced  to  our  high  rate  of  malpractice  suits.  These  suits  drive 
up  health  care  costs  two  ways.  First,  they  drive  up  overall  costs 
by  impelling  physicians  to  provide  care  which  may  not  be  necessary. 
Second,  the  sky-rocketing  malpractice  insurance  premiums  are  simply 
passed  on  to  patients,  insurance  companies,  and — ultimately — 
employers . 
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Focused  Cost  Containment 

On  a  national,  state,  and  local  basis,  health  expenditure  review 
boards  should  be  established  to  control  health  care  costs.  Rather 
than  leaving  it  up  to  the  negotiations  of  physicians  and  insurers, 
this  board  would  play  a  role  in  determining,  capping,  or  at  least 
arbitrating  the  pricing  levels  for  "reasonable  and  customary"  care. 
In  addition,  the  review  boards  would  gather  and  analyze  data 
regarding  performance,  quality  of  care,  and  outcomes — on  a 
national,  state,  and  local  level.  This  data  would  be  used  to 
measure  the  performance  of  health  care  dollars  vis-a-vis  the 
overall  health  of  the  community. 

The  boards  would  bring  together  consumers,  payers,  and  providers 
to  establish  budgets  for  operation  of  facilities  and  capital  and 
equipment  investments.  Some  changes  in  the  federal  antitrust  laws 
may  also  be  needed  to  allow  cooperative  ventures  to  reduce 
specialization  and  duplication  within  local  health  care  delivery 
markets. 

Further,  providers  should  be  subject  to  mandatory  disclosure 
provisions.  This  provision  would  require  providers  to  disclose 
full  costs  of  care,  where  possible,  ahead  of  time.  This  disclosure 
would  allow  patients  and  third-party  payers  to  more  discriminately 
control  costs. 

In  addition  to  such  a  system,  pricing  health  care  provided  to  those 
in  small  groups  according  to  Medicare  rates  could  also  go  a  long 
way  toward  bringing  meaningful  cost  control  to  the  small  business 
health  care  market. 

We  very  much  want  to  thank  you  for  providing  the  opportunity  for 
us  to  present  our  point  of  view.  If  we  can  be  of  further 
assistance  in  the  future,  or  if  you  need  any  additional 
information,  we  stand  ready  to  move  this  issue  forward  in  any  way 
we  can. 

Mr.  Gibbons.  Thank  you,  Ms.  Hager. 
Mr.  Moody. 

Mr.  Moody.  Thank  you.  That  was  a  very  constructive  statement 
and  I  can  assure  you  that  our  colleagues  will  read  it  in  detail  be- 
cause this  is  such  a  pressing  issue. 

Would  you  each  take  a  moment  to  explain  why  you  would  not 
want  a  Canadian  style  system?  It  seems  to  meet  a  lot  of  the  needs 
you  have  enunciated.  First  of  all,  risk  pooling  is  automatically 
taken  care  of.  You  are  in  one  nationwide  risk  pool.  Many,  many 
small  risk  pools  is  the  main  problem  for  small  business.  You  are  in 
this  tiny  risk  pool  and  the  costs  per  employee  have  to  be  very  high 
with  a  small  risk  pool.  So  the  bigger  the  risk  pool,  the  lower  the 
premium,  the  actuarially  required  premiums. 

So  I  am  not  saying  that  we  should  repeat  the  Canadian  system, 
but  something  like  in  the  sense  of  a  national  risk  pool  of  universal 
coverage.  Finally,  the  second  major  feature  would  be  the  single 
payer  so  that  you  would  avoid  or  at  least  minimize  the  paperwork. 
We  have  12  percent  of  our  health  care  costs  go  for  nothing  but  pa- 
perwork, while  the  Canadian  system  spends  less  than  2  percent  on 
paperwork  and  administrative  overhead. 

Obviously,  that  would  be  a  big  cost  saver  for  all  concerned.  It 
seems  to  me  that  if  any  group  would  be  potentially  interested  in  a 
universal  system  where  you  insure  people,  not  firms,  as  Ms.  Hager 
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said,  it  would  be  something  along  these  lines.  Can  each  of  you  take 
a  moment  to  explain  why  that  would  not  be  a  good  idea.  Or  maybe 
it  would  be  a  good  idea? 

Mr.  Motley.  I  think  from  our  standpoint  there  are  probably 
three  reasons.  We  find  that  there  is  little  faith  amongst  our  mem- 
bership within  the  small  business  community  that  the  Federal  Gov- 
ernment can  make  something  like  that  work. 

I  mean  there  are  just  too  many  examples  of  programs  out  there 
that  people  outside  of  Washington  feel  do  not  work  and,  therefore, 
it  would  be  very  difficult  to  develop  a  consensus  around  it. 

Mr.  Moody.  Can  I  interrupt  you  for  one  second? 

Mr.  Motley.  Sure. 

Mr.  Moody.  There's  nothing  like  that.  We  don't  do  anything  like 
that.  The  closest  thing  would  be  Social  Security,  which  works.  The 
one  thing  the  Government  is  pretty  good  at  is  printing  and  mailing 
out  checks.  That's  all  the  Government  would  be  doing.  Hospitals 
would  not  be  Federal  Government  hospitals,  they  would  still  be  Sis- 
ters of  Charity  or  Lutheran  Hospital  or  whatever.  This  is  a  check 
writing  operation.  The  Government  does  not  run  the  hospitals  or 
run  the  doctors.  It  is  not  the  British  system.  We  are  not  talking 
about  that.  We're  talking  about  an  insurance  program  like  the 
Social  Security  where  there's  a  trust  fund  and  you  mail  out  the 
checks. 

So  what  are  the  bad  examples  out  there? 

Mr.  Motley.  I  think  the  Post  Office  is  one  of  them. 

Mr.  Moody.  No,  the  Post  Office  is — the  person  who  comes  to  your 
door  is  a  Government  employee.  That  is  not  what  we  are  talking 
about.  The  doctor  would  not  be  a  Government  employee.  The  post- 
man is  a  Government  employee.  The  trucks  are  owned  by  the  Gov- 
ernment, the  machinery  is  Government-owned.  There  would  not  be 
any  of  that  with  this  system,  so  that  is  not  a  good  analogy. 

Mr.  Motley.  I  understand  what  you  are  saying,  Congressman, 
but  the  perception  of  the  general  public  and  the  political  consensus 
is  that  the  Government  would  be  running  this  program  and  there- 
fore, you  are  not  going  to  get  there  very  quickly. 

Mr.  Moody.  OK. 

Mr.  Motley.  And  that  includes  our  membership  and  we  tend  to 
do  what  our  membership  wants  us  to  do. 
Mr.  Moody.  OK. 

Mr.  Motley.  I  think,  second  of  all,  any  program  like  this  is  sort 
of  automatically  put  in  the  political  arena,  such  as  the  situation 
with  State  mandates,  where  various  different  groups,  you  know, 
come  and  vie  for  certain  types  of  coverages  or  benefits  or  advan- 
tages over  one  another.  That's  a  difficult  situation  to  control  once 
you  go  that  way. 

Then,  third,  I  think  there's  a  feeling  within  the  American  busi- 
ness community  that  the  current  system  is  not  necessarily  a  fail- 
ure, it  is  just  that  it  is  kind  of  teetering  out  of  balance.  And  that 
the  Government,  itself,  is  one  of  the  reasons  that  it  is  teetering  out 
of  balance,  and  it  should  be  adjusted  before  you  change  it  complete- 

ly. 

Mr.  Moody.  The  main  reason  it  is  out  of  balance,  of  course,  is 
these  structural  issues  like  small  risk  pools,  and  the  fact  that  we 
have  mostly  indemnity  programs,  which  is  cost-plus  budgeting,  and 
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third-party  payments,  which  don't  internalize  this  industry  to  econ- 
omize. Those  seem  to  be  the  main  reasons. 

And  in  cost  shifting,  particularly  with  Medicaid,  not  so  much 
Medicare. 

Mr.  Motley.  But  I  would  submit  that  the  reason  that  almost  all 
of  that  is  going  on  is  a  direct  result  of  the  enactment  of  ERISA  in 
the  early  1970s.  There  has  been  tremendous  change  in  the  health 
insurance  marketplace  in  this  country.  The  industry  is  attempting 
to  adjust  and  as  it  adjusts,  unfortunately  it  appears  that  smaller 
business  owners  are  the  only  ones  left  purchasing  it,  and  they  are 
bearing  the  brunt  of  the  burden. 

Mr.  Moody.  I  am  suggesting  something  that  would  totally  wipe 
out  the  ERISA  problem  though.  Any  other  comments? 

Mr.  Chisholm.  I  must  confess  that  I  have  learned  most  of  what  I 
know  about  the  Canadian  system  this  morning,  listening  to  some  of 
the  other  witnesses.  The  big  concern  I  would  have  with  my  limited 
knowledge  of  it  is  the  discipline  that  would  be  there  to  control  the 
cost.  And  the  Government,  in  a  check  writing  capacity  and  con- 
stantly— that  is  what  they  do,  mail  out  checks — I  don't  see  the  dis- 
cipline there  to  keep  the  health  care  costs  down.  The  other  ques- 
tion is  who  eventually  pays  for  that? 

And  you  come  back  to  some  sort  of  tax-based,  payroll  tax  base  or 
something  of  that  nature,  and  which,  again,  tends  to  fall  dispropor- 
tionately on  small  businesses. 

Mr.  Moody.  Well,  to  just  quickly  respond.  In  Canada,  hospitals 
have  global  budgets  and  they  have  to  live  within  that  budget.  So 
they  have  to  cost  economize  and  they  are  given  an  inflation  factor 
each  year,  as  we  do  under  Medicare,  but  they  are  not  allowed  to 
run  ahead  of  inflation. 

And  doctors  have  uniform  negotiated  fees.  They  use  the  market 
clout  of  a  single  purchaser  to  hold  doctor  fees  to  a  uniform  level. 
That's  how  they  do  it. 

Ms.  Hager.  I  don't  think  we  have  enough  information  to  do 
global  budgeting  now.  But  I  think  one  of  our  concerns  would  be, 
and  one  of  the  things  we  would  love  to  have  more  information  on  is 
that  we  would  like  to  learn  more  about  and  our  concern  would  be 
about  quality  of  health  care  under  that  system,  about  if  it  really 
would  be  a  cost  containment.  We  would  have  actually  quite  a  few 
questions. 

Mr.  Moody.  OK. 

Mr.  Church.  I  think  all  the  points  have  been  covered.  I  guess  my 
only  comment  is  that  one  of  the  reasons  the  Canadian  system 
works — if  indeed  it  does  really  work — is  because  it  is  next  to  the 
United  States.  I  think  there  is  a  real  quality  issue  under  the  Cana- 
dian system  that  needs  to  be  looked  into  further. 

Mr.  Moody.  Right.  Wealthy  Canadians  that  don't  want  to  wait 
come  to  Detroit  or  Seattle  for  care  because  they  don't  have  an 
escape  valve.  But  I  think  any  system  that  we  have  would  have  to 
incorporate  its  own  escape  valve  system  so  that  we  could  not  repli- 
cate the  Canadian  system  exactly. 

Thank  you. 

Mr.  Rangel  [presiding].  Mrs.  Johnson. 
Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 
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Before  I  ask  my  question,  which  is  a  fairly  simple  one,  I  do  want 
to  just  comment  on  this  discussion  that  has  gone  on  before  about 
the  administrative  costs  in  Canada  versus  the  United  States.  Ad- 
ministrative issues  are  very  important  in  the  small  business  com- 
munity, as  the  testimony  of  COSE  indicated — I  mean  there  is  some 
real  opportunity  out  there.  If  we  are  going  to  make  changes,  we 
ought  to  definitely  look  at  how  we  can  assure  reduced  administra- 
tive costs  in  the  small  sector. 

As  we  look  at  the  administrative  costs  issue,  I  think  we  have  to 
look  at  it  from  the  point  of  view  of  the  facts  that  are  out  there.  The 
United  States  has  a  lower  number  of  beds  per  population.  We  have 
a  shorter  length  of  stay.  We  have  an  average  number  of  physicians. 
When  you  look  at  what  is  driving  our  costs  up,  it  is  not  the  infra- 
structure, it  is  volume. 

The  reason  that  the  volume  is  different  is  because  if  you  look  at 
Canada  and  the  United  States,  their  medical  community  and  serv- 
ice structure  is  different.  We  have  basically  an  inverted  pyramid — 
few  generalists  and  lots  of  specialists.  More  paperwork  goes  with 
specialists.  Administering  a  specialist-heavy  health  care  system  in- 
volves a  lot  more  oversight. 

When  you  are  talking  about  controlling  costs,  since  the  primary 
approach  to  cost  control  has  got  to  be  reducing  volume  of  specialty 
services,  it  is  going  to  be  paperwork  heavy  if  the  Government  does 
it.  I  think  what  we  are  hearing  here  today  is  how  do  you  get  at 
that?  Do  you  get  at  Government  regulating  reduction  and  use,  or 
do  you  get  at  it  through  changing  incentives? 

One  of  the  things  that  I  think  is  being  perhaps  vastly  underesti- 
mated is  the  interactive  result  which  you  see  in  American  facto- 
ries— I  mean  this  is  why  America  is  competitive;  not  because  the 
factories  have  made  one  or  two  changes,  but  because  they  have 
made  dozens  and  they  interact.  What  I  hear  coming  through  this 
hearing  more  clearly  than  I  have  at  any  point  in  our  discussion  as 
a  committee,  is  the  interaction.  If  you  do  managed  care,  malprac- 
tice reform,  and  a  whole  bunch  of  other  things,  you  get  an  interac- 
tive set  of  changes  that  make  people  think — what  are  they  buying, 
and  is  it  worth  buying?  Those  are  the  kinds  of  things  that  I  think 
we  haven't  been  asking  either  ourselves,  as  purchasers,  or  provid- 
ers. 

My  one  fear  about  the  national  health  approach  and  concentrat- 
ing too  much  on  that  is  that  we  don't  have  a  combination  of  forces 
that  will  be  in  place  to  begin  to  overcome  the  assumption  that  it  is 
free.  The  Government  provides  it.  I  can  have  whatever  I  want.  It  is 
that  mindset  that  has  made  a  lot  of  services  in  America  very  costly 
to  provide  and  have  a  very  heavy  burden  on  the  taxpayers. 

So  I  think  the  incentive  issue  is  how  do  you  control  costs?  Do  you 
do  it  by  changing  incentives  or  do  you  do  it  by  price  fixing?  What 
is  the  relationship  between  volume  of  services  and  American 
health  care  costs  and  why  that's  there  is  very  important. 

Briefly,  let  me  just  ask  you,  there  are  lots  of  different  kinds  of 
mandates  and  1  know  how  you  feel  about  mandates.  My  legisla- 
tion— and  some  of  us  have  been  discussing  the  mandate  to  edu- 
cate— has  been  interpreted  in  an  overstated  way  as  to  what  I  in- 
tended it.  What  I  intended  was  that  small  business  at  least  carry 
the  responsibility  to  educate  their  employees,  because  most  of  the 
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uninsured  are  low  paid  and  probably  at  low  educational  levels.  The 
employer  would  bear  the  responsibility  to  educate  employees  about 
a  national  MedAccess  plan,  a  simple  basic  plan,  that  we  would 
make  sure  is  in  the  market.  If  a  sufficient  number  of  your  employ- 
ees chose  to  take  that  plan,  a  sufficient  number  being  determined 
by  the  insurance  company  as  to  what  their  participation  rates 
were,  then  you  would  be  obligated  to  participate  in  the  administra- 
tion. 

Refinement  of  my  bill  would  include  Fred  Grandy's  proposal  that 
would  give  you  tax  benefits  to  encourage  the  kind  of  cost-effective 
administration  that  COSE  has  modeled.  So  that  is  a  very  low  level 
of  mandate.  I  don't  see  how  we  are  ever  going  to  reach  out  to  ev- 
erybody if  we  don't  have  everybody  part  of  the  system.  I  prefer  the 
mandate  on  the  individual  because  the  individual  has  both  the 
right  to  health  care  and  the  responsibility.  We  are  so  far  from  pro- 
viding that  individual  with  affordable  choices,  however,  that  it 
seems  to  me,  that  in  the  short-term,  for  you  to  be  a  part  of  the  edu- 
cational system  is  not  too  much  to  ask.  We  desperately  need  you  to 
do  that.  So  I  would  like  your  comment  on  that  onerous  mandate,  or 
at  least  that  provision  in  my  bill. 

Mr.  Church.  Mrs.  Johnson. 

Mrs.  Johnson.  Yes. 

Mr.  Church.  As  I  understand  your  bill,  we  feel  there  are  many 
good  parts  to  it.  We,  in  general,  do  not  support  mandates,  but  we 
have  less  problem  with  an  educational  mandate.  As  a  matter  of 
fact,  my  company,  Cordage  Papers,  has  an  educational  program 
and  we  have  meetings  every  year  with  the  employees  to  discuss  the 
benefit  package  and  to  encourage  a  more  intelligent  approach  to 
the  use  of  benefits  and  the  selection  of  benefits.  So  I  think  educa- 
tion is  a  very  important  part,  not  just  on  the  health  care  programs, 
insurance  programs  and  selections,  but  wellness  too.  We  spend  a 
lot  of  time  and  effort  trying  to  develop  a  wellness  mentality  or  a 
wellness  attitude  towards  their  approach  to  living  and  their  ap- 
proach to  working. 

So  we  don't  oppose  the  educational  part  of  it,  but  would  have 
some  problems  with  that  mandate  shifting  into  the  provider  area 
for  the  employer. 

Mrs.  Johnson.  Well,  if  you  can  think  of  any  other  ways  around 
that,  not  call  it  a  mandate,  but  somehow  get  the  small  employer, 
for  whom  this  is  out  of  sight,  out  of  mind,  and  much  too  complicat- 
ed to  deal  with,  to  be  a  vehicle  for  information. 

Mr.  Chisholm.  I  would  like  to  just  comment  on  that.  As  I  men- 
tioned in  my  statement,  one  of  the  problems  you  have,  particularly 
with  the  smaller  small  businesses,  is  educating  them  in  the  first 
place  about  what  is  available. 

Mrs.  Johnson.  Sure. 

Mr.  Chisholm.  They  really  may  not  know  what  all  the  options 
are.  And  they  are  pretty  much  at  the  mercy  of  whatever  company 
is  trying  to  sell  them  insurance  as  to  what  is  coverage  and  what  is 
provided.  As  to  the  basic  educational  package,  you  have  got  to  have 
something  that  lets  those  people  know  what  the  options  are  and 
what's  available  so  that  they  can  then  pass  it  on  to  their  employ- 
ees. 
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Mrs.  Johnson.  So  if  you  only  required  them  to  provide  informa- 
tion about  MedAccess,  which  is  what  we  call  the  basic  benefits  pro- 
gram in  my  bill,  then  we  could  perhaps  shape  it  in  a  way  that 
wouldn't  be  so  onerous. 

Mr.  Chisholm.  As  someone  else  pointed  out,  education  is  one 
thing  and  when  it  moves  into  the  mandates  of  the  coverage  that  is 
where  we  would  have  to  

Mrs.  Johnson.  Perhaps  a  better  model  is  some  of  the  informa- 
tion that  employers  have  to  provide  to  their  employees  on  the  safe 
handling  of  substances,  or  safety  issues.  John. 

Mr.  Motley.  Two  comments.  One,  I  think  that  you  know  we  are 
taking  a  very  close  look  at  your  proposal  and  will  have  a  couple  of 
meetings  and  will  have  a  couple  of  more  on  it. 

We  are  trying  to  figure  out  exactly  how  it  would  work  before  we 
respond  to  it.  You  know,  if,  indeed,  it  does  not  work  like  the  man- 
date for  providing  coverage,  then  maybe  we  simply  have  a  semanti- 
cal problem  but  before  we  could  answer  that  question  I  think  we 
really  have  to  take  a  little  bit  closer  look  at  it. 

But  the  second,  and  I  think  more  substantive  comment  on  it,  is 
that  if  you,  indeed,  design  a  program  like  this,  if  you  design  a  pro- 
gram of  the  type  you  have  in  your  proposal,  that  Professor  Entho- 
ven  has  suggested  in  some  of  the  things  he  is  talking  about,  and 
part  of  a  lot  of  other  proposals  out  there,  which  means  that  you  are 
going  to  move  much  toward  a  form  of  community  rating.  I  have  yet 
to  be  convinced  of  why  you  cannot  offer  that  to  individuals,  as  well 
as  to  people  through  companies.  That  comes  down  to,  I  think, 
something  you  heard  here  from  a  number  of  us,  is  that  the  empha- 
sis on  providing  health  insurance  through  businesses  is  much  too 
heavy  today  and  there  is  no  individual  responsibility. 

In  fact,  if  you  go  back  and  take  a  look  at  some  of  the  things  that 
this  committee  did  in  the  early  1980s  where  there  used  to  be  a  pro- 
vision in  the  1040- A  where  individual  could  take  a  deduction  for  a 
portion  of  the  health  insurance  premiums  that  they  paid.  I  mean 
we  just  completely  eliminated  that. 

I  think  it  would  be  worthwhile  if  you  can  actually  design  a  plan 
which  would  be  relatively  inexpensive  that  not  only  to  have  em- 
ployers purchase  it  as  a  fringe  benefit,  where  they  want  to,  but 
design  it  in  such  a  way  that  individuals  can  also  purchase  it.  And 
for  those  individuals  who  are  in  a  difficult  situation,  possibly  at  the 
poverty  level  or  a  little  bit  above  the  poverty  level,  then  provide  a 
tax  credit  of  some  sort,  for  nonitemizing  taxpayers  to  pay. 

I  have  yet  to  be  convinced  that  something  of  that  nature  cannot 
be  designed  so  that  both  individuals  and  companies  can  purchase 
it. 

Mr.  Rangel.  I'm  going  to  have  to  end  the  formal  part  of  this 
hearing  but  I  encourage  you  to  continue  the  discussion  with  this 
panel.  But  I  am  going  to  have  to  adjourn  the  hearing. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman.  On  the  mandate  issue, 
this  fear  of  mandates  is  very  real,  and  the  possibility  of  mandating 
before  we  have  a  chance  to  force  some  greater  experimentation  is 
one  that  I  share. 

I  think  there  is  a  combination  of  things  that  you  are  suggesting 
that  pulls  together  ideas  that  Alain  Enthoven  brought  up  this 
weekend,  with,  for  instance,  my  deep-seated  interest  in  community 
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health  centers  that  could  provide  some  options  in  a  membership 
way. 

Thank  you,  Mr.  Chairman. 
Mr.  Motley.  Mr.  Chairman. 
Mr.  Rangel.  Mr.  Motley. 

Mr.  Motley.  If  I  could  make  one  concluding  comment?  I  was 
lucky  or  privileged  to  be  here  a  couple  of  weeks  ago  and  we  talked 
about  the  extenders  and  testified  next  to  a  group  of  administrators 
from  black  inner-city  hospitals.  Just  to  refer  to  what  Congresswom- 
an  Johnson  just  said,  I  don't  see  where  the  mandates  go  to  cure  the 
problems  that  those  hospitals  and  the  populations  that  those  hospi- 
tals are  trying  to  serve.  They  just  don't  deal  with  it.  I  mean  the 
employers  in  those  particular  areas  and  the  individuals  who  live  in 
those  particular  areas  are  not  going  to  be  helped  by  any  of  the 
types  of  mandates  which  have  been  discussed  in  some  of  the  pro- 
posals. 

I  think  you  really  have  to  take  a  look  at  the  public  side  of  the 
program  and  to  rationalize  the  whole  program  together  and  not 
just  deal  with  the  employer's  side  of  it.  By  dealing  with  the  em- 
ployer side  of  it,  we  are  sticking  a  bandaid  over  it  and  we  are  not 
going  to  deal  with  the  real  health  concerns  of  this  country.  We 
have  that  in  our  statement. 

Mr.  Rangel.  Well,  as  Mrs.  Johnson  indicated,  employer  man- 
dates is  just  one  of  the  many  options  or  things  to  be  considered. 
But  certainly  I  agree  with  everything  that  you  have  said.  And  I 
want,  on  behalf  of  the  chairman  and  the  entire  committee,  to 
thank  you  for  your  great  contribution  that  you  made  to  this  very 
complex  situation  that  our  Nation  faces. 

Thank  you,  and  the  committee  will  stand  adjourned  until  2  p.m. 

[Whereupon,  at  12:55  p.m.,  the  committee  recessed,  to  reconvene 
at  2  p.m.] 

Mr.  Stark  [presiding].  The  committee  will  resume. 

This  afternoon,  we  will  hear  from  representatives  of  the  Nation's 
insurers,  and  then  from  groups  that  have  developed  health  care 
reform  proposals. 

The  first  panel  this  afternoon:  Barney  Tresnowski,  the  national 
president  of  Blue  Cross  and  Blue  Shield  Association.  Barney  is  not 
president  of  every  Blue  Cross  and  Blue  Shield  Plan,  unfortunately 
for  them,  but  of  an  association  representing  all  of  them.  And  Mr. 
Carl  Schramm,  who  is  the  president  of  the  Health  Insurance  Asso- 
ciation of  America. 

Both  of  your  written  statements  will  be  included  in  the  record, 
and  I  would  ask,  Barney,  that  you  proceed  first  to  summarize  for 
the  committee.  And  following  the  presentation  of  your  testimony, 
we  will  inquire  and  let  you  enlighten  us  further. 

Welcome  back,  both  of  you. 

STATEMENT  OF  BERNARD  R.  TRESNOWSKI,  PRESIDENT,  BLUE 
CROSS  AND  BLUE  SHIELD  ASSOCIATION 

Mr.  Tresnowski.  Thank  you  very  much,  Mr.  Stark. 

I  am  Barney  Tresnowski,  president  of  the  Blue  Cross-Blue  Shield 
Association.  It  is  an  association  that  represents  the  73  Blue  Cross 
and  Blue  Shield  Plans  throughout  the  United  States,  and  might 
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say  that  it  is  an  organization  that  covers  over  70  million  Ameri- 
cans through  its  private  coverage,  and  through  our  involvement  in 
contracting  with  the  Government  another  30  million  Americans. 

You  know  that  Blue  Cross  and  Blue  Shield  was  created  out  of  the 
depths  of  the  Depression  in  the  1930s  

Mr.  Stark.  So  was  I.  So  was  I. 

Mr.  Tresnowski.  And  since  then  been  committed  to  serving  the 
American  people  by  developing  and  improving  the  pluralistic 
health  financing  and  delivery  system. 

We  are  now  poised  to  address  the  critical  and  complex  public 
policy  decisions  of  providing  access  to  care  for  the  Nation's  unin- 
sured. It  is  important  to  both  reflect  on  the  historical  context  that 
gave  rise  to  the  current  problem  as  a  basis  for  how  we  believe  this 
country  can  build  on  the  employer-based  system  to  ensure  coverage 
for  all  Americans. 

In  my  prepared  statement,  which  you  kindly  agreed  to  introduce 
into  the  record,  I  point  out  that  in  the  1950s  and  1960s  we  as  a 
Nation  made  significant  public  policy  decisions  that  substantially 
changed  the  supply  and  demand  for  health  care  in  America.  In  the 
1950s  we  passed  the  Hill-Burton  Act,  spent  substantial  sums  of 
money  building  the  capital  structure  of  hospitals,  invested  in  the 
National  Institutes  of  Health  to  develop  new  technology,  health 
manpower  grants — all  of  that  was  intended  to  improve  and  en- 
hance the  supply  of  health  care  services.  In  the  mid-1960s,  as  you 
know,  we  passed  the  Medicare  and  the  Medicaid  law,  which  sub- 
stantially changed  the  demand  for  health  care  services. 

This  all  happened  at  a  time  when  our  society  enjoyed  double- 
digit  economic  growth  and  health  care  inflation  did  not  exceed  7 
percent.  However,  these  supply  and  demand  decisions  fueled  infla- 
tion, the  demographics  changed,  economic  growth  slowed,  health 
care  expenditures  increased,  and  all  that  resulted  in  problems  of 
affordability,  and  thus  increasing  numbers  of  Americans  without 
insurance  coverage. 

Most  recently,  before  this  committee  and  other  committees,  our 
analysis  of  the  problem  led  us  to  urge  the  Congress  to  reform  the 
Medicaid  program,  to  amend  ERISA,  to  equalize  treatment  of  self- 
funded  and  uninsured  employees,  to  equalize  the  tax  treatment  for 
self-funded  employers,  and  create  State  high  risk  pools. 

I  am  here  today  to  say  that  we  now  believe  that  those  steps  were 
necessary  but  not  sufficient.  We  now  feel  that  there  are  three  addi- 
tional strategies  we  need  to  pursue.  One,  we  need  to  accomplish 
universal  access  for  all  Americans  through  a  combination  of  public 
and  private  programs.  Second,  we  need  to  drive  to  make  benefit 
coverage  more  affordable.  And  third,  we  need  to  assure  a  well-func- 
tioning and  competitive  insurance  market. 

The  universal  access  strategy  should  be  related  to  the  employ- 
ment base.  Most  uninsureds  are  workers  or  dependents.  We  need  to 
take  a  fresh  look  at  how  we  use  tax  subsidies.  We  need  to  look  at 
continuity  of  coverage  questions.  The  affordability  strategy  is 
tough,  but  it  is  not  hopeless.  We  need  to  strike  at  the  heart  of  the 
price  utilization  equation  through  selective  contracting,  tighter 
medical  necessity  controls,  and  broadened  use  of  centers  of  excel- 
lence. The  benefit  design  that  balances  the  competing  needs  of  ade- 
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quate  protection,  affordability,  and  incentives  for  appropriate  use 
of  services. 

Our  strategy  to  reform  the  insurance  market  has  two  parts:  One, 
ERISA  must  be  amended.  Self-funded  employers  now  avoid  State- 
mandated  benefits,  premium  taxes,  and  do  not  contribute  to  State 
high-risk  pools.  Second,  it  is  essential  that  we  replace  competition 
in  the  health  insurance  market  based  on  risk  selection  and  substi- 
tute competition  based  on  an  insurer's  ability  to  control  costs. 

Specifically,  the  Blue  Cross  and  Blue  Shield  Association's  board 
of  directors  unanimously  approved  a  small  group  market  reform 
proposal  which  I  will  be  testifying  on  next  week  before  the  House 
subcommittee  of  this  Ways  and  Means  Committee.  But  it  provides 
that  there  be  assurance  that  small  employers  have  access  to  pri- 
vate insurance  regardless  of  their  health  status,  that  States  have  a 
range  of  options  to  choose,  that  small  group  coverage  be  provided 
at  fairly  established  rates,  and  that  there  be  enforcement  of  the 
program. 

Before  I  conclude  I  would  like  to  comment  on  insurers'  adminis- 
trative costs.  Many  people  point  to  the  administrative  costs  of  in- 
surers as  a  target  for  cost  savings  and  to  question  the  value  of  a 
private  health  insurance  system.  I  am  here  to  say  that  the  Blue 
Cross  and  Blue  Shield  Plans  are  very  proud  of  their  record  of  pro- 
viding, on  average,  90  cents,  and  in  many  cases  more,  in  benefits 
for  every  $1  in  health  benefits  premium. 

In  conclusion,  we  acknowledge  that  the  problem  of  the  uninsured 
population  is  serious  and  that  it  demands  a  concerted  effort  both 
by  the  private  sector  and  by  Government. 

Thank  you  very  much,  Mr.  Chairman. 

Mr.  Stark.  Thank  you  very  much. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  BERNARD  R.  TRESNOWSKI 
BLUE  CROSS  AND  BLUE  SHIELD  ASSOCIATION 

Mr.  Chairman  and  Members  of  the  Committee,   I  am  Bernard  R. 
Tresnowski,  President  of  the  Blue  Cross  and  Blue  Shield 
Association.     The  Association  is  the  coordinating  organization 
for  the  73  Blue  Cross  and  Blue  Shield  Plans  throughout  the 
nation.     Collectively,  the  Plans  provide  health  benefit 
protection  for  more  than  70  million  Americans. 

Since  their  inception  in  the  1930s,  Blue  Cross  and  Blue  Shield 
Plans  have  been  committed  to  developing  and  improving  the 
nation's  pluralistic  health  financing  and  delivery  system.  To 
that  end,  we  work  in  partnership  with  consumers,  employers, 
unions,  health  care  providers  and  government.     That  commitment 
continues  today  as  we  address  the  complex  issue  of  providing 
access  to  care  for  the  nation's  uninsured. 

We  welcome  the  opportunity  to  address  the  Committee  on  this 
important  matter.     In  my  testimony  today,  I  will: 

o    Offer  a  historical  context  for  the  current  access 
problem;  and 

o    Discuss  how  we  believe  this  country  can  build  on  the 
employer-based  system  to  assure  coverage  for  all 
Americans . 


Historical  Context 

Mr.  Chairman,  we  stand  on  the  verge  of  making  a  series  of  major 
public  policy  decisions  that  will  have  far  reaching  impact  on 
the  health  care  delivery  and  financing  system  in  the  United 
States.     We  arrive  at  this  juncture  following  public  policy 
decisions  made  in  the  1950s  and  1960s  that  substantially 
changed  the  supply  and  demand  for  health  care  in  America. 

In  the  50s  and  60s,  Congress  felt  the  need  to  improve  the 
capital  structure  of  our  system.     The  Hill-Burton  Act  was 
passed  to  increase  hospital  construction,   and  the  National 
Institutes  of  Health  was  created  to  promote  the  development  of 
health  care  technologies.     In  addition,  we  invested  significant 
sums  under  the  various  health  manpower  grant  programs  to 
increase  our  supply  of  physicians,  nurses  and  allied  health 
professionals . 

In  the  mid-1960s,  having  made  substantial  progress  in  improving 
the  supply  of  health  care  services,   the  Medicare  and  Medicaid 
programs  were  enacted.     This  dramatically  increased  the  demand 
for  health  care  services.     These  decisions  were  made  at  a  time 
when  economic  growth  was  in  double  digits  and  health  care 
inflation  did  not  exceed  6  or  7  percent. 

By  the  1970s,   these  decisions  had  set  in  motion  a  supply  and 
demand  reaction  that  fueled  substantial  inflation  in  the  cost 
of  health  care.     As  general  economic  growth  slowed,  health  care 
expenditures  increased  to  about  10  percent  of  GNP. 

During  the  last  decade,  economic  growth  slowed  considerably 
while  the  rate  of  increase  in  health  care  expenditures  and 
costs  became  a  matter  of  serious  concern. 

It  should  be  noted  that  the  cost  and  utilization  increases 
during  the  past  two  decades  also  have  been  driven  by  a  variety 
of  demographic  and  societal  changes.     They  include  an  aging 
population,   a  dramatic  rise  in  drug  abuse  and  violent  crimes 
and  the  costs  associated  with  treating  AIDS. 

Meanwhile,  significant  advances  continued  in  medical 
technology,   further  spurring  demand  for  services. 
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Against  this  backdrop  of  increasing  costs,  government  enacted 
programs  to  stem  capital  spending  and  began  to  rely  heavily  on 
Medicare  payment  strategies  to  reduce  expenditures  and 
influence  provider  behavior. 

American  business  —  faced  with  increasing  foreign  competition 
—  searched  for  all  possible  means  of  controlling  costs.  Much 
hope  was  put  in  the  use  of  capitated  programs  —  HMOs  —  to 
control  utilization.     More  recently,  the  focus  has  turned  to 
use  of  managed  care  programs  to  get  costs  under  control.  And 
greater  use  has  been  made  of  deductibles  and  coinsurance  to 
help  hold  down  utilization. 

Meanwhile,  a  significant  change  had  taken  place  in  the  business 
structure.     While  the  percentage  of  employees  in  large  national 
corporations  with  dependable  health  care  coverage  programs 
decreased,  employment  in  medium  and  small  businesses 
increased.     Many  of  these  smaller  firms,  often  operating  on 
slim  margins,   found  themselves  unable  to  provide  programs  with 
adeguate  coverage  or  to  provide  any  coverage  at  all. 

By  the  mid-1980s,   access  had  become  a  major  public  policy  issue 
and  is  exacerbated  by  rising  health  care  costs  that  totaled 
$690  billion  in  1990  —  12.2  percent  of  GNP. 

In  examining  this  problem,  the  Blue  Cross  and  Blue  Shield 
Association  identified  some  underlying  problems  that  needed  to 
be  addressed.     Our  position  has  been  that  the  overall  access 
problem  was  best  addressed  by  undertaking  the  following: 

0     Reforming  the  Medicaid  program  to  increase  eligibility  to 
all  those  who  are  below  the  poverty  level  and  break  the 
link  to  welfare  programs  so  that  low-income  working 
people  are  eligible; 

°    Amending  ERISA  to  treat  self-funded  and  insured  employers 
eguitably  and  to  provide  preemption  for  state  mandated 
benefits; 

°    Egualizing  the  tax  treatment  for  self-funded  employers; 
and 

°     Creating  state  high-risk  pools,  where  necessary,  for 
uninsurable  individuals. 

Where  Do  We  Go  From  Here? 

The  Blue  Cross  and  Blue  Shield  System  believes  that  in  addition 
to  the  steps  we  have  recommended  in  the  past,  more  fundamental 
reform  is  necessary.     We  came  to  this  conclusion  after 
reviewing  the  effects  of  past  health  policy  decisions  and 
continued  increases  in  health  care  costs  —  namely,  the 
millions  of  American  families  who  lack  access  to  affordable 
coverage. 

We  made  a  commitment  at  that  time  to  address  this  problem 
through  the  development  of  recommendations  for  federal  and 
state  action  and  the  development  of  products  that  meet  the 
particular  needs  of  those  currently  without  coverage. 

Among  our  first  steps  was  to  develop  a  position  to  assure 
access  in  the  most  troubled  segment  of  the  insurance  market  — 
the  small  group  market.     In  January  of  this  year,  the  Board  of 
Directors  of  the  Blue  Cross  and  Blue  Shield  Association 
unanimously  approved  recommendations  to  reform  insurance 
practices  that  will  help  small  groups. 

We  are  now  committed  to  the  challenge  of  finding  ways  to  assure 
coverage  for  all  Americans.    We  continue  to  believe  very 
strongly  that  the  pluralistic  system  is  the  best  way  to  meet 
the  health  care  needs  of  all  Americans.     This  is  a  framework 
that  helps  assure  Americans  a  degree  of  independence  and 
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choice,  room  for  creative  ideas,  and  the  medical  advances  and 
quality  care  they  have  come  to  expect.  There  are  three  broad 
steps  that  we  must  take  to  make  our  pluralistic  approach  more 
effective. 


Step  One:    Make  Coverage  Available  for  All  Americans 

The  Blue  Cross  and  Blue  Shield  Association  believes  that  all 
Americans  and  their  families  should  be  covered  under  either  a 
private  health  plan  or,  for  those  unable  to  purchase  private 
insurance,  a  public  program  should  be  available. 

Given  that  over  80  percent  of  the  approximately  37  million 
uninsured  Americans  are  either  workers  or  dependents  of 
workers,  we  believe  the  best  way  to  provide  high  quality  health 
care  that  meets  the  needs  of  this  population  is  through  the 
employer-based  system. 

The  employer-based  system  has  served  the  American  public  very 
well  in  the  past  50  years.  It  has  the  flexibility  to  respond 
to  the  needs  and  desires  of  both  employers  and  employees. 

Currently,  we  are  examining  how  to  make  this  system  work 
better.     To  encourage  more  employers  to  purchase  coverage,  we 
recognize  that  the  very  real  problem  of  af f ordability  needs  to 
be  addessed.     We  also  need  to  assure  continuity  of  coverage  by 
developing  ways  to  assure  that  lapses  in  coverage  are  avoided 
as  people  move  from  one  health  program  —  whether  public  or 
private  —  to  another.     These  are  essentially  "portability" 
issues . 

Some  parties  have  proposed  to  meet  these  objectives  by 
establishing  a  "play  or  pay"  system,  under  which  employers 
either  would  provide  coverage  to  their  employees  directly  or  be 
taxed  to  finance  their  employees*  coverage  through  a  public 
pool.     We  have  serious  concerns  about  the  concept  of  a  public 
pool  approach  because  we  believe  it  provides  incentives  for 
employers  to  drop  their  commitment  to  providing  coverage 
directly  to  their  employees.     A  result,  we  believe,  could  be 
the  elimination  of  employer-provided  health  benefits  and  a 
resulting  total  reliance  on  a  universal  federal  program.  We 
do,  however,  support  what  we  believe  is  the  intended  objective 
of  encouraging  more  employers  to  offer  coverage. 

The  Blue  Cross  and  Blue  Shield  Association  also  is  considering 
how  to  address  the  coverage  needs  of  non-working  individuals. 
We  believe  a  combination  of  public  and  private  plans  is 
appropriate.     A  key  focus  of  our  deliberations  is  how  to 
maximize  the  use  of  tax  subsidies  to  minimize  reliance  on 
public  coverage  and  to  bring  private  coverage  within  the  reach 
of  more  lower-income  individuals. 


Step  Two:     Make  Coverage  Affordable 

Throughout  this  testimony  I  have  emphasized  the  overarching 
issue  of  aff ordability  of  coverage.     To  address  this  issue,  it 
is  necessary  to  consider  both  the  absolute  level  of  health  care 
costs  and  the  role  that  benefit  design  and  subsidies  play  in 
the  aff ordability  equation. 

Health  care  costs  in  the  absolute  sense  are  comprised  of  two 
factors:     1)  the  price  per  unit  of  service;  and  2)  the  number 
of  services  used.     Price  is  affected  by  such  factors  as 
practice  patterns  of  providers,  excess  capital,  costs 
associated  with  medical  malpractice. 

In  general,  we  have  been  fairly  successful  in  controlling 
price,  largely  through  provider  contracting.     Blue  Cross  and 
Blue  Shield  Plans  have  a  long  history  of  controlling  costs 
through  contract  arrangements  with  hospitals  that  limit 
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subscribers'  liability  while  assuring  an  appropriate  amount  is 
paid  for  covered  services.    Plans  also  have  contract 
arrangements  with  physicians  that  limit  payments  to  amounts 
that  are  reasonable  and  protect  subscribers  from  "balance 
billing. " 

However,  our  ability  to  control  utilization  has  been  affected 
largely  by  uncontrollable  factors  such  as  new  technologies, 
demographic  changes  and  consumer  demand  for  health  care 
services . 

We  have  implemented  and  achieved  success  with  a  broad  array  of 
cost  containment  programs.     They  include:     broad  use  of 
preauthorization  of  health  services,  concurrent  utilization 
review,  post-payment  review,  discharge  planning,  and  individual 
case  management. 

We  have  sharpened  our  strategies  for  negotiating  reimbursement 
rates  and  increasingly  select  providers  in  our  managed  care 
networks  to  achieve  cost-effectiveness  and  quality  care. 

We  continually  update  our  medical  necessity  program  that  has 
targeted  many  outmoded,   redundant,  or  ineffective  procedures. 
We  continue  our  technology  evaluation  program  to  help  make  sure 
that  medical  equipment,  procedures,   and  drug  therapies  produce 
safe  and  effective  results. 

We  are  meeting  the  cost  and  quality  challenge  of  organ 
transplants  by  identifying  "Centers  of  Excellence"  where  these 
procedures  are  performed  at  reasonable  cost  by  qualified 
physicians  and  skilled  support  teams. 

During  the  past  20  years  we  have  been  highly  successful  in 
moving  an  increasing  number  of  medical  procedures  from  the 
costly  in-hospital  setting  to  the  outpatient  area.     Now  we  are 
focusing  on  ways  to  control  outpatient  services  as  the  cost  of 
these  services  continues  to  increase. 

Clearly,  there  are  continual  changes  in  the  delivery  of  health 
care  services,  and  they  require  constant  adjustments  and 
improvements  that  the  private  sector  is  in  an  ideal  position  to 
undertake. 

Some  parties  in  this  debate  have  advocated  an  all-payor  system 
as  a  way  to  reduce  cost.     We  strongly  oppose  such  proposals. 
We  believe  that  current  problems  such  as  excess  capacity  and 
inefficiencies  would  become  locked  into  place  if  payors  are 
prevented  from  negotiating  in  the  economic  interest  of 
consumers . 

In  addition,  regulatory  systems  have  not  proven  capable  of 
differentiating  among  the  numerous  factors  affecting  a  payor's 
total  costs.     Regulation  may  take  some  of  these  into  account, 
but  accounting  for  the  total  mix  of  utilization  levels, 
administrative  processes,  surety  of  payment,  level  of  coverage 
and  other  measures  is  beyond  the  scope  of  government  systems. 
We  believe  that  the  most  effective  arrangements  are  those  in 
which  the  parties  at  economic  interest  are  free  to  negotiate 
and  come  to  agreement  on  the  price  of  services. 

In  addition  to  addressing  these  larger  cost  issues,  we  also 
must  consider  how  to  make  coverage  more  affordable.     This  means 
making  the  best  use  of  tax  subsidies  and  assuring  an  efficient 
insurance  market.     As  I  mentioned  earlier,  we  are  examining  how 
tax  subsidies  could  be  used  to  reduce  reliance  on  public 
programs  and  mainstream  lower-income  individuals  into  private 
coverage. 

A  final  consideration  in  improving  af f ordability  is  the  design 
of  a  benefit  package.     The  Blue  Cross  and  Blue  Shield 
Association  supports  access  to  a  basic  set  of  benefits  for  all 
Americans,  but  we  believe  that  the  design  of  a  benefit  package 
must  balance  the  competing  needs  of:     adequate  protection, 
aff ordability  and  incentives  for  appropriate  use  of  services. 
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We  do  not  believe  that  we  can  affect  major  changes  in  health 
care  costs  and  assure  af f ordability  of  coverage  on  our  own.  To 
achieve  this  goal  —  and  the  corresponding  objective  of 
increasing  access  —  all  of  the  parties  involved  must 
participate  in  the  solution. 


Step  Three:     Assure  A  Well-Functioning  And  Competitive 
Insurance  Market 

The  Blue  Cross  and  Blue  Shield  Association  believes  that  to 
assure  universal  access  through  a  pluralistic  system,  it  is 
essential  to  have  a  well-functioning  and  competitive  insurance 
market . 

One  action  to  improve  the  efficiency  of  the  insurance  market  is 
to  eliminate  the  current  imbalances  between  self-funded  and 
insured  benefit  plans.     Because  ERISA  protects  self-funded 
employers  from  state  regulation,  these  employers  are  not 
reguired  to  provide  state  mandated  benefits  —  nor  do  they  pay 
state  premium  taxes  or  share  in  the  costs  of  state-run 
high-risk  pools  for  individuals.     These  imbalances  shift  these 
costs  onto  insured  employers,  who  tend  to  be  small  and 
medium-sized  companies  that  can  ill  afford  these  additional 
costs . 

However,  we  also  recognize  that  market  reform  is  necessary.  To 
understand  the  nature  of  these  reforms,  it  is  helpful  to 
understand  how  the  health  insurance  industry  developed. 

The  nature  of  private  health  insurance  has  changed  as  the 
insurance  industry  has  grown.     When  Blue  Cross  and  Blue  Shield 
Plans  began  providing  insurance  coverage  in  the  1930s,  every 
applicant  was  accepted  for  coverage,  regardless  of  health 
status.     In  addition,  all  subscribers  in  a  given  area  were 
charged  the  same  price  for  coverage  —  a  practice  known  as 
community  rating.     In  this  way,  the  cost  of  coverage  for 
enrollees  with  the  poorest  health  risks  was  kept  at  the  most 
affordable  level  possible,  because  lower-risk  enrollees  heavily 
subsidized  the  costs  of  higher-risk  enrollees. 

However,  as  competition  increased  in  the  health  insurance 
market,  underwriting  and  rating  practices  similar  to  those 
traditionally  used  in  other  lines  of  business  began  to  appear. 
These  practices  included  screening  out  high-risk  applicants, 
denying  coverage  to  high-risk  applicants  and/or  charging  such 
applicants  higher  rates. 

In  this  competitive  environment,  the  insurers  that  continued  to 
accept  all  risks,  or  had  even  marginally  more  liberal 
enrollment  practices,  ended  up  with  a  worse  mix  of  risks. 
Conseguently,  they  were  forced  to  charge  higher  rates  than 
insurers  that  had  been  more  selective.     These  higher  rates 
reflect  the  fact  that  only  a  few  high-cost  enrollees  can 
generate  substantial  claims  costs.     On  average,  only  4  percent 
of  insured  individuals  generate  50  percent  of  claims,  while  20 
percent  of  enrollees  generate  80  percent  of  claims. 

As  insurers  with  more  liberal  enrollment  practices  adjust  their 
rates  to  reflect  their  higher  costs,  they  lose  their  low-risk 
enrollees  —  who  can  find  better-priced  coverage  elsewhere  — 
and  keep  their  higher-risk  enrollees,  who  have  nowhere  else  to 
go.     These  carriers  thus  are  left  with  risk  pools  that 
gradually  deteriorate  over  time. 

This  phenomenon  is  known  as  the  "adverse  selection  spiral"  and 
it  explains  why  few  insurers  can  continue  to  accept  high-risk 
enrollees  and  remain  competitive.     It  also  explains  why  more 
people  are  found  to  be  "uninsurable"  or  insurable  only  at  high 
cost . 

The  competition  for  the  lowest-risk  enrollees  also  involves 
pricing  coverage  at  levels  that  more  closely  reflect  the  risk 
of  a  particular  group  or  individual.     The  cumulative  effect  has 
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been  an  increasing  segmentation  of  the  insurance  market,  and  a 
declining  ability  of  Blue  Cross  and  Blue  Shield  Plans  to  retain 
their  early  practices  while  remaining  competitive  in  the  market. 

The  increasing  cost  of  health  care  also  has  diminished  our 
ability  to  accept  all  applicants  and  to  community  rate  their 
coverage.     For  many  years,  our  Plans  were  able  to  continue 
their  early  practices,  because  they  were  able  to  offset  the 
cost  of  high-risk  enrollees  by  controlling  overall  costs.  In 
addition  to  the  cost  management  tools  described  earlier,  Plans 
also  had  the  advantage  of  provider  discounts  and  preferred 
federal  and  state  tax  treatment.     But,  as  these  advantages  have 
eroded,  so  too  have  Plans'   ability  to  maintain  their  earlier 
practices  in  a  competitive  market.     While  a  number  of  Plans 
continue  to  provide  coverage  on  an  open  enrollment,  community 
rated  basis  in  the  small  group  and  individual  markets,  other 
Plans  have  had  to  change  their  practices  in  order  to  compete  in 
their  markets. 

The  Blue  Cross  and  Blue  Shield  Association  believes  that 
reforms  are  necessary  to  replace  competition  based  on  ability 
to  select  risks  with  competition  based  on  ability  to  control 
costs.     Specifically,  the  Blue  Cross  and  Blue  Shield  system 
supports : 

o    Assuring  that  small  employers  have  access  to  private 
insurance,  regardless  of  health  status,  occupation  or 
geographic  location; 

o    Assuring  that  states  have  a  range  of  options  to  choose 
from  in  providing  for  the  availability  of  private 
insurance  to  small  employers; 

o    Assuring  that  small  group  coverage  is  provided  at  fairly 
established  rates; 

o    Assuring  that  no  small  employer  is  dropped  from  coverage 
because  of  poor  claims  experience; 

o    Assuring  continuity  of  coverage  for  small  employers  and 
their  employees; 

o    Assuring  the  adequate  effective  enforcement  of  all 
carrier  requirements; 

o    Assuring  the  equitable  sharing  among  carriers  of  both 
high-risk  small  employers  and  the  losses  associated  with 
covering  these  high  risks;  and 

o    Assuring  the  availability  of  lower-cost  products. 

With  respect  to  assuring  small  employer  access  to  private 
insurance,  BCBSA  believes  that  states  should  have  the 
flexibility  to  choose  an  approach  that  meets  the  needs  of  their 
environments.     One  approach  that  has  received  a  lot  of 
attention  would  require  all  carriers  to  offer  coverage  to  small 
employers  on  a  guaranteed  issue  basis  and  is  depend  on  a 
private  reinsurance  mechanism  to  help  carriers  spread  the  costs 
associated  with  high-risk  groups. 

While  this  approach  may  be  appropriate  in  some  states  —  where 
participation  in  reinsurance  is  voluntary  —  we  believe  it  is 
equally  important  for  states  to  be  able  to  choose  approaches 
that  do  not  rely  on  guaranteed  issue  and  a  reinsurance 
mechanism.     While  we  believe  that  this  represents  one  option 
for  states,  we  also  support  several  alternative  approaches.  In 
general,  these  approaches  would  assure  that  all  small  groups 
had  access  to  private  coverage  and  that  all  carriers  would 
comply  with  the  requirements  noted  above. 

As  for  access  to  individual  coverage,  our  current  position  is 
that  states  whose  Blue  Cross  and  Blue  Shield  Plans  do  not 
provide  coverage  on  an  open  enrollment  basis  to  individuals 
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should  establish  high-risk  pools  to  provide  access  to  coverage 
for  uninsurable  individuals.     However,  we  recognize  that 
changes  may  be  needed  in  the  individual  market. 

It  is  important  to  understand,  however,  that  reforming  the 
individual  market  will  be  much  more  difficult  than  reforming 
the  small  group  market.     Of  all  the  health  insurance  markets, 
the  individual  market  has  the  most  severe  problem  of  adverse 
selection. 

In  this  market,  individuals  make  choices  about  whether  they 
need  coverage  and  which  type  of  coverage  to  buy  based  on  their 
perceived  or  anticipated  need.     Thus,  individuals  who  need 
medical  care  tend  to  choose  the  most  comprehensive  coverage 
available,  while  healthy  individuals  either  choose  lower-cost 
coverage  or  no  coverage  at  all.     And  in  contrast  to  the  small 
group  market,  where  a  group  may  contain  several  healthy 
employees  for  every  high-risk  employee,  high-risk  individuals 
do  not  bring  along  with  them  other  healthy  individuals  who  may 
help  offset  their  costs. 

Before  leaving  this  discussion  of  the  insurance  industry,  I 
would  like  to  comment  on  insurers'  administrative  costs.  Many 
people  point  to  the  administrative  costs  of  insurers  as  a 
target  for  cost-savings,  and  to  question  the  "value"  of  a 
private  health  insurance  system.     Blue  Cross  and  Blue  Shield 
Plans  are  very  proud  of  their  record  of  providing  an  average  of 
90^  in  benefits  for  every  $1  in  health  benefits  premiums. 


What  Do  We  Do  In  The  Meantime? 

While  we  are  debating  what  changes  are  needed  in  state  and 
federal  policy,  many  Blue  Cross  and  Blue  Shield  Plans  are 
taking  steps  in  their  communities  to  address  the  problem  of 
lack  of  access.     Examples  of  Plans  activities  include: 

°     Blue  Cross  and  Blue  Shield  Plans  in  Virginia,  Washington, 
Illinois,  Kentucky  and  Oregon  have  developed  low-cost 
products  for  uninsured  small  employers  after  working  with 
their  state  legislatures  to  exempt  such  products  from  at 
least  some  state  benefit  and  provider  mandates.  For 
example,  Blue  Cross  and  Blue  Shield  of  Oregon  has  created 
a  special  product  for  small  groups  that  offers  a  PPO  at  a 
price  approximately  33  percent  lower  than  regular  Plan 
products . 

°     14  Plans  have  established  a  "Caring  Program  For 

Children,"  through  which  outpatient  primary  care  is 
provided,   free  of  charge,     for  low-income  children  not 
covered  by  Medicaid.     The  program  provides  preventive 
care  and  often  diagnostic  care  and  surgery  as  well. 
Premiums  are  subsidized  by  charitable  contributions  and 
by  the  Plans.     To  date,  more  than  30,000  children  have 
been  enrolled  in  the  programs. 

°     Blue  Cross  and  Blue  Shield  of  the  Rochester  Area  (NY) 
offers  "ValueMed,"  a  health  care  plan  for  low-income 
individuals  that  includes  major  medical  coverage, 
prenatal  and  preventive  child  care.     ValueMed  is  less 
than  half  the  cost  of  the  Plan's  other  products  for 
individuals. 

°     Blue  Cross  and  Blue  Shield  of  Oklahoma  has  developed  a 
product  for  uninsured  individuals  and  families  who  are 
self-employed,  employed  by  small  companies  or  part-time 
workers.     Indemnity  inpatient  and  outpatient  coverage  is 
provided,   as  is  coverage  for  maternity  and  psychiatric 
care.     Premiums  for  small  groups  are  30  to  45  percent 
less  than  for  other  group  products;  premiums  for 
individuals  are  30  to  60  percent  less  than  regular 
products . 
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Conclusion 

In  conclusion,  we  acknowledge  that  the  problem  of  the  uninsured 
population  is  very  serious,  and  that  it  demands  a  concerted 
effort  by  the  private  sector  and  government.     At  the  same  time, 
we  need  to  note  that  the  problem  has  arisen  because  of  a 
combination  of  demographic  and  societal  changes  that  have 
created  a  broad  array  of  other  social  problems  as  well. 

The  problem  of  the  uninsured  should  not  be  viewed  as  an 
indictment  of  the  private  system  of  health  care  financing.  The 
private  system  is  meeting  the  health  care  financing  needs  of 
the  overwhelming  majority  of  Americans.     It  is  developing  and 
implementing  a  series  of  programs  and  initiatives  to  ease  the 
problems  of  the  uninsured. 

We  are  ready  and  willing  to  move  ahead  with  government  to 
develop  a  series  of  well-planned,  coordinated  steps  that  will 
help  assure  access  and  control  the  increases  in  health  care 
costs  that  have  made  access  the  serious  problem  it  is  today. 

2274M 

Mr.  Stark.  Carl. 

STATEMENT  OF  CARL  J.  SCHRAMM,  PH.D.,  PRESIDENT,  HEALTH 
INSURANCE  ASSOCIATION  OF  AMERICA 

Mr.  Schramm.  Thank  you,  Mr.  Chairman.  I  begin  by  making  the 
record  clear.  As  you  know,  doing  my  job  it  probably  comes  as  no 
surprise  that  I  was  the  product  of  postwar  euphoria. 

I  have  visited  with  you  before,  and  the  committee,  about  the 
shortcomings  of  private  insurance.  HIAA  traces  its  roots  to  1916 
with  the  formation  of  the  Council  of  Health  Underwriters,  which 
followed  5  years  after  the  writing  of  the  first  commercial  policy  in 
1909.  Since  then  our  300  member  companies  have  grown  to  cover 
98-plus  million  American  people  with  commercial  health  insurance, 
which  combined  with  the  coverage  of  Mr.  Tresnowski's  73  plans  ac- 
counts for  the  coverage  of  more  than  180  million  people  in  private 
health  insurance. 

As  I  noted,  we  have  visited  before  about  the  shortcomings  of  the 
system.  But  before  we  dwell  on  those,  which  is  the  purpose  of  your 
hearings,  it  is  important  to  stop  and  talk  about  the  large  number 
of  folks  who  are  satisfied  with  the  care  they  get  that  provides  the 
financial  undergirding  of  the  finest  standard  of  care  for  a  large 
portion  of  our  population. 

However,  there  are  two  issues.  The  first  is  the  large  number  of 
our  population  that  is  uninsured.  This  industry  is  committed,  as  I 
believe  you  are,  to  universal  coverage  for  all  Americans.  Before  we 
get  to  that  goal,  however,  it  becomes  clearer  and  clearer  with  every 
day  you  scrutinize  the  subject  that  high  costs  of  the  underlying 
care  is  what  the  true  problem  is.  Our  industry  is  committed  to  so- 
lutions on  both  frontiers. 

As  regards  the  uninsured,  that  portion  that  is  directly  the  re- 
sponsibility of  the  private  market  under  our  treaty  reached  with 
Government  in  1965,  the  Medicare  and  Medicaid  treaty  in  which 
the  Federal  Government  committed  to  take  care  of  the  poor  and 
the  elderly,  we  committed  to  State  regulation  of  our  market  in 
very  significant  ways.  We  are  ready  to  guarantee  access  to  cover- 
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age  to  all  persons  who  seek  access  in  this  market,  to  cover  all 
groups  with  no  exclusions  of  any  individuals,  to  renew  coverage 
year  after  year  with  the  same  carrier,  the  continuity  of  coverage, 
the  premium  pricing  limits  both  in  the  first  year  and  in  the  subse- 
quent years,  and  to  the  establishment  of  a  private  sector  financed 
reinsurance  mechanism. 

As  regards  the  problem  of  costs,  we  are  committed  to  managed 
care,  which  we  believe  can  work.  Managed  care  practiced  both  in 
Blue  Cross  Plans  and  in  commercial  insurance  contracts  is  nothing 
short  of  a  revolutionary  step  by  private  financiers  to  manage  the 
care  of  individuals,  to  place  ourselves  between  provider  and  the 
payer,  to,  in  fact,  look  carefully  at  the  questions  of  efficacy  and  de- 
ficiency in  quality. 

Not  long  ago  one  of  your  members  asked  what  it  is  that  we 
would  like  the  Congress  to  do  so  that  we  could  have  these  visions  of 
reform  and  managed  care  come  to  pass.  And  I  would  suggest  that 
in  addition  to  the  items  that  I  have  talked  to  you  about  before  in 
terms  of  reform  of  ERISA,  focusing  on  the  Tax  Code  as  regards  in- 
dividuals, I  would  actually  ask  you  to  look  at  several  larger  things. 

The  first  is  to  attend  to  some  of  the  fundamental  problems  that 
dog  us  on  the  cost  problem.  Congress  is  the  only  place  where  we 
can  hope  for  a  discussion  that  could  have  an  impact  on  several  of 
the  most  important  cost  engines  that  we  know.  The  overproduction 
of  physicians  results  to  some  significant  extent  from  the  laws 
passed  by  this  Congress.  The  overcapitalization  of  hospitals,  in  fact, 
is  also  tied  to  the  tax  treatment  of  hospital  debt  finance,  again  re- 
flected by  the  stimulation  of  hospital  capital  construction  in  the 
Federal  Tax  Code.  The  hyperactive  technology  marketplace  must 
be  subjected  to  regulation  and  scrutiny  by  the  Congress.  You  are 
already  doing  a  good  job  in  that  area. 

The  second  thing  I  would  ask  is  that  we  recommit  ourselves  to  a 
fair  treatment  of  commercial  carriers  burdened  by  cost  shifts  from 
the  public  carriers.  We  cannot  continue  to  operate  a  flourishing 
and  vigorous  market  under  growing  burdens  of  cost  shifting  which 
are  the  result  of  the  underpayment  of  both  Medicaid,  principally, 
and  to  some  extent  Medicare. 

Third,  we  have  to  have  a  chance  to  practice  managed  care,  and 
we  seek  protection  both  at  the  State  level  and,  if  necessary,  at  the 
Federal  level  against  legislative  programs  that  would  tie  our  hands 
in  the  infancy  of  this  great  experiment. 

Fourth,  I  would  suggest  that  our  model  act  as  I  have  described  in 
my  testimony  is  being  well  received  and  introduced  in  numerous 
State  legislatures  and  is  being  considered  in  over  half  of  the  State 
legislatures.  I  think  we  must  give  the  State  legislatures  1  or  2 
years  to  work  on  this  and  see  if  these  reforms  cannot  be  accom- 
plished at  the  State  level. 
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Finally,  I  would  invite  you  to  continue  your  scrutiny  of  our  in- 
dustry. Our  industry  will,  in  fact,  make  an  open  case  on  any  issue 
that  you  ask  us  about.  We  have  put  our  feet  to  the  fire  with  regard 
to  both  the  small  group  reforms  and  managed  care.  Keep  up  the 
scrutiny.  Keep  our  feet  to  the  fire.  I  believe  together  we  can  rework 
the  Medicare-Medicaid  treaty  of  1965  that  provides  a  workable 
public-private  solution  to  this  problem. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  CARL  SCHRAMM 
HEALTH  INSURANCE  ASSOCIATION  OF  AMERICA 

A  week  doesn't  go  by  that  one  doesn't  read  in  the  press 
about  the  nation's  health  care  crisis,  the  crisis  of  access,  the 
crisis  of  medical  inflation  out  of  control.     This  chorus  of  doom 
seems  to  grow  louder  with  each  passing  day.     A  stranger  visiting 
the  United  States  for  the  first  time,  tuning  into  the  debate, 
might  conclude  that  health  care  is  beyond  the  reach  of  most,  that 
most  Americans  either  have  no  coverage  or  have,  at  best, 
inadequate  coverage,  and  that  the  sheer  complexity  of  health  care 
coverage  surely  must  mean  that  no  one  in  his  right  mind  would 
want  to  be  in  the  business  either  of  providing  that  care  or 
trying  to  sell  coverage  for  that  care.     I  would  submit  that  there 
is  another  vision  of  health  care  in  America,  to  be  sure  not  one 
without  its  own  imperfections,  but  nevertheless  one  that  needs  to 
be  understood  —  by  consumers,  providers,  and  yes,  public  policy 
makers . 

I  offer  this  perspective  as  one  who  serves  a  trade 
association  of  more  than  3  00  member  companies  in  the  business  of 
providing  health  insurance.     In  1989,  the  latest  year  for  which 
we  have  data,   all  private  insurers  covered  7  6  percent  of  the 
population  or  189.0  million  out  of  249.9  million  Americans. 
Persons  covered  either  by  private  or  public  health  insurance 
totalled  216.6  million. 

But,   clearly  there  is  a  gap  between  those  covered  and  the 
total  population.     In  other  words,  HIAA  member  companies  (and 
Blue  Cross/Blue  Shield)  don't  cover  every  American  nor  can  they. 
It  might  help  to  understand  this  particular  dynamic  by  quickly 
looking  at  a  profile  of  the  uninsured.     While  these  numbers  are 
no  more  original  than  the  oft  repeated  claims  about  the  crisis 
referenced  at  the  start  of  this  statement,  they  frequently  don't 
get  the  attention  they  merit  and  require  if  all  of  us 
participating  in  the  debate  truly  want  to  come  up  with  some 
workable  solutions. 


Uninsured  Population 

By  Family    Income,  1989 


Source:   E8R I  Taouiations  of  3/90  Current  Population  Survey 


As  the  above  chart  shows,   in  1989,  approximately  28.6 
percent  of  the  poor  were  below  the  federal  poverty  level;  17.8 
percent  had  incomes  between  100  percent  and  149  percent  of 
poverty;   14  percent  were  between  150  and  199  percent;  and  39.6 
percent  had  incomes  2  00  percent  or  more  above  poverty.     Of  those 
with  family  incomes  below  the  Federal  poverty  level,  Medicaid 
reaches  only  42  percent  of  them.     And,  between  1987  and  1988,  the 
Medicaid  program  paid  $3.4  billion  less  for  approximately  the 
same  number  of  people. 

The  Health  Insurance  Association  of  America  developed  its 
proposal  on  access  only  after  a  very  exhaustive  analysis  of  the 
data  just  provided  and  collateral  data  on  cost  and  industry 
practices.     HIAA  believes  that  only  through  a  combination  of 
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efforts  between  the  public  (federal  and  state)   and  private 
sectors  can  we  hope  to  stabilize  the  present  and  improve  access 
into  the  future. 

We've  broken  down  our  multi-point  program  into  three  parts: 
actions  we  can  take,  actions  you  as  federal  legislators  can  take 
and  actions  appropriate  for  state  action.     The  three  taken 
together  will  achieve  the  objective  of  access  for  all  Americans. 


INDUSTRY  STEPS 


For  more  than  three  years,  HIAA  wrestled  with  perhaps  one  of 
the  most  complex  parts  of  the  access  equation  —  the  small 
employer  market.     Developing  a  proposal  that  would  meet  the  needs 
of  that  market  while  at  the  same  time  making  it  possible  for 
traditional  providers  of  coverage  to  continue  to  participate  in 
that  market  was  difficult  —  but  not  impossible.     The  Association 
adopted  a  set  of  precepts  which  we've  discussed  previously  and  in 
detail  before  this  committee.     The  full  summary  is  attached  to 
this  statement.     In  brief,  they  are: 


■  Guaranteed  access  to  coverage 

■  coverage  of  whole  groups 

■  renewability  of  coverage 

■  continuity  of  coverage 

■  premium  pricing  limits 

■  market  viability 


Using  these  precepts  as  a  base,  we've  developed  model 
legislation  that  we  believe  state  legislatures  can  and  should 
adopt  to  implement  small  market  reforms. 


STATE  STEPS 


In  addition  to  adoption  of  our  model  bill,  we  also  call  on 
the  states  to  establish  a  reinsurance  entity  to  permit  carriers 
to  spread  losses  for  high-risk  people  equitably  across  the 
market.  Under  the  HIAA  proposal,  no  employer  would  have  to  pay 
more  than  150  percent  of  the  relevant  market  averages  for  basic 
coverage. 

For  the  medically  uninsurable  individuals  who  are  not  part 
of  an  employer  group,  we  advocate  the  creation  of  state  risk 
pools.     Losses  should  be  financed  by  state  general  revenues  or 
other  broad  based  funding.     If  a  state  does  not  act,  the  U.S. 
Department  of  Health  and  Human  Services  should  be  authorized  to 
set  up  a  federally  funded  pool  in  that  state  to  pay  for  losses. 
The  funds  for  the  pool  would  come  from  funds  that  HHS  would 
otherwise  spend  in  that  state. 

State  risk  pools  are  designed  to  guarantee  the  availability 
of  individual  private  health  insurance  to  all  Americans  under  age 
65  who  want  to  purchase  protection  but  who  are  not  considered  to 
be  insurable  for  health  reasons.     At  this  time  33  states  have 
enacted,  or  are  considering,  legislation  establishing  state  risk 
pools. 

Those  states  which  have  established  risk  pools  include: 


California 

Connecticut 

Georgia 

Indiana 

Louisiana 

Minnesota 

Missouri 

Nebraska 

North  Dakota 

Rhode  Island 

Tennessee 

Utah 

Wisconsin 


Colorado 

Florida 

Illinois 

Iowa 

Maine 

Mississippi 
Montana 
New  Mexico 
Oregon 

South  Carolina 
Texas 

Washington 
Wyoming 
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There  are  other  steps  we  also  believe  states  should  take  to 
improve  access  such  as  repealing  state  statutes  that  stand  as 
obstacles  to  managed  care  arrangements. 

The  HIAA  is  aggressively  pursuing  legislation  affecting 
small  groups  at  the  state  level.     Virtually  all  of  the  49  states 
in  session  for  1991  are  currently  studying  the  problem  of  the 
uninsured  or  have  introduced  legislation  targeted  at  the  problem. 
The  HIAA  has  testified  in  41  states  regarding  possible  solutions 
to  the  growing  number  of  uninsureds  and  has  reported  over  500 
bills  to  its  membership. 

The  NAIC  is  also  actively  involved  with  legislation  at  the 
state  level.     Model  legislation  on  small  group  rating  and 
renewability  has  been  adopted  by  the  NAIC  and  has  been  enacted 
by,   or  passed  at  least  one  legislative  body,   in  Arkansas, 
Indiana,   Florida,  North  Dakota,  New  Mexico  and  South  Dakota.  The 
NAIC  will  also  expose  model  legislation  at  its  April  1991  meeting 
aimed  at  assuring  the  availability  of  private  insurance  to  all 
small  employers  and  assuring  the  stability  of  the  small  employer 
health  insurance  market. 

Legislation  at  the  state  level  generally  falls  into  one  of 

the  following  categories: 

1.  comprehensive  small  employer  market  reforms  and 
reinsurance  structures; 

2.  rating  and  renewability  requirements; 

3.  state  sponsored  health  coverage;  and 

4.  employer  mandates. 

After  three  states,  Oregon  (1989),  Kentucky  (1990)  and 
Connecticut  (1990)   enacted  comprehensive  measures,   several  states 
followed  by  introducing  legislation  affecting  the  small  group 
market.     For  example,  Alaska,   California,  Maine,  Minnesota, 
Nebraska,  New  Jersey,  New  York,  Ohio,  Texas,  Vermont  and 
Wisconsin  have  introduced  comprehensive  small  group  reform 
packages.     These  bills  encompass  a  broad  spectrum  of  proposals 
which  would  impact  rating,  underwriting,  benefits  and 
reinsurance.     The  Ohio  Department  of  Insurance  has  established  a 
commission  to  study  small  employer  market  reforms.  This 
commission,   "Access  Ohio",   recently  issued  its  report  calling  for 
a  number  of  legislative  initiatives. 

Other  states  which  have  introduced  a  typical  legislation 
focusing  on  the  uninsured  include  Arizona,  Alaska,  Colorado, 
Iowa,  Louisiana,  Massachusetts,  Michigan,  Mississippi,  North 
Carolina,  South  Carolina,  South  Dakota,  Vermont  and  West 

Virginia . 

To  encourage  small  employers  to  offer  health  insurance, 
Arkansas,  Florida,  Georgia,  Illinois,  Kentucky,  Maryland, 
Minnesota,  Missouri,  Rhode  Island,  Virginia  and  Washington  have 
passed  legislation  which  exempts  policies  issued  to  small 
employers  from  certain  state  mandates.     This  type  of  legislation 
has  also  been  introduced  in  Arizona,  Kansas,  Montana,  Nevada,  New 
Hampshire,  Ohio,  Tennessee  and  Texas. 

State  regulators  also  have  been  actively  confronting  the 
issue  of  the  uninsured.     For  example,  the  New  York  and 
Pennsylvania  Insurance  Departments  have  both  issued  regulations 
restricting  the  underwriting  practices  for  small  groups  (e.g. 
denying  coverage  to  certain  occupations  and  unhealthy  individuals 
within  the  group) . 

HIAA  anticipates  that  many  more  states  will  enact 
legislation  affecting  small  employer  groups  during  the  remaining 
portion  of  their  1991  legislative  sessions. 
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FEDERAL  STEPS 

We  call  on  the  federal  government  to  take  the  following 
steps: 

■  extend  to  all  insured  plans  the  same  exemption  from 
state  mandated  benefits  enjoyed  by  large  self-insured 
employers. 

■  help  small  business  by  extending  to  the  self-employed 
the  100  percent  tax  deduction  for  health  insurance. 

■  target  new  tax  subsidies  to  financially  vulnerable 
groups . 

■  restore  the  promise  of  Medicaid  for  the  poor  and  near 
poor  by  expanding  Medicaid  to  cover  all  those  below  the 
federal  poverty  level. 

■  extend  the  Medicaid  "spend-down"  program  to  all  states 
and  set  eligibility  thresholds  so  that  no  one  is 
impoverished  by  medical  expenses. 

■  allow  low-income  individuals  above  the  poverty  level  to 
"buy  into"  an  income-related  package  of  primary  and 
preventive  care  services. 

COST  CONTAINMENT 

No  one  single  step  can  achieve  on  its  own  the  results  we  all 
seek.     Just  as  we  must  take  those  steps  necessary  to  improve  and 
reform  access  to  care,  so  too  must  we  come  to  grips  with  perhaps 
one  of  the  most  significant  components  to  the  problem    —  cost. 

During  the  past  five  to  ten  years,  the  health  care  delivery 
and  financing  system  in  this  country  has  evolved  at  an  impressive 
pace.     The  most  visible  change  has  been  the  explosion  of  what  are 
becoming  known  as  managed  care  delivery  systems,  of  which  HMOs 
and  PPOs  are  the  best  known. 

Managed  care  embraces  a  variety  of  existing  and  developing 
structures.     It  may  be  defined  as  those  systems  that  integrate 
the  financing  and  delivery  of  appropriate  health  care  services  to 
covered  individuals  by  means  of  the  following  basic  elements: 

■  arrangements  with  selected  providers  to  furnish  a 
comprehensive  set  of  health  care  services  to  members; 

■  explicit  criteria  for  the  selection  of  health  care 

providers; 

■  formal  programs  for  ongoing  quality  assurance  and 
utilization  review;  and 

■  significant  financial  incentives  for  members  to  use 
providers  and  procedures  associated  with  the  plan. 

In  1989,  one  out  of  three  employees  had  health  coverage 
provided  through  an  HMO  or  PPO.     Enrollment  in  HMOs  in  the  more 
than  doubled  between  1983  and  1989.     There  were  approximately  33 
million  Americans  in  HMOs  in  1989  or  approximately  13.2  percent 
of  the  population.     When  we  calculate  in  point-of -service  plans 
(generally  PPOs) ,  and  managed  fee  for  service,  the  number  of 
Americans  covered  by  some  form  of  managed  care  would  approach  75 
million. 

Continued  growth  and  use  of  managed  care  arrangements 
represents  our  best  hope  of  reigning  in  health  care  costs. 
Moreover,  managed  care,  as  contrasted  with  an  all  payer  system  of 
rate  setting,  is  more,  not  less,  likely  to  achieve  cost  control 
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results  without  the  kind  of  economic  disruptions  associated  with 
rate  setting. 

CONCLUSION 

A  constructive  national  debate,  predicated  on  a  rational 
discussion  of  the  dynamics  of  our  health  care  system,   can  be 
founded  on  an  approach  which  recognizes  that  each  of  the  three 
players  -  the  federal  government,  the  states  and  the  private 
sector  -  has  a  responsibility  to  meet.     The  health  insurance 
industry  has  developed  its  action  plan  with  this  concept  as  its 
cornerstone.     We  are  prepared  to  work  with  each  of  the  other 
players  to  achieve  a  responsible  and  more  affordable  health  care 
system  for  all. 
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(April  5,  1991) 


HEALTH  INSURANCE  ASSOCIATION  OF  AMERICA 
PROPOSAL  ON  PROVIDING  HEALTH  CARE  FINANCING 
FOR  ALL  AMERICANS 
(In  Detail) 


Today,  more  than  30  million  Americans  have  neither  public  nor 
private  health  care  coverage.     These  Americans  often  have  greater 
problems  gaining  access  to  the  health  care  system  than  do  those 
who  have  coverage.     They  may  forgo  necessary  care  or  delay 

getting  treatment  until  their  problems  worsen    and  become  more 

costly. 

These  individuals  represent  the  widening  gap  in  our  nation's 
health  care  financing  system.     The  Health  Insurance  Association 
of  America  (HIAA)  believes  that  policy  makers  must  devise  ways  to 
close  the  gap.     More  precisely,  government  action  is  needed  to 
provide  the  legislative  and  fiscal  base  that  will  enable  a 
combination  of  public  and  private  providers  of  health  care 
coverage  to  meet  the  health  care  financing  needs  of  all 
Americans. 

The  HIAA  proposal  takes  into  account  the  important  policy 
implications  of  the  relationship  between  income,  the  workplace 
and  health  care  coverage.     The  vast  majority  of  Americans  with 
adeguate  incomes  have  health  coverage.     Ninety  percent  of  all 
nonelderly  Americans  with  incomes  of  over  three  times  the  poverty 
level  have  some  form  of  coverage.     Approximately  150  million 
nonelderly  in  this  country  obtain  health  coverage  through  an 
employment-based  plan. 

Yet  most  individuals  without  health  care  coverage  are  in  families 
with  some  attachment  to  the  work  force.     In  fact,   66  percent  of 
the  uninsured  are  full-time  workers  or  are  dependents  of 
full-time  workers.     Another  14  percent  either  work  half-time  (18 
to  34  hours  a  week)   or  belong  to  families  with  one  or  more  part- 
time    working  members.     (Current  Population  Survey,  U.S.   Dept.  of 
Health  and  Human  Services,  March  1988  tabulations) 

Efforts  to  make  coverage  more  available  and  more  affordable 
should  take  into  account  the  fact  that  most  Americans  receive 
their  health  care  coverage  through  employment.     A  realistic 
approach  is  to  focus  on  improving  the  ability  of  financially 
vulnerable  employers  to  offer  health  insurance  to  their  often  low 
income  employees.     In  addition,   low-income  employees  need  direct 
government  assistance  so  that  they  can  afford  their  share  of 
premiums . 

To  be  cost  effective,  expansion  strategies  should  build  on 
existing  coverage  and  target  public  coverage  to  the  poor  and  near 
poor.     Extending  public  coverage  to  higher  income  individuals 
will  inevitably  lead  to  unnecessary  tax  increases  to  support 
substitution  of  public  coverage  for  private  coverage. 

Finally,  HIAA  also  believes  that  efforts  to  expand  the  nation's 
health  care  financing  system  must  be  complemented  by  responsible 
cost-containment  measures.     HIAA's  policy  on  cost  containment 
includes  an  emphasis  on  the  development  of  managed  health  care 
systems.     It  also  calls  for  greater  scrutiny  of  one  of  the  major 

causes  of  high  costs  the  use  of  new,  often  unproven 

technologies  and  procedures.     We  also  strongly  supports  wellness 
and  prevention  activities,  as  well  as  economic  incentives  for  the 
consumer  to  be  "cost  conscious"  in  the  use  of  medical  resources 
and  in  choosing  a  health  plan.     A  more  detailed  discussion  of 
HIAA  recommendations  follows. 
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I.       ADOPT  REFORMS  TO  ASSURE  THE  AVAILABILITY  AND  RELIABILITY  OF 
PRIVATE  HEALTH  INSURANCE  COVERAGE. 

The  small  employer  health  benefit  market  is  receiving 
increasing  attention.     This  is  largely  because  a  high 

proportion  of  workers  without  health  care  coverage    fully 

two-thirds    work  for  an  establishment  with  25  or  fewer 

employees  at  that  business  unit's  location.     This  is  not 
surprising  since  only  one  in  three  firms  with  fewer  than  10 
employees  offers  health  benefits. 

Increasingly,  small  employers  seek  relief  from  rising  health 
care  costs  by  an  aggressive  search  for  the  lowest  possible 
price  for  health  care  coverage.     Those  with  healthy 
employees  are  more  likely  to  seek,   and  obtain,   coverage  at 
prices  that  reflect  their  low  risk. 

In  turn,  more  and  more  insurers  have  found  that  to  be  price 
competitive  for  these  low  risk  employers,  they  are  less  able 
to  spread  the  costs  of  groups  with  employees  at  high  risk  of 
incurring  large  medical  expenses  broadly  across  the  lower 
risk  groups.     This  has  led  to  a  growing  number  of  higher 
risk  employers  that  cannot  find  coverage  at  an  affordable 
price.     Moreover,  those  employer  groups  that  are  lower  risk 
today  and  thus  initially  obtain  a  lower  premium,  will  likely 
have  employees  that  develop  expensive  medical  conditions. 
Those  employers  may  face  large  premium  increases  when  their 
experience  deteriorates. 

In  general,   then,   small  employers  have  greater  difficulty 
than  large  employers  in  affording  and  sometimes  even 
obtaining  health  coverage.     Furthermore,  the  greater 
frequency  with  which  small  employers  change  carriers  and 
their  workers  change  jobs  exposes  individuals  in  this  market 
to  greater  risk  of  being  left  out  of  the  system.  Finally, 
small  employers  are  highly  sensitive  to  very  large, 
unanticipated  premium  increases  and  may  fail  to  initiate  or 
retain  coverage  in  a  marketplace  where  individual  employer 
experience  is  highly  unpredictable. 

We  have  now  reached  the  point  where  substantial  small  group 
market  reforms  are  needed  if  health  insurers  are  to  serve 
the  broader  interests  of  small  employers  and  their 
employees.     HIAA  has  developed  and  is  recommending  a 
comprehensive  set  of  legislative  reforms  that  we  believe  can 
be  implemented  while  allowing  a  viable  private  marketplace. 

Small  Employer  Market  Reforms 

HIAA  recommends  market  reforms  and  reinsurance 
recommendations  that  would  ensure  fair  access  to,  and 
continuity  of  coverage  for,   small  employers  and  their 
employees.     When  enacted  by  the  states,   these  reforms  will 
introduce  a  greater  degree  of  predictability  and  stability 
to  the  small  employer  health  benefit  marketplace. 

Guaranteed  Availability.     All  small  employer  groups 
would  be  able  to  obtain  private  health  insurance 
regardless  of  the  health  risk  they  present. 

The  HIAA  proposal  would  require  the  "top  ten"  carriers 
in  a  state  (defined  by  their  small  employer  market 
share)   to  guarantee  to  issue  health  care  coverage  to 
any  legitimate  small  employer  group.     Other  carriers 
would  be  strongly  encouraged  to  guarantee  to  issue 
coverage  through  favorable  reinsurance  terms. 

Coverage  of  Whole  Groups.     Coverage  would  be  made 
available  to  entire  employer  groups;  No  small  employer 
nor  any  insurer  would  be  able  to  exclude  from  the 
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group's  coverage  individuals  who  present  high  medical 
risks. 

Renewabilitv  of  Coverage.     At  renewal  time,  employer 
groups  and/or  individuals  in  these  groups  would  be 
assured  that  their  coverage  would  not  be  canceled 
because  of  deteriorating  health. 

-        Continuity  of  Coverage.     Once  a  person  is  covered  in 
the  employer  market  and  satisfied  an  initial  plan's 
preexisting  condition  restrictions,  he  or  she  would  not 
have  to  meet  those  requirements  again  when  changing 
jobs  or  when  the  employer  changes  carriers. 

Premium  Pricing  Limits.     Insurance  carriers  would  be 
required  to  limit  how  much  their  rates  could  vary  for 
groups  similar  in  geography,  demographic  composition 
and  plan  design. 

More  specifically,  a  carrier's  premiums  for  similar 
groups  could  not  vary  by  more  than  35  percent  from  the 
carrier's  midpoint  rate  (halfway  between  the  lowest  and 
highest  rate) .     There  would  also  be  a  15  percent 
limitation  on  how  much  a  carrier  could  vary  rates  by 
industry.     Finally,  carriers  would  have  to  limit  a 
group's  year-to-year  premium  increases  to  no  more  than 
15  percent  above  the  carrier's  "trend"  (the 
year-to-year  increase  in  the  lowest  new  business  rate) . 
Separate  trends  should  be  allowed  for    managed  care  and 
non-managed  care  to  reflect  health  care 
cost/efficiency  differences  in  these  structures. 

In  order  for  the  reforms  to  succeed,  the  implementing 
legislation    will  have  to  pertain  to  all  competitors  in  the 
small  employer  market.     If  any  one  company  or  segment  of  the 
market  pursues  such  reforms  independently,  without  rules  for 
marketplace  behavior  spelled  out  in  legislation,   it  might 
invite  financial  ruin.     It  is  therefore  important  that 
federal  law  give  states  clear  authority  to  impose  these 
rules  on  all  competitors  in  the  small  employer  marketplace. 
Within  the  scope  of  these  rules,  insurers  would  be  allowed 
to  use  individual  risk  assessment  and  classification 
initially  to  assess  risk,  to  set  rates,  and  to  determine 
which  individuals  for  whom  to  purchase  reinsurance. 


Private  Reinsurance 

A  private  marketwide  reinsurance  system  would  make  these 
small  employer  reforms  possible.     Reinsurance  means  to 
"insure  again."    Under  reinsurance,  an  insurance  company, 
called  the  ceding  or  direct-writing  insurer,  purchases 
insurance  from  the  reinsurer  to  cover  all  or  part  of  the 
loss  against  which  it  protects  its  policyholder.  The 
reinsurer  is,  in  a  sense,  a  silent  partner  of  the  original 
insurer.     Reinsurance  enables  an  insurer  to  accept  a  greater 
variety  of  risks.     By  sharing  these  risks  with  a  reinsurer, 
the  ceding  insurer  obtains  an  adequate  spread  within  which 
the  law  of  averages  can  operate. 

Reinsurance  will  allow  individual  insurers  (or  other  small 
employer  health  plan  entities)  to  implement  reforms  without 
facing  high  financial  losses.     Reinsurance  will  allow 
carriers  to  assure  small  employer  groups  presenting  a  high 
health  risk  access  to  a  basic  set  of  benefits  at  a  rate  no 
higher  than  50  percent  above  the  applicable  average  market 
premium.     For  groups  already  covered  by  an  insurance 
carrier,  the  premium  pricing  limits  described  above  would 
pertain,  and  would  in  many  cases  limit  a  high  risk 
employer's  rates  to  a  level  below  the  guaranteed  marketwide 
maximum  level  of  50  percent  above  average. 
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Under  the  approach  developed  by  HIAA,  the  "top  ten"  carriers 
in  a  state's  small  employee  health  benefit  market  (defined 
by  small  employer  premium)  would  be  required  to  guarantee  to 
issue  health  coverage  to  any  legitimate  small  employer  group 
applicant.     Other  "non  top  ten"  carriers  would  not  be 
required  to  guarantee  issue  coverage  but  would  be  strongly 
encouraged  to  do  so  through  better  reinsurance  terms  for 
guaranteed  issue  carriers.     Guaranteed  issue  carriers  could: 
(a)  reinsure  entire  high-risk  small  employer  groups  at  a 
reinsurance  premium  price  of  150  percent  of  average  market 
costs  or  (b)   reinsure  high-risk  individuals  within  groups  at 
500  percent  of  average  market  costs.  (Individual 
reinsurance  would  include  a  $5,000  deductible.)     To  reduce 
the  volume  of  reinsured  claims,  reinsurance  would  be  on  a 
three-year  basis.     (If  reinsurance  were  permitted  annually, 
carriers  would  declare  more  groups  or  individuals  high-risk 
and  utilize  reinsurance  more  often  increasing  reinsurance 
losses  to  unacceptable  levels.)     Nonguaranteed  issue 
carriers  would  only  be  permitted  to  reinsure  new  entrants  to 
existing  groups  through  individual  reinsurance.  This 
reflects  the  fact  that  under  the  "whole  group"  rule,  all 
carriers  would  have  to  make  coverage  available  to  any  new 
employees  entering  a  group  they  already  insure. 

The  reinsurer  would  cover  the  costs  associated  with 
reinsured  cases.     The  process  of  reinsurance  is  invisible  to 
employers  and  employees  and  is  purely  a  transaction  between 
the  ceding  insurer  and  the  reinsurer. 

Because  reinsurance  would  be  aimed  at  employer  groups  and 
employees  known  to  be  high  risk,  and  because  the  premium 
price  would  be  limited  in  order  to  encourage  carriers  to 
accept  high  risk  applicants,   in  the  aggregate  the  cost  of 
reinsured  persons  will  exceed  the  reinsurance  premiums. 
Under  the  HIAA  proposal,  the  reinsurer's  losses  would  be 
spread  equitably  across  all  competitors  in  the  private 
marketplace — both  the  guaranteed  issue  and  nonguaranteed 
issue  carriers. 

The  losses  would  be  covered  first  through  contributions  from 
all  carriers  in  the  small  employer  market.     If  losses  were 
significantly  higher  than  expected,   a  second  "safety  valve" 
of  broad-based  financing  will  be  made  available. 

HIAA  will  aggressively  pursue  reinsurance  and  related  small 
employer  market  reform  at  the  state  level.     HIAA  will  also 
recommend  Federal  legislation  to  give  states  the  authority, 
where  necessary,  to  assure  compliance  with  the  market 
reforms  outlined  here  and  to  finance  the  reinsurance  system. 

Establish  State  Pools  for  Uninsurable  Individuals 

Even  with  increased  employer-based  coverage  and  with 
Medicaid  expansions   (see  below) ,  medically  uninsurable 
individuals  who  are  not  part  of  an  insured  employer  group 
would  remain  without  coverage. 

High-risk  pools  should  be  established  to  make  coverage 
available  to  such  individuals.     Pool  losses  should  be  funded 
by  general  revenues  or  similar  sources,  which  spread  the 
cost  broadly  across  society. 

As  of  December  1990,   25  states  have  enacted  broad-based 
pools  for  uninsurable  individuals. 
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II.     ALLOW  INSURERS  TO  OFFER  MORE  AFFORDABLE  BENEFIT  PLANS  TO 
SMALL  EMPLOYER  GROUPS  * 

Over  the  years,  the  list  of  state  laws  mandating  benefits 
and  providers  has  grown  dramatically.    There  are  about  8  00 

such  laws  nationwide           and  they  mandate  coverage  of 

disparate  services  and  provider  categories  such  as 
chiropractic  and  podiatric  services,  acupuncture,  expansive 
inpatient  mental  health  services  even  where  most  cost 
effective  alternatives  exist,   in  vitro  fertilization  and 
pastoral  counseling.     The  cumulative  effect  of  this 
hodgepodge  of  state  laws  is  to  increase  the  cost  of  health 
insurance,  particularly  to  small  employers  who  are  most  in 
need  of  affordable  basic  benefits  and  who  are  too  small  to 
self -insure  and  thus  escape  these  mandates  as  larger 
employers  often  do. 

One  reason  that  mandated  benefit  laws  increase  the  cost  of 
coverage  is  that  multi-state  insurers  must  monitor  and 
comply  with  so  many  different  state  rules  and  regulations. 
Insurers  are  precluded  from  developing  lower-cost  prototype 
plans  that  would  be  marketable  across  state  lines.  Instead, 
they  are  often  forced  to  offer  only  "Cadillac"  plans  based 
on  a  multitude  of  mandates  from  many  states. 

Many  of  these  benefits,  are  expensive  in  their  own  right. 
Taken  together,  mandated  benefits  in  many  states  provide  a 
package  that  many  small  employers  simply  cannot  afford. 

A  1989  study  conducted  by  Gail  Jensen,   then  a  University  of 
Illinois  health  care  economist  and  now  at  the  University  of 
North  Carolina,   concluded  that  16  percent  of  small  employers 
not  now  providing  health  insurance  would  offer  benefits  in 
the  absence  of  state  mandates. 

State-mandated  benefit  laws  do  not  apply  equally  to  all 
employer  sponsored  health  plans.     The  Employee  Retirement 
Income  Security  Act  of  1974   (ERISA)   exempts  self-insured 
plans  from  state  mandated  benefit  laws  and  other  forms  of 
state  insurance  regulations.     In  general,  only  large 
employers  have  the  financial  resources  or  the  risk-spreading 
base  to  self-insure;  self  insurance  allows  multi-state 
employers  not  only  to  save  administrative  costs  through  plan 
uniformity  but  to  pick  and  choose  those  benefits  that  are 
most  desirable  and  cost  effective.     Ironically  small 
employers  with  limited  income  do  not  have  this  flexibility. 
Employers  too  small  to  self-insure  do  not  have  this 
flexibility,  and  they  are  thus  less  likely  to  offer  health 
insurance  at  all. 

In  1985,  the  U.S.  Supreme  Court  ruled  that  to  put  employee 
health  benefit  plans  on  the  same  footing  as  self-insured 
plans  required  congressional  action.     Moreover,   in  recent 
years,  there  also  has  been  a  proliferation  of  state  actions 
that  obstruct  or  hinder  private  sector  managed  care  efforts 
that  would  make  health  care  coverage  more  affordable.  These 
state  bills  are  aimed  at  limiting  contractual  arrangements 
with  cost-effective  provider  networks,  as  well  as  preventing 
or  limiting  insurers'  ability  to  carry  out  effective 
utilization  review  programs.     Again,   small  employers  should 
be  able  to  benefit  from  the  same  cost-management  approaches 
as  do  larger  employers. 


III.    PROVIDE  TARGETED  TAX  ASSISTANCE  SO  THAT  SMALL  EMPLOYERS  AND 
THEIR  FINANCIALLY  VULNERABLE  EMPLOYEES  CAN  AFFORD  HEALTH 
INSURANCE  COVERAGE. 

Small  businesses  tend  to  be  younger,  financially  less  stable 
and  employ  a  lower  wage  work  force.     Thus,  health  benefits 
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often  represent  a  greater  financial  burden  to  small 
businesses,  who  are  far  less  likely  to  offer  them  than  are 
other  employers.     A  1989  HIAA  survey  found  that  only  33 
percent  of  firms  with  fewer  than  10  employees  offer  health 
benefits.     Conversely,  over  96%  of  firms  with  more  than  25 
employees  offer  health  benefits. 

Eleven  percent  of  uninsured  workers  are  self-employed.  They 
are  uninsured  in  part  because  self-employed  workers  receive 
only  a  25  percent  income  tax  deduction  for  the  cost  of 
health  benefits.     Other  (incorporated)  businesses  receive  a 
full  100  percent  deduction. 

The  financial  vulnerability  of  small  employers  and  uninsured 
workers,   as  well  as  government  fiscal  realities,  suggest 
that  additional  tax  assistance  should  be  carefully  targeted 
to  those  populations  most  in  need.     For  instance,  government 
should: 

Direct  new  tax  subsidies  to  assist  employers  and 
individuals  with  inadequate  financial  resources  (e.g., 
certain  small  employers)   in  purchasing  private 
coverage.     Sliding  scale  subsidies  should  be  targeted, 
for  example,  to  small  employers  paying  average  wages  of 
less  than  $18,000  annually.     The  subsidy  rate  for  such 
employers  should  increase  as  the  percent  of  total 
payroll  going  to  hospital  and  medical  benefits 
increases.     A  temporarily  higher  subsidy  could  be  given 
to  firms  offering  benefits  for  the  first  time; 

Target  subsidies  to  low-income  individuals  and 
families.     A  refundable  tax  credit  equaling  50  percent 
of  the  employee  share  of  premium  cost  could  be  made 
available  for  taxpayers  at  or  below  the  poverty  level. 
(A  ceiling  on  qualifying  premium  costs  would  equal  the 
median  employee  share  of  premium  for  employer-sponsored 
coverage  nationally  or  about  $360  for  individual  and 
$800  for  family  coverage  in  1989.     Above  poverty,  the 
percentage  credit  would  decrease  as  income  rises  and 
phase  our  completely  at  twice  poverty.     Advance  payment 
of  the  tax  credit  through  the  employer  should  be  made 
for  employees  with  little  or  no  income  tax  liability; 
and, 

Extend  to  the  self-employed  the  100  percent  tax 
deduction  enjoyed  by  other  employers  (as  long  as  they 
provide  equal  coverage  for  their  employees,   if  they 
have  any) . 


EXPAND  PUBLIC  COVERAGE  FOR  THE  POOR  AND  NEAR  POOR. 

Thirty  percent  of  the  uninsured  have  family  incomes  below 
the  federal  poverty  level   ($10,560  for  a  family  of  three  in 
199  0) .     Another  17  percent  have  family  incomes  between  one 
and  one  and  a  half  times  the  federal  poverty  level.  The 
current  federal/state  Medicaid  program  covers  only  four  out 
of  ten  poor  Americans.     Many  states  do  not  have  a  medically 
needy  program,   and  Medicaid  income  eligibility  thresholds 
for  the  non-elderly  generally  fall  far  below  the  poverty 
level . 

Because  the  poor  and  many  of  the  near  poor  do  not  have  the 
means  to  purchase  coverage  on  their  own,   the  health  care 
financing  responsibility  for  these  populations  rests  largely 
with  the  government.     HIAA  proposes  the  following  actions: 

The  Medicaid  program  should  be  extended  to  cover  all 
poor  Americans  regardless  of  age,   family  structure  or 
employment  status.     To  carry  out  this  recommendation 
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fully,  Medicaid  eligibility  will  have  to  be  independent 
of  cash  assistance  programs  such  as  AFDC.  Moreover, 
fiscal  constraints  suggest  first  priority  should  be 
phasing  in  coverage  to  all  poor  children  under  age  18. 

•  For  poor  workers  with  access  to  employer-based  private 
coverage,  HIAA  supports  appropriate  state 
implementation  of  recent  federal  legislation  regarding 
a  "buy-out"  employed  individuals  and  their  families 
from  the  Medicaid  program.     States  should  pay  the  poor 
employees'  premium  contributions  and  cost  sharing 
(co-pays  and  deductibles)  associated  with  available 
employer  plans  when  Medicaid  outlays  would  be  reduced 
on  an  average  per  capita  basis.     This  will  help  ease 
individuals'  transition  into  economic  self-reliance  and 
often  improve  access  to  medical  care. 

•  Near-poor  individuals  with  family  incomes  between  one 
and  one-and-a-half  times  the  federal  poverty  level 
should  be  allowed  to  "buy  in"  to  a  package  or  primary 
and  preventive  care  services  only.     Limited  premiums 
would  be  based  on  a  sliding  scale  related  to  their 
income.     This  would  target  government  assistance  to  the 
primary  and  preventive  services  the  near  poor  most 
often  forgo  and  for  which  employer  sponsored  plans 
cost-sharing  sometimes  presents  a  financial  obstacle 
for  the  near  poor  population. 

To  assure  that  no  American  falls  beneath  the  poverty 
level  as  a  consequence  of  medical  expenses,  all  states 
should  deduct  medical  expenses  from  income  when 
determining  eligibility  for  Medicaid.  "Medically 
needy"  or  "spend-down"  programs  (and  many  states  have 
already  adopted  such  programs)   constitute  a  last-resort 
financial  safety  net  covering  a  full  range  of  health 
services. 

Raising  eligibility  standards  for  Medicaid  to  100  percent  of 
the  federal  poverty  level  will  give  an  estimated  9.5  million 
to  11  million  uninsured  Americans  access  to  Medicaid 
coverage.     (The  Medicaid  program  currently  pays  for  the  care 
of  over  21  million  people  annually.)     While  costly,  these 
reforms  would  increase  Medicaid  costs  by  only  about  25 
percent  while  increasing  the  population  served  by  the 
program  by  about  70  percent.     This  is  because  three  quarters 
of  Medicaid  spending  now  goes  for  long-term  care  and  other 
services  for  the  elderly  and  disabled.     Medicaid  coverage 
for  poor  uninsured  populations  is  far  less  expensive  on  a 
per  capita  basis. 


IMPLEMENT  STRATEGIES  TO  CONTAIN  HEALTH  CARE  COSTS 


Efforts  to  improve  access  will  be  thwarted,  at  least  to  some 
extent,  if  we  cannot  find  a  way  to  constrain  escalation  of 
health  care  costs.     As  the  cost  of  care  continues  to  rise, 
employers  who  are  on  the  margin  with  respect  to  decisions  to 
offer  coverage  will  find  coverage  unaf fordable.     Solving  the 
cost  problem  is  a  prerequisite  to  solving  the  access 
problem. 

Although  there  are  no  simple  solutions  to  the  cost 
problem,  a  key  component  of  any  effective  cost 
containment  strategy  is  the  further  development  of 

managed  care  systems  of  financing  and  delivery   

HMOs,  PPOs,  point-of-service  plans,  and  the  like. 
Since  physicians  make  most  of  the  key  decisions  that 
determine  how  expensive  treatment  will  be,  it  is 
imperative  to  make  sure  that  patients  get  care  from 
physicians  (and  other  providers)  who  use  resources 
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efficiently.     Managed  care  systems  build  on  that 
premise  by  selecting  panels  of  providers  for  their 
networks  who  meet  specified  criteria  and  who  agree  to 
be  monitored  to  assure  that  they  continue  to  provide 
high-quality  cost-effective  care.     Patients  are  then 
given  financial  incentives  to  choose  these  providers  as 
their  caregivers.     By  integrating  the  financing  and 
delivery  of  care,  managed  care  improves  quality  while 
constraining  costs. 

A  second  major  element  in  effective  cost  containment 
must  be  improved  knowledge  about  what  constitutes  cost- 
effective  care.     New  technologies  that  promise  better 
care  are  often  introduced  into  medical  practice,  often 
at  great  cost,  before  anyone  has  made  a  careful 
assessment  of  their  cost-effectiveness.     They  may  be 
better,  but  is  the  extra  benefit  sufficient  to  outweigh 
the  extra  costs?     Insurers,  government,  and  all  who  pay 
for  medical  services  have  a  stake  in  developing  better 
mechanisms  and  procedures  for  answering  that  question 
about  new  technologies  and  procedures. 

Related  to  the  need  for  better  knowledge  about 
technologies  is  the  need  for  better  information  about 
what  constitutes  good  medical  practice.     There  are  many 
areas  of  medicine  where  there  is  broad  variation  in  the 
way  patients  are  treated  even  when  their  conditions 
vary  little.     Physicians  often  have  insufficient 
information  to  know  what  constitutes  cost-effective 
care.     Increased  efforts  should  be  directed  to  filling 
this  knowledge  gap  by  establishing  mechanisms  and 
financing  to  develop  medical  practice  guidelines  and 
protocols  which  define  the  range  of  acceptable  medical 
practice  for  particular  conditions.     The  task  is  so 
large  that  it  will  require  a  large  commitment  of 
resources,    from  both  government  and  the  private  sector. 
Providing  these  kinds  of  advances  in  medical  knowledge 
will  help  to  improve  utilization  review  activities  by 
providing  standards  that  are  accepted  by  both 
physicians  and,  very  likely,  the  courts  as  well. 

As  implied,   government  also  has  a  vital  role  to  play  in 
the  battle  against  costs  escalation.     Government  has  a 
key  role,  particularly  with  respect  of  funding,  in 
technology  assessment,   in  protocol  development,   and  in 
collecting  and  analyzing  data  that  can  be  used  to 
develop  more  accurate  measure  of  cost,   use,   and  medical 
outcomes.     Government  also  needs  to  create  a  legal 
climate  that  is  hospitable  to  the  growth  of  managed 
care,  which  means  not  limiting  insurers'  ability  to 
employ  appropriate  utilization  review  techniques  and 
not  outlawing  managed  care  plans  that  require  patients 
to  pay  significantly  more  when  they  opt  to  get  care 
from  non-network  providers  and  thus  generate 
significantly  higher  costs. 

Government  can  also  help  to  reduce  administrative  cost 
by  encouraging  and  cooperating  with  industry-wide 
efforts  to  utilize  common  claims  forms  and  greatly 
expand  electronic  collection,   analysis,  and  payment  of 
claims.     Finally  government  has  to  take  the  lead  in 
malpractice  reform,  which  has  two  components:  (1) 
reducing  the  incidence  of  malpractice  by  encouraging 
better  risk  management  activities  by  providers  and  by 
policing  provider  ranks  to  assure  that  only  competent 
providers  treat  patients,  and  (2)  by  making  legislative 
changes  in  the  malpractice  system  to  assure  that  awards 
are  appropriate  and  that  the  process  of  adjudication 
does  not  absorb  an  excess  percentage  of  the  costs  of 
righting  the  wrongs  done  to  patients. 
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Mr.  Stark.  Thank  you  both. 

I  want  to  deal  with  two  questions,  one  having  to  do  with  under- 
writing and  the  other  with  your  comments  on  the  employment- 
based  system.  I  am  looking  back  over  the  testimony  of  the  NFIB 
this  morning,  where  they  suggest  some  of  the  reasons  for  the  high 
cost  of  health  insurance  for  the  small  firm:  adverse  selection;  insta- 
bility of  the  small  firm,  that  you  don't  like  to  insure;  little  negotiat- 
ing clout.  They  are  talking  about  small-  to  medium-size  businesses. 

The  small  business  work  force  is  labor  intensive,  with  a  high  per- 
centage of  part-time  workers,  a  high  percentage  of  older  workers,  a 
high  percentage  of  very  young  workers,  remedial  workers,  and  high 
turnover. 

And  those  who  don't  offer  health  insurance  say  the  most 
common  barriers  are  the  cost  of  premiums  and  insufficient  profits 
and  cashflow.  I  don't  think  a  lack  of  health  insurance  should  be  a 
function  of  small  profits.  If  businesses  are  going  to  hire  people, 
health  insurance  premiums  are  a  wage  cost,  and  they  may  pay 
them  even  without  profit. 

There  are  other  problems.  Turnover  is  too  great.  Too  many  em- 
ployees are  covered  elsewhere,  an  issue  I  want  to  raise  with  you. 
There  are  too  many  part-time  employees.  There  are  too  many  older 
employees.  They  say  that  employees  prefer  cash  compensation, 
which  I  don't  think  is  the  case.  I  think  Carl  heard  Bob  Blendon 
pretty  much  disabuse  us  of  that  notion  over  the  weekend  seminar. 
Small  businesses  say  they  are  too  small  to  receive  discounts,  and  so 
forth  and  so  on. 

What  do  each  of  you  think,  if  you  take  and  compare  the  Federal 
Blue  Cross  low  options,  say,  as  an  approximate  average  sort  of  em- 
ployer-provided medical  plan?  For  the  groups,  25  employees  and 
above,  what  is  the  median  market  price  for  an  average  medical 
plan  per  single,  under-65  employee?  $3,000  a  year?  What,  in  your 
opinion,  is  a  basic  premium?  Anybody  want  to  pick  a  guess  to  the 
nearest  $1,000? 

Mr.  Tresnowski.  I  think  the  only  reference  we  could  have  is  to 
take  a  look  at  the  standard  option  FEP  because  there  you  are  deal- 
ing  

Mr.  Stark.  Yes.  How  much  does  that  cost?  I  don't  even  know 
what  that  costs?  I  know  what  I  pay  out  of  my  paycheck,  but  I  don't 
know  

Mr.  Tresnowski.  I  think  the  family  coverage  is  in  the  neighbor- 
hood of  $240-$250  a  month. 
Mr.  Stark.  About  $3,000  to  $3,200. 
Mr.  Tresnowski.  Yes. 
Mr.  Stark.  OK. 

Mr.  Tresnowski.  And  the  single  is  about  $100  to  $150  or  some- 
thing— $125,  perhaps,  on  the  standard  option. 
Mr.  Stark.  OK.  So  $1,500  to  $1,800,  and  $3,200  for  a  family. 
Mr.  Tresnowski.  Right. 
Mr.  Stark.  OK.  I  just  raise  that  question. 

Mr.  Tresnowski.  It  is  important  to  note,  though,  that  in  the  Fed- 
eral employee  you  are  dealing  with  not  a  group  of,  say,  25  to  50. 
You  are  dealing  with  a  very  large  group.  So  that  even  though  there 
are  problems  of  adverse  selection  in  FEP  you  have  still  got  

Mr.  Stark.  Those  costs  would  go  higher  for  the  smaller  group? 
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Mr.  Tresnowski.  That  is  right,  because  you  have  got  much 
larger  numbers  there.  So  when  you  are  dealing  with  a  smaller 
group  it  depends  on  what  the  insurer's  practices  are.  In  our  case, 
for  example,  we  will  take  into  account  demographic  factors,  but 
very  little  do  we  take  into  account  experience  factors.  So  that  the 
rate  equation  would  be  very,  very  different  than  it  might  be  if  you 
were  to  take  into  account  underwriting  considerations,  experience 
considerations,  preexisting  conditions. 

Mr.  Stark.  Well,  there  have  to  be  high-cost  States  and  low-cost 
States,  and  that  would  be  helpful  to  know  as  we  try  and  deal  with 
what  it  costs  an  employer.  We  have  a  lot  of  information  on  what 
we  think  Medicare  costs.  But  we  really  don't  know — I  don't  even 
know  what  costs  are  in  the  Bay  Area  for  private  health  insurance. 

I  had  some  guys  out  here,  electrical  contractors,  saying  they  are 
paying  S400  and  S500  and  S600  a  month  for  insurance.  I  have  a 
hunch  their  plans  are  pretty  generous. 

If  you  took  the  Federal  employee's  low  option  package  and  could 
give  me  a  half  dozen  illustrations  around  the  country  without 
naming  companies  for  what  that  package  would  cost  for  an  individ- 
ual, it  would  help  us  understand  what  kind  of  burden  we  are  talk- 
ing about  putting  on  these  employers. 

Let  me  give  you  each  a  hypothetical  here  because  this  question 
relates  to  why  we  have  to  insist  on  employment-based  insurance. 
Let's  just  consider  for  a  minute  the  60  million  underinsured  or  un- 
insured. 

Two  kids,  8  and  12.  They  may  be  half  brothers  and  sisters.  Their 
mother  lives  in  the  Bay  Area,  works  16  hours  a  week  for  Nord- 
strom's,  works  as  a  substitute  teacher  occasionally  in  a  parochial 
school,  and  from  time  to  time  can  work  for  a  caterer  to  fill  in  eve- 
nings. She  makes  about  SI 5,000  a  year. 

The  husband  or  father  of  one  or  both  of  the  children — let's  say 
father  of  one  and  adoptive  father  of  the  other — and  I  am  just 
making  this  up — is  an  itinerant  bartender.  Works  in  Las  Vegas 
sometimes  when  he  can  find  work.  Moves  around.  Is  way  behind  in 
his  child  support  payments,  and  generally  does  not  have  health  in- 
surance available  to  him  but  might.  Nor  does  she  because  of  Nord- 
strom's  policy  of  providing  all  of  the  services  to  the  customer  and 
nothing  to  their  employees. 

How  is  the  employment-based  insurance  going  to  deal  with  those 
two  kids9 

Mr.  Tresnowski.  You  can  answer  that  in  two  ways.  Let  me  take 

a  larger  answer,  and  it  gets  to  the  

Mr.  Stark.  Yes. 

Mr.  Tresnowski.  I  think  you  are  driving  at  the  question  of  fun- 
damental reform. 

I  think  that  we  are  going  to  have  to,  as  we  go  about  looking  at 
this,  look  at  the  whole  tax  subsidy  structure  that  we  have  got  in 
place  today.  Now,  I  am  not  announcing  a  new  position  on  our  part, 
I  am  just  simply  saying  that  I  think  we  have  a  very  large  invest- 
ment through  the  tax  subsidy  but  it  is  not  providing  the  right 
kinds  of  incentives. 

Mr.  Stark.  Let  me  come  back  a  minute.  I  am  just  trying  to  get  at 
this  thing.  Is  there  something  there  that  says  we  have  got  to  pro- 
vide coverage  through  the  employment  system,  which  is  what  we 
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did  in  the  1940s  when  Blue  Cross  got  started  and  when  health  in- 
surance got  going? 

This  hypothetical  family  that  I  just  created  is  out  there  in  the 
land.  They  aren't  poor,  and  they  are  existing.  They  don't  qualify 
for  Medicaid.  They  aren't  going  to  get  health  insurance  anywhere. 
Nordstrom's  will  close  up  before  they  will  provide  health  insur- 
ance. That  is  Washington  State's  frame  of  mind,  I  think.  There  is 
something  in  the  air  up  there.  But  the — good  shoe  department 
though,  if  you  wear  a  12AA. 

I  guess  what  I  am  getting  at  is  what  would  be  wrong,  and 
wouldn't  it  be  a  lot  simpler,  to  say  we  can  identify  those  children 
so  I  am  going  to  contract  with  a  health  insurer,  with  Pru  or  with 
one  of  the  Blues,  and  we  will  provide  insurance  to  all  of  the  kids 
that  fall  into  that  crack.  They  will  go  to  this  program  which  will 
contract  with  a  private  insurance  company.  I  have  no  trouble  with 
that.  And  then  we  will  ascribe  a  certain  hourly  deduction  to  every 
employer.  But  we  separate  who  is  paying  for  it  and  how  if  is  get- 
ting distributed.  I  mean,  everybody  says  this  is  a  social-based  model 
as  opposed  to  an  employment-based  model.  But  you  have  all  seen 
every  plan  that  has  come  down.  You  have  seen  the  Pepper  Com- 
mission plan.  You  have  seen  the  plan  that  is  coming  out  of  the 
Senate  that  Mitchell  and  these  other  guys  are  working  that  some- 
body has  leaked  all  over  the  Hill,  that  has  got  the  most  cockama- 
mie  complicated  way  of  finding  out  how  you  identify  who  you  are 
going  to  tag  with  the  responsibility  of  picking  up  the  dependents. 

I  know  insurers,  you  don't  want  to  be  knocked  out  of  the  busi- 
ness because  it  is  a  good  way  to  sell  other  insurance  to  guys  who 
would,  arguably,  buy  it.  But  for  the  uninsured,  can't  we  somehow 
make  them  pay  for  it?  Find  a  more  equitable  way  so  that  we  have 
a  plan? 

We  could  say  100  percent  of  the  people  who  are  uninsured  are 
covered.  We  would  demand  that.  We  would  put  it  into  law.  Then 
let's  argue  about  who  is  going  to  provide  the  coverage — it  is  OK 
with  me — and  who  is  going  to  pay  for  it.  I  have  said  this  a  dozen 
times.  In  the  Pepper  Commission,  we  really  talked  about  birth 
weight  as  determining  whether  the  parent  who  had  the  longest 
term  employment  should  be  responsible  for  the  highest  birth 
weight  child. 

Now,  why  can't  we  break  away  from  the  employment-based  pro- 
vision for  these  groups  who  are  never  going  to  fit  into  it  anyway? 
Carl?  Start  with  Carl? 

Mr.  Tresnowski.  Let's  take  your  hypothetical. 

Mr.  Stark.  All  right. 

Mr.  Tresnowski.  Just  one  quick  comment.  Take  your  hypotheti- 
cal family.  If  I  were  faced  with  that,  they  came  to  my  office  and 
said,  "We  can't  get  health  insurance  coverage,"  what  I  would  find 
out  first  of  all  is  is  there  any  employment  opportunity  either  pre- 
ceding this  or  potentially,  and  so  is  there  any  portability  of  benefit 
opportunity?  Does  COBRA  apply  in  terms  of  continuation. 

Mr.  Stark.  For  a  while. 

Mr.  Tresnowski.  Well,  I  understand.  But  you  are  correct.  One  of 
the  problems  with  the  employment-based  system  is  the  portability 
of  benefits. 
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But  let's  say  we  have  explored  that  and  it  doesn't  apply  in  their 
case.  So  then  you  go  to  the  second  alternative,  and  then  you  look  at 
them  as  eligible  for  individual  coverage,  and  it  is  that  individual 
coverage  that  we  have  got  the  biggest  problem,  and  that  cause  me 
to  

Mr.  Stark.  I  am  just  talking  about  the  kids,  even. 

Mr.  Tresnowski.  Yes.  Well,  the  kids  or  the  mother  or  whatever. 
At  that  point  you  need  to  ask  yourself  is  there  an  opportunity  to 
subsidize  individual  coverage  on  an  income-related  basis,  and  that 
is  why  I  answered  you  the  way  that  I  did. 

Mr.  Stark.  OK.  Carl,  what  do  you  

Mr.  Schramm.  Mr.  Stark,  you  know  when  we  reached  the  treaty 
in  1965 — I  characterize  it  as  a  treaty — between  public  payers  and 
private  payers  with  Medicare  and  Medicaid,  it  was  understood  then 
that  the  poor  would  not  be  market  competent,  didn't  have  a  nexus 
with  the  labor  market.  I  think  in  many  ways  you  could  make  the 
case  that  the  foundation  for  treating  certain  portions  of  the  popula- 
tion apart  from  the  coverage  of  the  labor  market  was  well  estab- 
lished. I  believe  that  is  the  proper  reading  of  Federal  and  State 
policy  as  regards  insurance,  if  you  will. 

I  think  that  the  question  you  raise  really  is  one  of  where  do  you 
draw  a  contemporary  boundary.  I  would  submit  to  you  that  parts 
of  what  we  did  in  1965  we  erred  in  terribly  in  the  sense  that  we 
had  a  static  sense  of  what  our  commitment  was.  I  mean,  we  have, 
you  know,  the  mother  of  Donald  being  a  Medicare  recipient.  And,  I 
suspect  if  we  revisited  title  18's  construction  we  wouldn't  have 
done  that. 

Now,  with  respect  to  Medicaid,  the  architects  of  the  plan  in  1965 
did  not  envision  the  phenomena  as  reported  in  the  Post  this  morn- 
ing of  the  decay  of  the  nuclear  family.  The  kids  were  sort  of  in  be- 
tween parental  responsibility  for  insurance  needs.  Medicaid  par- 
ents are  operating  in  a  different  labor  market  than  existed  before. 
They  are  on  and  off  the  employment  rolls. 

So  I  am  not  sure.  At  least  from  a  hypothetical  position  it  puts  in 
mind  an  idea  I  have  heard  Mr.  Thomas,  I  believe,  raise  several 
times;  namely,  the  notion  of  a  backpack  or  taking  your  insurance 
with  you  once  covered.  If  we  could  structure  something  that  was,  in 
fact,  a  flexible  backpack  where  the  predicate  is  that  this  is  an  em- 
ployment-based system  and  when  you  have  employment  you  have 
insurance. 

Mr.  Stark.  Right.  OK. 

Mr.  Schramm.  I  don't  see  any  problem  with  that. 

Mr.  Stark.  All  right.  I  guess  that  is  what  I  see  as  the  only  way 
we  are  going  to  quit  stepping  around  how  we  deal  with  these 
people  and  make  them  fit  into  two  left  shoes.  Bill  Gradison  said  I 
should  get  him  to  cosponsor  my  bill  before  he  figured  out  what  he 
was  seeing. 

But  I  think  you  are  right.  And  that  portends  some  minimum  de- 
fined benefit  that  is  going  to  be  out  there  too,  and  we  will  have 
some  trouble  defining  that. 

OK.  One  other  question. 

Mr.  Schramm.  As  an  example,  Mr.  Stark,  let  us  presume  that 
there  is  a  young  woman  in  Palm  Beach  and  the  history  of  that 
family  is  exactly  what  your  history  is — a  mother  marginally  unem- 
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ployed,  husband  leaves,  no  income,  mother  improves  job  employ- 
ment situation  enormously,  marries  even  better.  Public  obligation, 
it  seems  to  me,  is  of  an  essence  as  the  life  of  that  story  went  on. 
And  that  story  is  not  atypical  in  the  sense  of  instability. 

Mr.  Stark.  What  economic  benefit  is  there  to  society  as  a  whole 
in  allowing  medical  underwriting  to  go  on? 

Mr.  Tresnowski.  I  don't  think  there  is  any.  What  has  happened 
is,  as  I  explained  in  my  testimony,  back  in  the  olden  days  we  had 
community  rating,  open  enrollment,  take  all  comers,  and  we 
evolved  into  something  that  we,  sitting  here  in  1991,  is  really  quite 
different.  We  could  go  through,  and  I  think  you  all  know,  what  the 
factors  are  that  have  caused  that  change. 

We  have  got  the  insurance  market  being  competed  on  the  basis 
of  risk  selection,  which  means  underwiting,  and  we  have  got  to 
stop  it.  We  have  got  to  go  back  and  eliminate  the  kinds  of  practices 
that  have  caused  the  antiselection  and  let  insurers  compete  on  the 
basis  of  controlling  health  care  costs. 

Our  small  group  market  reform  is  a  step,  only  a  step  in  that  di- 
rection. There  are  some  other  things  that  we  need  to  do  in  terms  of 
the  access  issue.  Most  importantly,  we  have  got  to  get  to  the  afford- 
ability  question,  and  that  is  key. 

Mr.  Stark.  Carl. 

Mr.  Schramm.  Mr.  Chairman,  my  view  of  health  insurance  is 
that  for  the  most  part  it  developed  like  other  insurance  products 
nestled  as  a  part  of  other  product  lines,  for  automobiles,  life,  et 
cetera.  Hence  our  view  of  experience  rating  of  medical  underwrit- 
ing is  much  more  a  tenet  of  our  religion,  if  you  will,  and  that 
drives  our  conception  of  health  insurance. 

I  think  a  case  can  be  made  theoretically,  and  actually,  that  in 
certain  product  lines  there  is  an  efficiency  returned  to  the  society 
from  underwriting.  As  regards  the  question  of  medical  underwrit- 
ing and  health,  the  operational  reality  is  the  vast  portion  of  our 
business  is  written  in  large  groups  of  cases  where  there  is  no  one 
who  can  ever  attest  to  having  been  medically  underwritten.  I  sus- 
pect that  is  the  case  of  the  employees  of  this  House,  and  that  is 
certainly  the  case  with  HIAA's  137  employees.  Indeed  that  was 
operationally  the  case  10  years  ago  in  even  our  small  group  market 
where  our  manuals  looked  relatively  like  a  Blue  Cross  manual  and 
there  was  effectively,  if  you  will,  a  modified  version  of  community 
rating  at  work. 

Medical  underwriting  has  crept  in,  but  we  are  very  explicit  about 
saying  we  think  it  should  be  limited.  Not  limited  as  regards  to  the 
under  25  life  cases. 

Mr.  Stark.  And  you  can't  let  one  person  medically  underwrite 
and  the  others  not.  I  mean,  once  you  let  one  do  it  you  have  got  

Mr.  Schramm.  That  is  right. 

Mr.  Stark.  Am  I  correct  in  the  theory  that  if  we  did  not  allow 
medical  underwriting  for  anybody,  including  the  self-insured  plans 
to  the  extent  that  their  affinity  groups  wouldn't  be  violated,  then 
you  are  the  risk  pool  as  well? 

Mr.  Tresnowski.  Meaning  all  the  insurance  carriers,  all. 

Mr.  Stark.  Yes,  and  then  the  high  risk  pool  doesn't  need  to  exist. 
Reinsurance  assistance  may  assume  some  transition  is  made,  but  if 
in  fact  we  don't  diminish  the  number  of  people  covered,  and  you 
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didn't  have  medical  underwriting,  then  basically  you  wouldn't  need 
a  risk  pool.  You  are  all  the  risk  pool.  You  have  resolved  that 
amongst  yourselves  through  standard  reinsurance  contracts  and  so 
forth? 

Mr.  Tresnowski.  That's  right.  But  I  don't  mean  to  complicate 
the  point,  but  in  some  jurisdictions — New  York  State,  Massachu- 
setts, Rhode  Island — the  Blue-Cross,  Blue-Shield  plan  is  the  risk 
pool,  and  want  to  be  the  risk  pool. 

Mr.  Moody.  I  understand  that,  but  you  get  paid  for  that  in  a 
sense  by  being  provided  with  discounts  and  other  things. 

Mr.  Tresnowski.  Right. 

Mr.  Moody.  OK. 

Mr.  Tresnowski.  And  large  market  share. 

Mr.  Moody.  Well,  as  I  say,  I  cannot  compliment  the  two  wit- 
nesses enough,  both  them,  and  their  association's  willingness  to 
help  us  wind  our  way  through  this,  particularly  in  view  of  the  fact 
that  we  all  know  there  are  going  to  be  changes.  I  don't  think  any- 
body's industry  or  members  like  big  changes.  Ask  a  congressman 
who  is  about  to  be  redistricted.  The  uncertainties  of  change  are  re- 
sisted by  all  of  us  who  benefit  from  tradition  and  

Mr.  Tresnowski.  Let  me  put  a  footnote  on  that,  if  I  may.  I  told 
you  that  our  board  approved  our  new  policy  position  unanimously. 
It  took  us  18  months  to  get  there.  So  change  does  not  happen 
quickly. 

Mr.  Moody.  Mr.  McDermott. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

I  won't  respond  to  the  Nordstrom  issue,  but  both  of  you  have 
talked  about  the  private /public  partnership  in  your  testimony, 
which  I  read. 

Let  me  tell  you  something  that  happened  in  the  State  of  Wash- 
ington. Our  health  department  had  a  program  to  help  people  diag- 
nosed with  AIDS  who  had  lost  their  jobs  but  had  the  right  to  con- 
tinue their  employee  health  benefits  under  COBRA.  The  State 
helped  them  to  keep  their  premium  payments,  they  paid  them.  In 
February  of  this  year,  they  were  paying  an  average  of  $141  a 
month  for  280  people.  Now,  this  program  had  won  national  recogni- 
tion and  the  director  of  it  came  back  and  described  it  before  Con- 
gressman Waxman's  committee,  and  it  is  the  kind  of  program  we 
were  thinking  about  when  we  wrote  the  Ryan  White  Act  last  year. 

In  fact,  in  1989,  Congress  extended  the  COBRA  continuation  cov- 
erage period  for  unemployed  disability  people  in  order  to  help  them 
continue  their  group  insurance  until  they  became  eligible  for  Medi- 
care. So  it  was  a  conscious  policy  on  our  part. 

But  this  year,  when  that  State  program  which  helps  pay  COBRA 
premiums  went  up  for  renewal  in  the  State  legislature,  your  lobby- 
ists came  in  and  testified  against  it  in  the  committee  and  killed  it. 
The  lobbyists  for  Aetna,  Safeco,  and  the  National  Federation  of  In- 
dependent Business  also  opposed  the  program.  They  all  argued  that 
helping  former  employees  pay  their  own  premiums  is  an  unfair 
cost  shift  from  the  public  to  the  private  sector.  As  a  result,  after 
June  30,  this  coverage  will  no  longer  be  available  to  these  people 
who  will  lose  their  jobs  and  cannot  keep  up  the  premiums  them- 
selves. They  will  have  to  spend  down  to  poverty  and  turn  to  Medic- 
aid at  taxpayer  expense. 


679 


But  these  people  had  group  coverage  that  private  carriers  had 
agreed  to  provide  at  rates  that  had  to  reflect  the  COBRA  changes, 
because  COBRA  has  been  in  effect  since  1985.  No  one  can  say  it  is 
a  new  program,  and  it  is  one  that  has  been  there  for  a  long  time 
and  you  have  underwritten  that  cost. 

All  I  can  conclude  is  that  your  organizations  do  not  want  the  pre- 
miums kept  up.  You  do  want  to  drop  them  from  coverage  you  sold 
to  their  employers.  You  do  want  them  to  become  a  public  responsi- 
bility because  they  have  a  certain  expensive  disease. 

Now,  my  question  to  you  is  this,  isn't  really  what  you  want  a  sit- 
uation where  you  cover  the  healthy,  profitable  patients  and  allow 
the  Federal  Government  or  the  State  government  or  some  combi- 
nation to  pick  up  the  costly  patients  who  fall  through  the  cracks  or 
for  one  reason  or  another  don't  fit  under  your  coverage? 

Mr.  Tresnowski.  The  answer  is,  no,  we  don't.  That  is  precisely 
the  point  I  made  in  my  testimony. 

Mr.  McDermott.  Why  did  your  lobbyists  come  into  the  State  leg- 
islature to  kill  a  program  like  this? 

Mr.  Tresnowski.  I  must  confess  that  I  am  not  familiar  with  the 
facts  of  that  situation.  And  I  can't,  sitting  here  today,  think  about 
why  they  would  be  opposed  to  it  unless  they  felt  that  the  $141  was 
underrated  badly. 

But  you  know,  you  get  into  these  kinds  of  situations  when  you 
don't  have  some  kind  of  a  strategy  like  the  one  that  Carl  and  I 
have  identified  in  terms  of  reform  of  the  insurance  market  to 
eliminate  the  kinds  of  underwriting  that  have  taken  place  and  to 
change  the  basis  on  which  you  rate  these  cases  and  so  on. 

So  you  have  got  a  mish-mash  of  different  kinds  of  things  out 
there,  at  the  moment.  I  do  not  know  whether  there  is  cost  shifting 
going  on  there  or  not.  But  it  seems  to  me  that  that  kind  of  an  inci- 
dent just  underscores  the  need  to  make  insurance  reform  a  reality. 

Mr.  McDermott.  Mr.  Schramm. 

Mr.  Schramm.  Well,  Mr.  McDermott,  I  just  make  one  point.  I  am 
not  familiar  with  the  situation  either  and  I  have,  I  suspect  the 
same  intuition  for  sensitivity  that  Mr.  Tresnowski  does  as  regards 
to  the  rate.  But  in  fact  

Mr.  McDermott.  But  who  sets  the  rate?  Who  says  that  you  have 
to  pay  $141? 

Mr.  Schramm.  That  was  a  company  rate  that  was  continued 
through  the  continuation  of  benefits. 

Mr.  McDermott.  So  if  the  company  wrote  it  at  that  rate,  they 
must  have  figured  the  cost. 

Mr.  Schramm.  But  that  rate  is  written  across  all  employees  for 
all  diseases.  What  we  have  here  is  a  situation  where  the  State  im- 
posed an  adverse  selection  of  an  entirely  100  percent,  adverse 
group  on  the  company,  knowingly,  shifted  a  State  burden  onto  the 
company.  That  is  what  is  going  on  there.  I  don't  think  it  is  all  that 
admirable  that  the  State  subsidizes  private  insurance  for  a  very 
high-cost  risk  where  the  State  knows  it  is  getting  a  real  steal,  if 
you  will. 

I  don't  think  the  alternative  is  to  ask  these  folks  to  go  uninsured 
and  spend  down  to  Medicaid.  I  just  suggest  that  we  know  one  thing 
about  AIDS  and  public  funding — we  know  this  is  the  first  time  in 
our  history,  as  a  republic,  that  we  have  had  a  communicable  dis- 


680 


ease  reach  epidemic  proportions  where  there  has  not  been  direct 
payment  of  the  care  by  the  State. 

I  would  suggest  to  you — I  don't  know  the  history  of  Washington, 
but  if  it  is  like  the  history  of  the  State  in  which  I  grew  up — if  AIDS 
had  come  along  in  1930  there  would  have  been  a  State  hospital,  a 
State  provision  of  care  in  private  hospitals  that  was  100  percent 
paid  for  by  the  State. 

So  I  think  that  really  is  distinguishable  and  I  think  it  points  up 
another  issue  about  medical  underwriting  that  Mr.  Stark  raised  in 
terms  of  the  efficiencies.  If  we  were  to  take  away  medical  under- 
writing, the  problem  is  that  the  market  is  not  efficient  in  protect- 
ing any  given  company  against  adverse  risk.  That's  why  medical 
underwriting  basically  exists. 

Mr.  McDermott.  That  leads  me  to  another  question  which  has  to 
do  with  the  human  genome  initiative.  You  are  aware  of  it? 

Mr.  Schramm.  The  what? 

Mr.  McDermott.  The  human  genome  initiative.  That  is  the  map- 
ping of  the  genetics  which  is  going  to  make  it  possible,  sometime  in 
the  very  near  future,  for  insurance  companies  to  not  only  get  a  bit 
of  blood  for  your  hematocrit  and  what  not,  and  a  little  bit  of  urine, 
but  you  are  also  going  to  be  able  to  tell  what  people  are  liable  to  be 
at  risk  for.  Therefore,  you  could  underwrite  them  out  because  they 
have  a  gene  for  cancer.  In  fact,  the  New  York  Times  yesterday  had 
an  article  about  the  P-53  gene  which  has  to  do  with  cancer.  If  they 
find  that,  they  are  not  going  to  cover  you.  You  will  underwrite  that 
out. 

Mr.  Tresnowski.  Mr.  McDermott,  I  think  that  underscores  what 
we're  talking  about.  I  think  that  we  need  to  eliminate  underwrit- 
ing as  a  factor  in  health  insurance.  Genetic  screening  may  be  valu- 
able for  the  purposes  of  medical  planning  and  that  sort  of  thing, 
but  I  don't  think  it  has  any  applicability  in  the  writing  of  health 
insurance. 

Mr.  McDermott.  Well,  go  ahead,  Carl. 

Mr.  Schramm.  Well,  I  would  just  add  that  I  can't  give  an  un- 
qualified support  for  Mr.  Tresnowski's  statement  that  we  should 
not  have  medical  underwriting  in  health  insurance.  But  I  would 
say  that  the  thing  that  I  would  focus  on  is  often  overlooked  when 
people  start  to  talk  about  the  tests  we  already  have  at  our  com- 
mand. We  have  had  a  number  of  tests  that  identify  some  latent 
conditions  in  hand  for  5  years.  The  fact  is  our  member  companies 
and  the  Blue  Cross  plans  in  the  last  5  years  have  increased  the  in- 
surance of  Americans  by  5  million  people. 

We  exist  basically  to  grow  our  market  share  continuously.  I 
think  that  is  the  best  protection  against  the  sort  of  draconian 
system  where  almost  nobody  got  insurance  except  perhaps  8  per- 
cent of  the  population  that  had  super-low  cholesterol  

Mr.  McDermott.  They  didn't  have  any  of  the  bad  genes. 

Mr.  Schramm  [continuing].  You  know,  stable  families  and  all  the 
things  that  lead  to  good  health  profiles. 

Mr.  McDermott.  I  am  very  curious — having  been  in  the  State 
legislature  for  a  long  time,  I  spent  15  years  kicking  around  down 
there,  and  I  am  curious — about  your  idea  of  having  all  your  insur- 
ance forms  done  in  50  different  locations  in  part-time  legislatures 
with  people  who  have  to  make  livings  at  other  things  who  are 


681 


trying  to  deal  with  this  kind  of  issue  on  a  different  time  schedule 
in  50  different  places. 

It  seems  to  me,  and  I  remember — I  suppose  they  don't  ever  do  it 
up  here  in  Washington,  D.C.,  I  have  never  seen  it  yet — but  occa- 
sionally when  we  did  not  want  something  to  happen  we  would  kind 
of  create  confusion  and  defuse  the  problem  and  make  it  so  that 
nobody  could  figure  out  what  was  happening. 

It  sounds  to  me,  if  you  put  this  kind  of  insurance  reform  down  at 
the  State  legislative  level  and  say,  we  don't  want  Congressman 
Stark  to  put  together  a  bill  that  implements  it  nationwide,  instant- 
ly, in  one  spot,  that  you  are  really  opting  for  confusion  that  will 
never  be  resolved.  Because  part-time  legislatures  have  a  terrible 
time  grappling  with  these  kinds  of  issues  one  at  a  time.  I  have 
watched  it  and  I  know  it  and  I  would  like  to  hear  your  response. 

Why  don't  you  want  Mr.  Stark  to  put  your  small  group  reforms 
in  right  up  here? 

Mr.  Tresnowski.  You're  absolutely  right,  in  terms  of  your  de- 
scription of  the  dynamics  that  take  place.  I  would  say  to  you 
though  that  you  have  got  two  things  going  for  you  here.  One  is 
that  you  have  got  the  National  Association  of  Insurance  Commis- 
sioner's work  on  their  model  acts.  And  that  activity  has  got  a  head 
of  steam  up  on  it,  largely  because  of  the  fundamental  public  policy 
issue  involved. 

The  second  thing  is  I  happen  to  agree  to  the  extent  that  the  Fed- 
eral Congress  can  implement  and  enact  a  small  group  market 
reform  which,  in  effect,  says  to  the  States  go  and  do  good,  do  the 
right  thing,  and  if  you  don't,  then  we  will  come  in  and  do  some- 
thing on  your  behalf,  much  along  the  lines  of  the  medigap  legisla- 
tion that  was  passed.  I  think  that  both  of  those  forces  at  work  will 
go  a  long  way  toward  overriding  the  problems  that  you  describe  at 
the  State. 

Mr.  Schramm.  My  response  would  be  the  same  as  Barney's. 
NIAC  has  a  model,  is  working  on  a  model  piece  of  legislation. 
HIAA  has  

Mr.  McDermott.  That  you  are  asking  us  to  introduce  here  and 
pass? 

Mr.  Schramm.  No,  for  the  States  to  pass  with  the  help  of  the  Na- 
tional Association  of  State  Commissioners.  We  have  a  piece  of  draft 
legislation  that  would  be  the  uniform  standard  that  we  hope  NAIC 
will  adopt  and  that  is  what  we  will  lobby  for. 

Mr.  McDermott.  But  why  wouldn't  you  want  us  to  do  it?  It  could 
be  done  in  one  place  with  one  bunch.  Rather  than  take  the  risk 
that  it  might  not  get  done  in  Mississippi  and  it  might  not  get  done 
in  the  State  of  Washington. 

Mr.  Schramm.  I  think  health  care  legislation  at  the  Federal  level 
tells  us  one  thing  and  that  is  that  you  have  a  high  potential  for 
error  because  this  market,  unlike  many  other  marketplaces,  is  not 
nationalized.  The  issue  of  the  uninsured  ranges  in  some  States 
from  a  high  of  18  percent  of  the  population  without  insurance,  to  a 
low  of  6  percent. 

We  have  overcapacity  that  is  much  grander  in  some  States  than 
in  other  States.  The  number  of  surplus  positions  in  some  States  is 
enormously  bigger  than  in  other  States.  The  rate  of  cost  inflation  is 
a  much  bigger  issue  in  some  States  than  in  other  States. 
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So  I  think  the  fact  is  that  the  right  venue,  the  proper  locus 
where  you  can  have  responsible  public  policy  fashioned  is  at  the 
State  level  on  this  type  of  issue. 

Mr.  McDermott.  I  wish  I  had  your  optimism  for  the  plan.  I  guess 
my  question  is,  how  long  should  we  wait  for  it  to  be  done  down 
there,  because  legislatures  meet — the  State  of  Washington  meets 
105  days  one  year,  and  60  days  the  next  year.  You  have  missed  this 
session  so  you  are  going  to  take  60  days  in  an  election  year,  next 
year,  and  it  is  not  going  to  get  done  then.  It  will  be  2  years  down 
the  road  before  it  ever  gets  taken  up. 

Mr.  Tresnowski.  Mr.  McDermott,  I  don't  think  you  are  going  to 
have  to  wait.  But  I  think  that  the  Federal  Congress,  this  is  going  to 
be  high  on  the  agenda. 

Mr.  McDermott.  So  do  I. 

Mr.  Tresnowski.  I  think  that  

Mr.  McDermott.  I  think  the  chairman  is  up  there  plotting  right 
now. 

Mr.  Tresnowski.  I  think  that  I  see  that  Congresswoman  Johnson 
just  came  in  and  she  has  introduced  a  bill  that,  in  effect,  turns  the 
responsibility  over  to  the  State  up  to  a  point.  And  if  they  don't  act, 
then  the  Federal  Government  moves  in  and  I  think  that's  the  right 
blend  of  ideas. 

Mr.  McDermott.  Thank  you,  very  much,  Mr.  Chairman. 

Thank  you,  both. 

Mr.  Stark.  Mr.  Russo. 

Mr.  Russo.  Thank  you,  Mr.  Chairman. 

Carl,  nice  to  see  you  again. 

Mr.  Schramm.  Thank  you,  Mr.  Russo. 

Mr.  Russo.  Let  me  just  say  that  obviously  you  know  where  I  am 
coming  from  and  part  of  what  I  try  to  do  in  my  legislation  is  to 
take  advantage  of  the  lower  administrative  costs  and  cost  contain- 
ment features  of  global  budgeting  and  expenditure  of  targets  and 
other  things  under  a  universal  program. 

What  contributions  do  you  think  that  the  private  insurance  car- 
rier could  make  or  what  role  would  you  see  for  them  if  we  went  to 
a  national  health  program? 

I  mean  you  may  find  no  role.  I  am  just  saying  that  if,  assuming 
that  we  take  advantage  of  administrative  cost  savings,  and  we  do 
cost  containment,  is  there  a  role,  I  should  ask  you,  for  a  private 
insurance  market  in  a  universal  national  plan? 

Mr.  Schramm.  In  a  redraft  of  the  Russo  bill?  [Laughter.] 

Mr.  Russo.  Well,  I  am  not  foreclosing  the  opportunity  for  the  pri- 
vate sector  to  participate.  I  am  just  trying  to  figure  out  if  we  take 
advantage  of  administrative  costs  and  we  do  cost  containment,  is 
there  a  role  in  a  national  universal  program  for  the  private  insur- 
ance market? 

I  am  just  trying  to  find  out  if  there  is  a  role  that  you  all  are  will- 
ing to  play? 

Mr.  Schramm.  Well,  the  role  that  I  think  that  some  people  would 
envision  is  that  we  would  be  happy  with  sort  of  an  administrative 
role  in  which  we  would  push  paper  around  for  the  Government.  I 
think  that  is  the  wrong  answer. 

I  would  like  to  go  back  to  the  pre-Russo  bill  situation,  and  take 
the  two  issues  that  you  have  raised.  One  is  the  efficiency  issue,  in 
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terms  of  the  administrative  costs.  I  would  just  suggest  that  as  you 
conceive  of  a  total  takeover  of  our  industry  on  the  grounds  that 
somehow  there  will  be  great  efficiency  from  administrative  costs, 
you  ought  to  be  very  careful  because  you  are  comparing  apples  and 
oranges.  In  the  sense  that  the  comparisons  are  often  drawn — I 
heard  them  only  over  this  weekend — that  it  was  2  percent  versus 
30  percent.  That  is  just  as  misleading  as  can  be.  It  costs  more  than 
2  percent  to  run  the  Medicare  program  and  it  costs  a  lot  less — Mr. 
Tresnowski's  testimony  was  in  the  neighborhood  of  10  percent  and 
our  overhead  runs  in  the  neighborhood  of  13  percent. 

Mr.  Russo.  Yes,  and  I  think  the  basic  range  this  weekend — I 
mean  we  can  only  get  HCFA  numbers.  I  mean  HCFA  has  deter- 
mined what  they  consider  administrative  costs,  and  what  the  per- 
centage of  Medicare  costs  it  is.  And  it  is  about  2.5  percent. 

As  I  understood  this  weekend,  for  small  companies,  the  adminis- 
trative costs  were  as  high  as  30  percent,  and  for  larger  companies 
it  was  even  down  as  low  as  6  percent.  So  the  range  was  somewhere 
between  2.5  percent  and  30  percent  administrative  costs.  But  we  do 
know  that  administrative  costs  consume  about  $150  billion  a  year. 
That's  what  we  know.  It's  about — well,  I  think  CBO  gave  us  the 
number  of  about  24  percent  of  the  program  cost,  so  that  $671  bil- 
lion is  the  new  number,  so  that  I  am  just  taking  22,  or  24  percent 
of  that,  close  to  about  $150  billion.  In  1987  dollars,  total  adminis- 
trative costs  were  over  $100  billion  according  to  CBO.  Now,  you  can 
argue  with  their  numbers.  I  am  just  telling  you  the  numbers  I 
looked  at. 

So  I  asked  them  how  would  they  extrapolate  that  in  1990  dollars 
and  he  said  it  would  be  up  in  the  area  of  about  $160  billion.  I  un- 
derstand you  can't  save  $160  billion.  You  can't  run  a  program  with- 
out some  administrative  costs.  So  I  assume  that  under  single-payer, 
we  can  do  it  for  half  of  the  current  administrative  costs.  We  could 
save  $80  billion. 

So,  what  contribution  does  private  insurance  make  that  justifies 
its  continued  role  in  a  national  health  program? 

Mr.  Schramm.  Let  me  take  just  a  very  quick  stab  at  it.  Mr. 
Russo,  the  one  thing  I  have  to  say  is  that  the  numbers  that  you 
talk  about  in  terms  of  30  percent,  those  are  not  30  percent  of  a 
company's  overhead — or  some  companies  have  overhead  that  is  30 
percent. 

Mr.  Russo.  No,  no. 

Mr.  Schramm.  They  vary  by  size  of  case.  And  our  large  group 
cases  of  over  10,000  lives,  are  doing  probably  equal  to  or  better 
than  the  administrative  costs  in  Medicare,  in  the  Medicare  pro- 
gram, itself. 

Mr.  Russo.  I  have  not  seen  any  figure  that  showed  that. 
Mr.  Schramm.  I  would  be  happy  to  supply  some  figures. 
Mr.  Russo.  OK,  sure,  good. 
[The  following  was  subsequently  received:] 
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Mr.  Schramm.  I  would  submit  to  you  that  part  of  the  overhead 
cost  that  is  a  very  unfair  comparison  is  that  in  the  current  system 
with  Medicare  relative  to  the  claims  processing  done  by  private 
carriers.  You  contract  to  us  to  do  that  for  Medicare.  And  by  the 
way,  underestimating  the  cost  to  Medicare  in  the  boot  since  we 
have  absorbed  the  startup  costs  of  equipment,  personnel  training, 
et  cetera. 

Mr.  Moody.  You  can't  win  no  matter  what  you  do  with  us,  right? 

Mr.  Schramm.  That's  sort  of  right.  The  analogy  I  use  is  that  you 
know,  we  are  swimming  along  in  the  pool  and  the  Government 
keeps  putting  bricks  in  our  trunks  and  you  stand  on  the  side  of  the 
pool  and  you  say,  ha,  ha,  you  don't  swim  as  well  as  you  used  to. 

And  then  some  people  say,  well,  now  it  is  time  when  there  is  a 
lot  of  thunder,  and  you  get  out  of  the  pool  and  I  will  swim  for  you. 
There  are  days  when  I  think  you  ought  to  try  it. 

Now,  as  to  the  efficiency  business,  we  really  have  over  the  last  10 
years  demonstrated,  I  think,  that  the  efficiency  in  the  private  mar- 
ketplace is  arguably  better  than  in  the  public  marketplace  if  you 
look  at  our  per  capita  payments.  That  is  very  significant  and  I 
think  what  is  most  significant  about  that  is  not  so  much  what  is 
passed,  but  what  is  to  come. 

If  the  managed  care  programs  can  work  well  and  we  are  the  de- 
signers of  the  managed  care  programs,  I  think  the  Government 
ought  to  adopt  them.  The  potential  for  the  private  sector  is,  in  fact, 
to  make  the  system  more  efficient  and  more  effective  than  if  you 
had,  in  fact,  taken  over. 

Mr.  Tresnowski.  I  am  going  to  answer  your  narrow  question 
about  what  role  for  the  private  sector  under  programs  such  as  you 
\  have  proposed.  We're  doing  it  right  now.  We  are  the  intermediary 
under  the  Medicare  program.  We  are  the  principal  intermediary  in 
the  Medicare  program. 

But  I  have  to  tell  you  that  if  you  were  to  go  across  the  board  for 
the  entire  population,  we  would  be  suffering  two  problems.  One,  we 
would  not  have  a  private  base  to  fall  back  on  when  the  administra- 
tive costs  are  cut  back  as  they  have  been  under  the  Medicare  pro- 
gram. And  second,  global  budget,  if  you  translate  it  into  what  it 
means,  in  fact,  what  it  means  is  that  you  are  going  to  restrict  the 
amount  of  money  that  goes  into  the  delivery  of  health  care. 

But  it  raises  the  "R  word"  and  I  don't  necessarily  want  to  do 
that,  but  in  fact,  you  get  to  the  point  of  rationing.  I  don't  know 
that  the  private  insurance  carrier  wants  to  be  involved  in  carrying 
out  a  public  policy  of  rationing  in  this  country.  So  I  would  question 
that. 

Mr.  Russo.  We  ration  already.  We  ration  by  your  ability  to  pay, 
not  your  medical  need.  I  am  not  looking  to  cut  spending  below  11.5 
percent. 

If  I  were  trying  to  ratchet  health  spending  down  to  8.5  or  6  per- 
cent then  I  think  your  question  on  rationing  would  be  a  proper 
statement. 

Mr.  Tresnowski.  Mr.  Russo,  I  would  suggest  that  when  you  look 
at  the  demographics  and  the  changes  that  are  happening,  if  you 
look  at  what  is  happening  to  medical  technology,  those  are  fond 
wishes  but  I  don't  really  think  they  are  going  to  happen.  I  think 
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that  costs  are  going  to  be  driven  by  factors  that  are  beyond  those 
kinds  of  controls. 

I  would  like  to  though,  if  I  may,  just  make  a  quick  comment  on 
the  apples  and  oranges  point.  I  happen  to  agree  with  you  that  ad- 
ministrative costs  are  too  high.  I  think  they  are  much  too  high  and 
I  think  they  need  to  be  changed  and  cut  back  very  substantially.  I 
would  hope  that  we  could  get  to  the  standard  that  Blue  Cross  and 
Blue  Shield  has  established  of  9  to  10  cents  on  the  dollar  for  admin- 
istrative expense. 

I  would  tell  you,  however,  that  used  to  be  four  cents.  And  it  has 
gotten  higher  because  we  have  invested  a  lot  of  money  into  trying 
to  control  health  care  costs.  And  you  hire  nurses  and  doctors  and 
you  try  to  intervene  in  the  delivery  of  health  care  and  it  costs  you 
a  lot  of  money  to  do  that. 

But  the  payoff  is  there.  It  has  been  demonstrated  that  a  dollar  of 
investment  in  administrative  costs  has  payoff  in  terms  of  reducing 
the  cost  of  health  care. 

The  other  point  I  would  make  in  terms  of  the  apples/oranges 
comparison  is  

Mr.  Russo.  Explain  to  me,  why,  as  a  percentage  of  the  gross  na- 
tional product,  our  health  care  spending  goes  up?  Why  are  per 
capita  expenditures  on  health  care  continually  going  up? 

If  you  are  spending  the  dollar  and  you  are  getting  $4  back,  what 
the  hell  would  it  be  like  if  you  were  not  doing  that?  It  would  be 
worse  than  it  is  now? 

Mr.  Tresnowski.  Absolutely,  that  is  exactly  

Mr.  Russo.  So  we  would  be  spending  15  percent  of  our  GNP,  not 
have  universal  health  care,  and  spending  more  money  than  any 
other  country  in  the  world  on  a  system  that  would  be  worse  than  it 
is  today.  That  is  hard  for  me  to  accept. 

Mr.  Tresnowski.  Six  months  ago  we  reported  to  the  press  the  re- 
sults of  an  analysis  that  we  did  of  our  cost  containment  activities 
which  showed  that  we  saved  $3  billion  last  year  as  a  result  of  what 
we  did.  In  other  words,  if  we  were  not  doing  it,  it  would  be  that 
much  higher. 

Mr.  Russo.  Well,  it  just  indicates  to  me  one  thing.  There  is  a  real 
need  for  fundamental  changes  in  a  system  where  you  spend  $1  bil- 
lion to  save  $3  billion  in  health  costs.  There  is  a  real  serious  prob- 
lem with  the  system,  and  we  need,  if  we  do  nothing  else — if  we 
don't  somehow  get  the  universal  coverage  some  time  in  the  future, 
if  nothing  else,  we  ought  to  reform  what  we  are  doing  now. 

Mr.  Tresnowski.  I  absolutely  agree  with  that. 

Mr.  Russo.  One  last  question,  Mr.  Chairman. 

I  want  to  ask  Carl  something  because  at  the  seminar  on  Satur- 
day— now,  you  may  have  been  asked  this  earlier,  I  don't  know — but 
at  the  seminar  Saturday  you  were  pointing  out  that  the  insurance 
industry  is  ready  for  major  reforms.  I  can't  remember  all  the  spe- 
cifics of  it,  but  I  think  it  was  small  group  reform,  and  preexisting 
conditions  follow  you  after  one  episode,  and  I  think  it  was  medical 
underwriting,  I  am  not  sure.  But  it  would  seem  to  me  that  if  the 
insurance  industry  is  prepared  to  do  those  things  and  they  think 
those  reforms  are  necessary  we  ought  to  be  working  together  to  get 
this  done.  Would  you  join  us  in  a  bill  here  to  get  it  put  forward,  to 
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put  into  existence  those  reforms  that  you  told  us  you  are  ready  for? 
I  would  like  to  work  with  you  on  at  least  that  part  of  it. 

Mr.  Schramm.  I  think  what  I  would  have  to  do  is  to  retreat  to 
the  answer  that  I  made  to  Mr.  McDermott's  question. 

Mr.  Russo.  I  am  sorry,  I  did  not  hear  it. 

Mr.  Schramm.  That  is  that  we  are  ready  to  handcuff  ourselves  at 
the  State  level  and  we  think  that  is  the  venue  in  which  this  ought 
to  take  place. 

Mr.  Russo.  OK,  well,  I  don't  have  as  much  confidence  of  the 
States,  50  different  States  doing  a  different  way.  I  mean  this  is  ob- 
viously something  that  deserves  a  national  approach.  But  we  have 
got  you  in  the  States,  and  maybe  we  will  get  you  up  here  some- 
time. 

Thank  you,  Mr.  Chairman. 

Mr.  Stark.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

Mr.  Tresnowski,  you  mentioned  that  Blue  Cross,  Blue  Shield  has 
developed  plans  in  several  States  that  are  low-cost  products.  These 
are  plans  in  States  where  you  have  been  allowed  to  develop  plans 
exempt  from  the  State  mandates. 

Mr.  Tresnowski.  Right. 

Mrs.  Johnson.  Could  you  comment  on  the  difference  between 
those  plans  and  the  State  mandated  plans  and  the  degree  of  cost 
reduction  that  you  have  accomplished? 

Mr.  Tresnowski.  Yes.  In  the  State  of  Virginia,  the  difference  is 
35  percent  in  the  rate  if  you  eliminate  the  State  mandates.  In  Illi- 
nois, it  is  a  little  less  than  that,  it  is  more  in  the  neighborhood  of 
the  high  20  percent.  In  the  State  of  Washington,  I  don't  know  what 
the  exact  numbers  are  but  they  are  fairly  substantial. 

In  addition  to  that,  of  course,  if  you  eliminate  the  State  man- 
dates and  you  can  construct,  if  you  will,  a  bare  bones  benefit — for 
example,  in  Pittsburgh,  they  just  went  into  the  market  with  $1  a 
day  benefit  which  is  10  days  of  hospital  coverage  with  physician's 
supported  services,  at  $1  a  day,  that  is  $30  a  month.  And  they  went 
into  the  market  and  within  2  days,  they  had  15,000  individuals  en- 
rolled. 

Mrs.  Johnson.  Now,  is  that  $1  a  day  for  hospital  and  office  cov- 
erage or  just  hospital? 

Mr.  Tresnowski.  No.  It  is  just  hospital  and  physician  care  while 
in  the  hospital  so  that  it  is  $30  a  month.  But  that  is  a  very,  very 
modest  cost  for  

Mrs.  Johnson.  What  State  was  that? 

Mr.  Tresnowski.  That  is  Pittsburgh. 

Mrs.  Johnson.  OK. 

And  in  some  of  the  other  more  comprehensive  plans,  is  it  just  a 
matter  of  eliminating  alcohol,  drug  abuse,  and  counseling  benefits? 
Certainly  the  example  you  just  gave  is  much  more  radical  than 
that.  Are  there  variants  in  between? 

Mr.  Tresnowski.  Sure.  You  can  design  a  benefit  any  way  you 
want.  The  only  reason  they  went  to  the  10-day  hospital  is  that  the 
actuaries  say  that  when  you  get  to  10  days  you  are  really  are  talk- 
ing about  a  very  substantial  reduction  in  the  rate.  In  Virginia, 
theirs  is  a  much  more  liberal  benefit,  but  even  under  the  broader 
set  of  benefits  in  Virginia,  the  difference  between  the  mandated 
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benefits  included  in  that  package  and  the  stripped  down  one,  as  I 
say  is  35  percent,  so  it  could  be  very  significant  to  get  out  from 
under  those  burdens. 

Mrs.  Johnson.  Do  you  care  to  comment,  Dr.  Schramm? 

[No  response.] 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

Mr.  Stark.  I  want  to  thank  the  witnesses  very  much  and  repeat 
that  it  is  a  pleasure  working  with  both  of  you  and  that  we  look  for- 
ward to  continuing  to  work  closely  together  to  resolve  some  of 
these  problems. 

Thank  you,  very  much. 

Mr.  Tresnowski.  Thank  you. 

Mr.  Schramm.  Thank  you. 

Mr.  Stark.  Our  second  panel  this  afternoon  includes  three  wit- 
nesses, Mel  Glasser  who  is  the  director  of  the  Committee  for  Na- 
tional Health  Insurance;  Dr.  Quentin  Young,  the  president  of  Phy- 
sicians for  a  National  Health  Program;  and  Stuart  Butler,  the  di- 
rector of  domestic  and  economic  policy  studies  at  the  Heritage 
Foundation. 

Welcome  to  the  committee,  gentlemen.  Your  written  statements 
will  be  included  in  the  record.  We  will  ask  you  to  summarize  or 
expand  on  your  testimony  in  the  suggested  time.  And  that  at  the 
conclusion  of  the  testimony  the  members  will  inquire.  Mel,  you  are 
called  first  on  the  list,  why  don't  you  proceed. 

STATEMENT  OF  MELVIN  GLASSER,  DIRECTOR,  COMMITTEE  FOR 
NATIONAL  HEALTH  INSURANCE,  ON  BEHALF  OF  DOUGLAS  A. 
FRASER,  CHAIRMAN,  AND  PRESIDENT  EMERITUS,  INTERNA- 
TIONAL UNION,  UNITED  AUTOMOBILE,  AEROSPACE  AND  AGRI- 
CULTURAL IMPLEMENT  WORKERS  OF  AMERICA— UAW 

Mr.  Glasser.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  welcome  the  opportunity  to  speak  to  a  very  spe- 
cific proposal  that  the  committee  has  developed.  We  have  had  a 
group  of  experts  from  various  universities,  as  well  as  practicing 
physicians  develop  a  plan  and  a  specific  proposal  over  a  period  of  4 
years.  We  have  worked  on  other  proposals.  Our  committee  is  a 
group  of  approximately  40  organizations  which  has  been  in  busi- 
ness for  23  years  for  the  specific  purpose  of  bringing  about  reform 
of  the  health  care  system. 

We  have  major  organizations  and  individuals  on  the  committee, 
and  a  conviction  that  our  time  is  approaching.  Therefore,  we  wel- 
come this  chance  to  talk  with  you. 

I  would  like  to  start  by  briefly  quoting  one  of  the  first  witnesses 
before  the  ccmmittee,  Comptroller  General  Charles  Bowsher,  who 
said,  that  in  their  survey  of  various  nations  in  the  world  and  their 
attempts  to  deliver  health  care  to  the  population,  they  found  three 
things  that  assured  success.  One  was  providing  access,  insurance 
for  every  individual  in  the  country.  Two,  instituting  uniform  pay- 
ment rules  for  health  care  services.  Three,  setting  caps  or  budgets 
on  total  expenditures  for  major  provider  categories. 

I  cite  those,  Mr.  Chairman,  because  they  are  among  the  major 
principles  which  have  been  built  into  the  program  we  are  talking 
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about,  the  health  security  partnership  and  we  have  worked  on  this 
for  some  4  years.  We  are  not  novices  at  the  problem. 

I  would  like  to  say,  too,  that  we  have  a  deep  concern  for  the 
equity  of  health  services.  We  believe,  and  in  our  practice  and  in 
our  program,  we  have  demonstrated  that  equity  of  services  is  a 
prime  consideration.  We  don't  believe  that  we  ought  to  divide  care 
into  care  for  the  unemployed,  and  care  for  the  minorities  and  care 
for  some  other  groups  that,  for  one  reason  or  another,  don't  fit. 

That  is  very  contrary  to  the  philosophy  and  approach  of  several 
organizations  and  individuals  in  the  health  care  system  who  would 
like  to  see  further  division  of  the  American  people.  We  go  the  other 
way. 

Ours  is  a  system  which  we  are  proposing  called  the  Health  Secu- 
rity Partnership.  It  is  a  system  which  is  a  Federal /State  system.  In 
other  words,  the  basic  program  and  benefits  are  stipulated  in  the 
national  program,  the  administration  and  the  carrying  out  of  many 
of  the  quality  controls  is  conducted  by  the  State  at  the  State  level. 

We  do  this  to  provide  the  kind  of  flexibility  that  America  needs. 
It  is  flexibility  based  on  a  core  set  of  benefits  required  of  every 
State,  that  are  transferable  across  State  lines,  and  that  can  be  built 
upon  by  the  individual  States  with  additional  benefits  which  we,  at 
this  point,  don't  see  the  national  underwriting. 

Having  said  these  things,  and  having  recognized  that  this  is  a 
different  philosophy,  we  point  out  that  due  to  the  fact  that  the  phi- 
losophy of  the  program  we  are  advocating  is  one  that  is  based  on 
greatly  improved  State  capability  to  do  the  supervision  and  oper- 
ation of  these  programs.  This  is  not  20  or  25  years  ago,  and  there  is 
greatly  increased  capability. 

The  program  provides,  as  I  indicated,  for  universal  access,  for  a 
set  of  core  benefits,  for  cost  containment  that  I  have  not  heard  dis- 
cussed in  all  the  days  of  the  hearings  you  have  already  conducted, 
sir.  That  is  these  are  very  specific  cost  containment  measures  and 
they  are  designed  based  on  the  experience  of  the  past  years  to 
bring  about  change  in  cost  containment. 

We  require  a  biennial  State  budget  from  each  State,  submitted  to 
the  Federal  Government  in  advance,  with  an  assurance  that  the 
total  increase  will  not  increase  beyond  the  growth  of  the  national 
economy.  It  would  take  a  special  act  of  Congress  to  change  that 
provision. 

Payments  to  hospitals,  nursing  homes,  and  other  institutions 
would  be  negotiated  on  a  prospectively  budgeted  basis  so  that  we 
would  have,  in  essence,  a  global  budget.  Payments  to  institutional 
purchasers,  coinstitutional  purchasers  of  prescription  drugs  would 
be  made  with  rather  tight  cost  controls.  As  an  aside,  I  would 
simply  say  to  you,  sir,  that  we  believe  there  is  a  scandal  going  on 
in  this  country  on  the  costs  of  prescription  drugs  and  we  have  a 
great  deal  of  silence  in  the  halls  of  Congress  and  elsewhere,  except 
in  certain  quarters  where  a  few  of  the  leaders  in  Congress  see  what 
is  happening. 

Furthermore,  balance  billing  would  be  prohibited  under  our  uni- 
versal program,  as  would  the  assignment  be  required  of  Medicare 
provisions.  We  have  built  in  quality  assurance  mechanisms  which 
our  experts  have  designed  carefully  both  to  bring  quality  control 
and  realism.  We  hear  a  great  deal  of — we  have  heard  it  here  and 
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elsewhere — of  promises.  You  give  us  quality  control  and  in  36  days, 
or  sometimes,  in  62  days  we  will  change  the  system  and  save  very 
large  sums  of  money. 

We  wish  it  were  true,  but  it  is  not.  But  what  we  do  know  is  that 
quality  assurance  mechanisms  are  a  great  improvement,  the  tech- 
niques have  developed  and  we  want  to  assure  that  those  techniques 
will  give  us  more  for  our  money  over  a  period  of  time.  We  provide 
for  equitable  financing.  Why  equitable  financing?  Because  we  be- 
lieve that  it  is  possible  to  provide  benefits  without  consumer  pay- 
ments for  those  whose  incomes  are  below  150  percent  of  the  pover- 
ty level  and  we  also  set  ceilings  of  $2,500  a  family,  and  $500  an  in- 
dividual on  consumer  payments.  Consumer  payments  are  largely  a 
fraud,  as  I  believe  you  know,  sir,  because  the  experience  has  shown 
they,  in  fact,  have  no  continuing  effect.  I  say  that  again,  they  have 
no  continuing  effect  on  the  costs  in  the  system.  What  they  do  is 
that  they  take  more  and  more  out  of  the  pockets  of  the  consumers, 
they  are  now  29  percent  of  the  total,  and  over  a  period  of  a  year  or 
two  they  get  absorbed  in  the  system  and  the  payers  want  the  con- 
sumers to  pay  more  and  more  because  that  is  a  way  to  get  out  of 
their  own  commitments. 

So  where  we  are  is  that  we  have  a  system  designed.  The  Health 
Security  Partnership  is  a  partnership  between  the  States  and  the 
Federal  or  national  Government.  We  have  very  careful  cost  con- 
trols designed  to  assure  the  sponsors  of  the  program  that  we  will 
stay  within  those  limits.  We  believe  it  is  past  due  for  the  American 
people  to  participate  in  a  universal  system,  as  has  practically  every 
other  country  in  the  world  with  one  exception. 

Thank  you. 

[The  prepared  statement  follows:] 
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THE  HEALTH  SECURITY  PARTNERSHIP: 

An  Equity-based,  Cost-contained,  Consumer-oriented 
Evolutionary  and  Pragmatic  Program  for  Health  in  the  U.S. 

By  Douglas  A.  Fraser  ' 
Chairman,  Committee  for  National  Health  Insurance  2 
President  Emeritus,  International  Union,  United  Auto  Workers 


Escalating  costs  are  unbelievable.  Origins  of  the  Committee  for  National  Health 
Insurance  go  back  23  years,  and  the  stand  we  took  then,  in  the  UAW.  Health  insurance 
costs  have  been  increasing  at  three  times  the  rate  of  wages  and  salaries  and  twice  as 
rapidly  as  the  Consumer  Product  Index  (CPI).  The  costs  of  health  insurance  premiums 
this  year  have  increased  by  sliahtly  over  20%,  and  the  year  before,  ranaed  from  25% 
to  35%. 

At  the  same  time,  we  have  seen  an  erosion  of  insurance  protection  at  the  rate 
of  over  one  million  people  a  year  losing  coverage.  A  key  factor  in  the  incomes  of  the 
low-income  population  has  been  the  decline  in  Medicaid  coverage  over  the  past  decade. 

In  the  mid-1970's,  more  than  65%  of  those  below  the  poverty  line  were  covered 
by  Medicaid;  today  some  40%  are  covered.  When  the  erosion  of  employment-based 
coverage  is  added  to  this,  the  results  are  substantially  worse  than  has  been  the  impression 
until  now. 

It  is  of  real  concern  that  recently  a  Los  Anoeles  Times  poll  reported  half  the 
respondents  believed  they  would  be  unable  to  afford  reasonably  good  health  care  if 
they  were  to  become  critically  ill.  Nearly  one  in  four  said  they  put  off  medical 
treatment  last  year  for  fear  they  could  not  afford  it. 

In  essence,  the  Health  Security  Partnership  calls  for  two  kinds  of  partnership 
—  between  the  national  government  and  the  states  —  and  between  the  public  and 
private  sectors.  Furthermore,  it  is  based  upon  reform  of  the  system  of  financing, 
universal  access  to  care,  along  with  realistic  cost  containment,  assured  core  benefits, 
and  evolutionary  development  of  programs  so  that  the  least  possible  upset  occurs  in  a 
reformed  and  changing  health  care  system. 

I.   UNIVERSAL  ACCESS 

All  people  would  have  eaual  access.  Medicaid,  as  such,  would  be  dropped.  At 
the  same  time,  however,  there  would  be  decentralized  administration  of  a  uniform 
national  program. 

Benefits  currently  provided  by  Medicaid  to  less  than  half  of  those  who  are  poor 
and  need  them  would  be  available  to  all.  The  full  range  of  benefits  currently  available 
under  Medicare  would  be  provided  the  elderly  and  disabled,  as  well  as  other  services 
which  the  states  might  add. 

Employers  would  be  reauired  to  maintain,  whether  through  collective  bargaining 
agreements  or  non-bargaining  arrangements,  the  core  benefits  provided  in  the  national 
standards. 

II.  BENEFITS 

This  means  the  core  of  essential  benefits  would  be  specifically  outlined  in  the 
national  legislation  and  each  state  must  assure  the  identical  benefits  would  be  available 
in  the  states.    These  benefits  would  pay  for  necessary  medical  costs  for  physicians, 


1.  Testimony  before  the  Committee  on  Ways  and  Means,  U.S.  House  of  Representatives, 
April  24,  1991 

2.  Formed  in  1968,  the  Committee  for  National  Health  Insurance  comprises  a  cross- 
section  of  Americans  representing  labor,  business,  women,  youth,  senior  citizens, 
education,  religious  and  farm  organizations. 
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hospitals,  in-hospito!  prescription  drugs  and  related  services,  plus  provision  of  a 
progressive  phased-in  long-term  care  program. 

We  describe  these  benefits  as  lean,  mean  and  essential.  There  are  items  like  out- 
of-hospital  prescription  drugs,  dental  care,  and  eyeglasses  which  we  rather  reluctantly 
omitted,  primarily  on  a  cost  basis.  We  would,  sometime  in  the  future,  like  to  see 
them  included. 

III.    COST  CONTAINMENT 

In  the  Health  Security  Partnership,  specific  cost-containment  is  seen  as  an 
essential.    This  would  include: 

1.  A  reguirement  for  biennial  state  and  national  budgets  approved  in  advance. 
Special  action  would  be  required  for  increases  in  federal  support  beyond  the  growth  in 
the  national  economy. 

2.  Payments  to  hospitals  and  nursing  homes  would  be  negotiated  on  a 
prospectively  budgeted  basis. 

3.  Institutional  purchases  of  prescription  drugs  would  be  made  with  the 
requirement  that  the  lowest  price  per  drug  charaed  in  the  state  would  be  the  payment 
required  of  the  insurance  program,  and  that  generic  drugs,  equivalency  approved  by  the 
Food  and  Drug  Administration,  would  be  an  added  factor. 

4.  Payments  to  physicians,  within  the  limits  of  the  state  biennial  budget,  would 
be  negotiated  biennially  between  the  representatives  of  the  doctors  and  the  state  plans. 
Instead  of  paying  physicians  in  private  practice  on  a  charge  based  system,  a  new  fee 
schedule  program,  recently  begun  for  Medicare  for  1997,  would  be  implemented. 

5.  "Balance  billing"  would  be  prohibited  for  patients  in  the  central  program, 
and  mandatory  assignment  would  be  required  for  Medicare  beneficiaries  in  the  plan. 

IV.    QUALITY  ASSURANCE  MECHANISMS 

These  highly  desirable  guality  assurance  mechanisms  would  be  built  into  the 
system  and  monitored  by  the  federal  and  state  governments.  A  series  of  continuing 
measurements  would  be  built  to  assure  that  service,  wherever  delivered,  would  eventually 
become  comparable  in  quality  and  cost  effective  in  delivery. 

V.    EQUITABLE  FINANCING 

No  patient  payments  would  be  required  for  individuals  or  families  whose  incomes 
were  below  the  nationally  determined  poverty  level.  No  deductible  or  other  patient 
payment  would  be  required  for  pregnant  women  and  for  well-baby  care  for  those  whose 
incomes  did  not  exceed  150%  of  the  poverty  level  income.  Maximum  family  payments 
would  not  exceed  $500  for  an  individual,  or  $2500  per  family  per  year. 

The  Technical  Committee,  in  consultation  with  health  care  actuaries,  estimates 
that  $31  billion  per  annum  will  be  required  in  additional  revenue  to  the  system.  One- 
third  is  programmed  to  come  from  the  national  sector,  one-third  from  the  states,  and 
one-third  from  patient  payments,  the  insurance  industry,  etc. 

VI.   CONSUMER  PARTICPATION 

Unique  to  the  Health  Security  Partnership  is  the  requirement  that  nationally  and 
each  state  plan  would  include  a  consumer  advisory  council  in  policy  and  organization 
formulations.  In  the  states,  they  would  be  appointed  by  the  Governor  and  report  to 
him  and  the  Legislatures  annually.  In  addition,  they  would  be  responsible  for  overseeing 
the  consumer  grievance  procedure  required  for  incorporation  in  each  program. 

WHERE  ARE  WE? 

So,  where  are  we  with  this  new  proposal  for  a  Health  Security  Partnership?  We 
are  proposing  a  plan  that  is  evolutionary.  It  would  keep  Medicare  and  improve  it 
through  increased  benefits  and  more  effective  cost  and  quality  controls.  It  would 
abolish  Medicaid  and  its  encouragement  of  a  separate  but  less  equal  system  of  health 
care  for  those  who  are  poor,  or  Black,  or  members  of  an  ethnic  minority.  It  would  use 
the  leverage  of  large  funds,  public  and  private,  to  build  a  cost-contained  system  in 
which  there  are  roles  for  public  insurance  and  the  private  insurance  industry.  It  would 
make  funds  available  for  increasing  the  effective  administration  of  the  program  and, 
at  the  same  time,  assure  its  participants  of  constant  improvement  of  the  quality  of 
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care  offered.  And,  most  importantly,  it  would  begin  to  restore  carina  by  doctors, 
nurses,  and  insurance  companies  through  insurina  consumer  participation  in  the  formal 
structures  of  policy-making  at  the  national  and  at  state  levels.  We  would  borrow  on 
an  old  union  technigue  in  providing  formal  arievance  procedures  in  each  state's  enabling 
legislation  to  enable  patients  to  make  known  their  complaints  and  their  needs. 

Is  this  "pie  in  the  sky",  or  can  it  work?  The  answer  is  an  uneauivocal  "yes". 
In  practically  every  one  of  the  sixty  national  health  proarams  around  the  world,  health 
services  are  universally  provided  at  from  one-half  to  one-third  lower  costs  than  in  the 
U.S.  And  each  year,  when  asked  their  degree  of  satisfaction,  they  all  receive  far 
hiaher  citizen  support  than  does  the  U.S. 

THE  POLITICS  OF  CHANGE 

The  scandal  of  millions  of  Americans  unprotected  against  illness,  combined  with 
the  knowledge  that  many  more  are  taking  ill  and  dying  from  diseases  like  syphilis, 
which  can  be  cured  and  are  not  available  to  many,  and  the  pressures  from  American 
industry  which  is  beginning  to  see  how  their  competitive  position  in  international  markets 
is  being  eroded  by  health  care  costs  give  new  hope  that  the  goals  of  the  Health  Security 
Partnership  may  yet  be  realized  in  the  foreseeable  future. 

To  this,  too,  must  be  added  new  evidence.  For  the  first  time  in  many  years, 
major  segments  of  American  medicine,  led  by  the  prestigious  68,000-member  American 
College  of  Physicians,  have  this  year  called  for  fundamental  change  in  the  organization 
and  financing  of  medical  care  along  with  a  universal  program  of  access  to  all.  It  leads 
us  to  believe  that  change  is  not  only  possible,  it  is  inevitable.  It  leaves  us  with  the  task 
of  how  to  stimulate  the  political  process  to  produce  this  needed  chanoe  at  the  earliest 
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Mr.  Stark.  Thank  you,  Mr.  Glasser. 
We  will  now  hear  from  Dr.  Young. 

STATEMENT  OF  QUENTIN  D.  YOUNG,  M.D.,  PRESIDENT, 
PHYSICIANS  FOR  A  NATIONAL  HEALTH  PROGRAM 

Dr.  Young.  Thank  you,  Mr.  Chairman. 

My  name  is  Quentin  Young  and  I  am  a  physician  in  private  prac- 
tice working  in  a  small  group  of  general  internists  serving  the 
Hyde  Park  community  in  Chicago.  My  appearance  today  is  on 
behalf  of  the  Physicians  for  a  National  Health  Program,  PNHP.  As 
president  of  this  4,000-member  organization,  I  am  most  aware  of 
the  deep  concerns  of  America's  doctors  about  the  failures  of  our 
health  system  and  the  readiness  for  those  changes  that  can  give 
the  people  of  this  Nation  the  finest  system  of  care  in  the  world. 

The  PNHP  looks  to  Canada,  our  close  neighbor,  for  principles  to 
rejuvenate  our  system.  We  wish  to  emulate,  not  mimic,  the  Canadi- 
an experience.  There's  every  reason  for  us  to  excel  her  because  we 
are  wealthier  and  have  a  much  vaster  plant.  We  already  allocate 
40  percent  more  per  capita  for  health  than  she  does  and  have  com- 
paratively substantially  more  human  and  technical  resources,  MRI, 
surgical  teams  just  for  example,  at  hand  as  we  start  our  reform  to 
address  the  questions  of  shortages  in  Canada. 

The  principles  are  simple — universal,  comprehensive,  affordable 
coverage  for  every  inhabitant  in  the  Nation;  single  payer,  that  is 
one  insurer  in  each  State;  fees  negotiated  by  physician  representa- 
tives and  the  States;  no  balance  billing;  hospital  budgets  that  are 
annual  and  global  based  on  last  year's  budget,  plus  an  inflation  in- 
crement for  operations;  capital  expenditures  are  separately  distrib- 
uted through  a  regional  planning  agency. 

This  system  would  be  financed  essentially  from  present  sources 
of  payments,  Government  expenditures  and  industry  and  by  indi- 
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vidual  or  private  sources,  but  would  require  payroll  or  income  tax 
rather  than  insurance  premiums  or  out-of-pocket  as  we  do  today,  so 
ineffectively. 

Our  analysis  indicates  that  this  arrangement  would  not  cost 
more  than  the  present  system,  but  would,  in  fact,  free  up  at  least 
$100  billion  which  are  being  squandered  now  on  bureaucracy  with 
no  health  benefits. 

Remarkably  the  United  States  has  the  resources  in  place.  We 
spend  each  year  a  spectacular  sum  of  money,  and  that,  with  the 
reforms  that  we  propose  would  meet  all  our  health  service  needs. 

Of  course,  the  reality  of  today's  arrangement  is  heartbreaking. 
Tens  of  millions  of  people  without  insurance  coverage  are  excluded 
thereby  from  care.  Federal  billions  for  Medicare  leave  huge  gaps  in 
services  to  our  elderly,  most  onerous  in  the  provision  of  long-term 
care.  The  Medicaid  billions  are  too  little  and  too  late,  even  when 
they  are  not  ripped  off  by  Medicaid  mills. 

Our  leaders  in  business  and  labor  despair  when  faced  with  the 
competitive  disadvantage  imposed  by  our  staggering  employee 
health  benefit  charges.  As  a  result,  we  have  health  indices,  life  ex- 
pectancy and  infant  mortality,  for  example,  which  are  a  national 
shame.  This  despite  spending  over  $750  billion  this  year,  or  $3,000 
per  capita,  by  far  the  largest  amount  in  the  world;  nobody  comes 
close. 

A  brief  review  of  our  material  resources  shows  a  similar  paradox. 
Our  personnel  in  health  care  are  the  most  numerous  and  best 
trained  in  the  world,  540,000  physicians  and  perhaps  9  million 
nurses,  technicians  and  other  highly  skilled  workers  dedicated  to 
serving  the  public's  health.  Our  hospital  system  has  grown  so  capa- 
cious that  latter-day  trends  to  outpatient  care  and  shorter  length  of 
stay  in  hospital  have  created  an  excess  of  beds  estimated  to  be  as 
much  as  20  percent. 

However,  in  assessing  our  great  resources,  the  pernicious  out- 
comes of  our  present  market-driven,  unplanned  system  must  be 
enumerated.  Thus  80  percent  of  our  physicians  are  specialists;  the 
rest,  a  meager  20  percent,  are  in  primary  care.  This  is  probably  the 
reverse  of  what  the  Nation  needs.  We  face  a  dangerous  shortage  of 
nurses  in  many  communities  because  of  unenlightened  career  poli- 
cies. And  with  the  super-abundant  supply  of  hospital  beds,  the  cas- 
cade of  hospital  closures  is  certainly  not  in  relation  to  need. 

In  Chicago,  we  had  68  hospitals  in  the  metropolitan  area.  And  13 
of  the  14  hospitals  that  have  closed  in  the  past  few  years  have  the 
fatal  commonality  of  serving  the  sick  poor.  Chicago  hospitals  in 
bed-shortage  areas  are  forced  out  of  service  because  their  patients 
are  either  indigent  or  Medicaid  recipients. 

Being  physicians  we  proceed  from  history  taking  and  physical  ex- 
amination to  diagnosis  and  treatment.  Applying  this  methodology 
to  the  American  health  system,  these  are  our  major  findings. 

We  allocate  ridiculously  little  of  our  resources  to  early  detection 
and  prevention,  leading  to  unnecessary  suffering  and  death,  for  ex- 
ample, from  measles  and  late-stage  cancer,  with  great  cost  conse- 
quences. 

We  have  1,500  health  insurance  companies,  plus  1,000  major  bro- 
kerage firms  working  full-time  to  generate  a  massive  paper  trail 
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and  to  limit  patients  in  accord  with  Byzantine  restrictions  and  cost- 
shifting  strategies. 

On  the  service  side,  we  have  documented  unnecessary  operations, 
technical  procedures  and  tests.  We  have  excessive,  even  exorbitant 
fees  by  some  physicians,  particularly  for  surgical  and  other  inter- 
ventional procedures.  We  have  seen  the  emergency  room  utilized  as 
the  place  of  primary  care,  another  costly  and  counterproductive  de- 
velopment. We  are  dumping  indigent  patients  from  private  to 
public  facilities  often  at  their  peril.  We  are  teaching  our  medical 
students  and  residents  that  it  is  not  unethical,  indeed,  it  is  neces- 
sary in  1991  America  to  do  a  wallet  biopsy  before  treating  an  ill 
patient. 

The  diagnosis  is  clear.  Our  health  system  is  gravely  ill,  it  is  not 
serving  the  public  well,  it  is  costly  to  the  danger  point,  the  patients 
are  unsatisfied  and  the  physicians  are  unhappy. 

I  want  the  committee  to  know  that  America's  physicians  recog- 
nize the  inevitably  and  desirability  of  health  system  reform.  More 
and  more  of  my  colleagues  see  the  Canadian  example  as  a  way  to 
go. 

Thank  you. 

Mr.  Stark.  Thank  you,  Dr.  Young. 
Mr.  Butler. 

STATEMENT  OF  STUART  M.  BUTLER,  PH.D.,  DIRECTOR,  DOMESTIC 
AND  ECONOMIC  POLICY  STUDIES,  THE  HERITAGE  FOUNDA- 
TION, WASHINGTON,  D.C. 

Mr.  Butler.  Thank  you,  Mr.  Chairman. 

I  agree  strongly  with  the  other  witnesses  you  have  heard  from 
that  we  cannot  achieve  affordable  access  to  quality  health  care  for 
all  Americans  without  fundamental  and  comprehensive  reform  of 
the  health  care  system.  The  cost  and  availability  of  health  care, 
like  other  parts  of  the  economy,  is  determined  by  factors  that  influ- 
ence both  the  supply  and  the  demand  for  services.  Thus,  reform 
must  consist  of  both  supply-side  and  demand-side  elements. 

Proposals  to  tackle  the  malpractice  problem,  to  inject  greater 
competition  into  insurance,  to  improve  the  reimbursement  guide- 
lines under  Medicare,  and  to  better  measure  the  quality  of  care  are 
examples  of  supply-side  reforms. 

But  we  must  also  reform  the  demand  side  of  the  health  care 
equation.  In  particular,  Congress  must  reform  the  tax  treatment  of 
health  care  spending.  The  inequities  and  perverse  incentives  in  the 
Tax  Code  are  a  major  cause  of  health  cost  inflation  and  uninsur- 
ance  among  low-paid  workers. 

The  reason  for  this  is  that  the  only  way  the  vast  majority  of 
Americans  can  obtain  tax  help  to  buy  health  care  is  through  the 
tax  exclusion  for  company-provided  plans.  Unfortunately  that  tax 
break,  now  costing  the  Treasury  about  $50  billion  each  year,  has 
serious  side  effects. 

For  one  thing  it  is  grossly  inequitable,  giving  the  largest  tax 
breaks  to  the  most  affluent,  yet  little  or  no  help  to  millions  of 
lower  income  families  who  must  buy  care  or  insurance  themselves. 
In  fact,  many  if  not  most  of  the  low-paid  uninsured  pay  taxes  to 
subsidize  the  generous  plans  of  the  well  paid. 
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Furthermore,  with  the  Tax  Code  encouraging  only  company- 
based  plans  a  layoff  can  mean  a  financial  catastrophe  for  a  family 
which  thereby  loses  its  insurance,  and  it  can  make  switching  jobs 
impossible  for  a  family  with  medical  problems. 

By  creating  in  many  instances,  the  illusion  of  free  company-paid 
benefits,  the  current  tax  treatment  also  discourages  consumer  scru- 
tiny of  medical  costs,  and  so,  fans  medical  price  inflation. 

I  contend,  Mr.  Chairman,  that  until  we  correct  the  gross  inequi- 
ties on  the  perverse  incentives  in  the  current  tax  treatment  we 
cannot  solve  the  problem  of  uninsured  families  except  with  rapid 
inflation  and  at  a  staggering  cost  to  the  taxpayer. 

At  the  Heritage  Foundation  we  have  developed  a  health  care 
proposal  based  on  tax  reform.  In  a  nutshell  our  proposal  consists  of 
two  parts.  In  part  one,  we  would  gradually  phase  out  the  tax  exclu- 
sion for  company-based  plans,  making  the  value  of  all  such  plans 
count  as  taxable  income  to  the  employee.  But  we  would  use  the 
revenues  from  this  to  create  a  new  credit  in  the  personal  Tax  Code. 
This  would  be  a  refundable,  above-the-line  credit  for  family  expend- 
itures on  health  insurance,  prepaid  plans  or  directly  on  health 
services.  The  percentage  credit  would  be  based  on  the  family's  total 
health  spending  compared  with  its  income,  and  the  higher  that 
ratio,  the  larger  the  percentage  credit. 

In  the  second  part,  the  Federal  Government  would  legally  re- 
quire all  heads  of  households  to  purchase  for  their  family  a  health 
plan  containing  catastrophic  coverage,  and  other  core  services.  If 
the  family  could  not  discharge  that  obligation  at  a  reasonable  cost, 
despite  the  refundable  credit,  it  would  be  granted  access  to  Medic- 
aid or  to  a  subsidized  State  sponsored  insurance  pool. 

This  two  pronged  reform  would  create  a  national  health  care 
system  in  a  budget-neutral  way.  Most  Government  help  would  go 
to  those  who  need  it  most  and  that  help  would  not  be  contingent 
upon  the  generosity  or  otherwise  of  each  employer.  Moreover,  if 
the  worker  switched  jobs,  there  would  be  no  interruption  in  health 
coverage. 

With  families  buying  plans  themselves  with  help  through  this 
credit,  consumers  would  be  far  more  sensitive  to  the  costs  and  ben- 
efits of  alternative  medical  plans,  spurring  much  greater  competi- 
tion in  the  health  care  industry.  I  should  note  that  while  individ- 
uals would  be  free  to  choose  their  own  package,  I  believe  that  most 
Americans  would,  in  practice,  join  a  group  to  act  on  their  behalf  in 
choosing  a  package  of  services. 

These  groups  might  be  formed  by  unions,  by  a  church,  or,  of 
course,  by  an  employer.  The  key  point  about  the  Heritage  proposal 
is  that  a  family  would  no  longer  have  to  enroll  in  an  employer  or- 
ganized plan  to  obtain  tax  relief. 

Another  central  feature  of  the  proposal  is  that  it  would  cross-sub- 
sidize the  sick  and  the  poor  through  the  tax  system  and  not  as 
today  by  trying  to  eliminate  risk  assessment  from  setting  premi- 
ums for  individual  families.  The  latter  approach  is  at  the  heart  of 
today's  adverse  selection  problem. 

Under  the  Heritage  proposal,  premiums  would  more  accurately 
reflect  risk  but  the  sliding  scale  credit  would  enable  families  to 
afford  appropriate  premiums.  Mr.  Chairman,  I  believe  that  tax 
reform  must  be  a  crucial  element  of  a  comprehensive  health  care 
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legislation.  It  is  not,  of  course,  necessary  to  enact  the  complete  ver- 
sion of  the  Heritage  proposal  to  gain  some  the  incentive  on  equity 
benefits  of  that  line. 

As  a  first  step  toward  tax  reform,  for  instance,  Congress  could 
consider  a  cap  on  the  tax  exclusion  in  order  to  finance  an  expanded 
refundable  tax  credit  for  certain  health  costs.  The  Treasury  esti- 
mates that  capping  the  exclusion  at  $400  a  month  for  families,  or 
$120  for  individuals  would  finance  a  refundable  credit  of  $600  per 
year  for  families  lacking  a  company  paid  insurance  plan  and  $200 
for  individuals. 

The  important  point  is  that  by  moving  in  the  direction  I  have 
outlined,  Congress  would  provide  new  demand-side  incentives  and 
financial  help  that  would  reinforce  other  reforms  designed  to  im- 
prove the  supply  of  medical  care. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  STUART  M.  BUTLER 
THE  HERITAGE  FOUNDATION 

Introduction 

Americans  register  a  lower  level  of  satisfaction  with  their  health  system  than  do 
citizens  of  any  other  major  industrialized  country.  But  this  deep  dissatisfaction  does  not 
arise  from  the  amount  of  money  spent  on  health  care,  which  is  the  highest  in  the  world,  nor 
is  it  due  to  the  quality  of  medicine,  which  is  among  the  world's  best.  It  stems  instead  from 
four  characteristics  of  the  U.S.  system:  the  lack  of  any  insurance  protection  for  millions  of 
Americans;  the  widespread  fear  among  those  with  insurance  that  their  coverage  will  prove 
inadequate;  the  system's  spiralling  cost;  and  a  plethora  of  controls  and  restrictions  that 
irritates  patients  and  physicians  alike. 

Like  any  other  part  of  the  economy,  the  price,  volume  and  quality  of  services  in  the 
health  care  sector  are  determined  by  factors  influencing  both  the  supply  and  the  demand 
for  health  care.  The  deep  problems  associated  with  the  U.S.  are  in  large  part  the  result  of 
badly  designed  policies  affecting  both  sides  of  the  supply/demand  equation. 

A  number  of  proposals  have  been  put  forward  to  improve  the  supply  of  health  care 
services.  For  example,  state  legislation  to  reduce  the  number  and  scope  of  mandates  on 
insurance  companies  would  permit  adequate  health  policies  to  be  marketed  at  a  lower 
price,  making  these  affordable  to  many  Americans  currently  without  any  insurance. 
Similarly,  action  to  reform  the  legal  liability  and  the  amount  of  damages  in  malpractice 
cases  would  reduce  the  price  of  most  forms  of  care  and  make  services  more  available  to 
most  Americans. 

But  in  addition  to  reforming  the  "supply  side"  of  the  health  care  equation,  if  we  are 
remove  the  flaws  inherent  in  the  U.S.  system  we  must  also  reform  the  "demand  side"  of 
health  care,  by  changing  the  way  in  which  government  attempts  to  help  ordinary  American 
families  to  afford  care.  And  not  only  will  such  demand  side  reforms  reinforce  supply  side 
reforms,  but  demand  side  policy  changes  will  themselves  lead  to  substantial  improvements 
in  the  supply  of  services. 


The  Perverse  Incentives  of  the  Tax  Code 


Many  of  the  problems  of  the  American  health  care  system  flow  from  inequities  and 
perverse  incentives  resulting  from  the  tax  treatment  of  health  care  spending.  Modifying  this 
tax  treatment  is  crucial  for  basic  reform  of  the  system,  and  the  achievement  of  the  goal  of 
guaranteeing  an  acceptable  supply  of  affordable  health  care  to  all  Americans. 

Today,  the  only  way  in  which  the  vast  majority  of  Americans  can  obtain  tax  help  to 
buy  health  care  is  through  the  tax  exclusion  for  company-provided  plans.  That  tax  break 
now  costs  the  federal  Treasury  about  $50  billion  annually. 

Tax  breaks  for  workplace  benefits  certainly  spurred  the  spread  of  health  insurance 
protection  in  recent  decades.  But  there  have  been  unfortunate  side-effects.  Effectively 
limiting  the  tax  benefits  to  the  workplace,  for  instance,  means  that  if  a  company  does  not 
provide  comprehensive  benefits  to  employees  and  their  dependents  (a  typical  situation  in 
small  firms  and  increasingly  common  in  financially-strapped  industries),  the  family  goes 
without  complete  insurance  or  pays  for  it  in  after-tax  dollars.  The  tax  exclusion  also  means 
the  biggest  tax  subsidy  goes  to  higher-paid  workers  and  executives  with  the  most  generous 
health  benefits,  and  the  smallest  subsidy  to  the  low-paid  worker  with  inadequate  benefits. 
It  is  hardly  surprising,  then,  that  the  overwhelming  majority  of  the  uninsured  are  lower- 
paid  but  employed  or  are  the  dependents  of  workers.  In  fact,  many  of  the  uninsured  pay 
taxes  to  subsidize  the  generous  plans  of  well-paid  executives. 

The  tax  treatment  of  health  care  fans  medical  inflation.  With  health  care  largely 
"paid  for"  by  the  employer  (completely  so  in  the  case  of  first  dollar  coverage),  the  employee 
has  little  or  no  incentive  to  be  economical  when  seeking  services  --  especially  since  if  he 
does  economize,  the  savings  normally  will  accrue  to  the  employer.  With  patients 
unconcerned  about  prices,  hospitals  and  physicians  also  experience  little  competitive 
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pressure  to  keep  costs  down  -  but  they  are  encouraged  to  compete  by  providing  the  latest 
expensive  technology.  Thus  health  costs  tend  to  rise  much  faster  than  other  prices,  hurting 
employers  directly,  employees  indirectly  (through  reduced  cash  compensation  and  benefit 
cutbacks),  and  boosting  prices  for  uninsured  Americans  and  public  programs  buying  health 
care  services. 

Attempts  by  employers  and  public  agencies  to  constrain  health  costs  introduce 
another  irritation.  With  price-consciousness  virtually  absent  among  consumers  of  health 
care,  those  responsible  for  the  bills  resort  to  regulatory  and  bureaucratic  controls  to  stop 
patients,  hospitals  and  physicians  from  making  the  choices  they  have  every  economic 
incentive  to  make. 


Why  The  Canadian  System  and  Employer  Mandates  Are  Not  Solutions 

The  tax-induced  incentives  within  the  system  are  so  perverse,  and  so  powerful,  that 
the  worthy  goal  of  affordable  access  to  health  care  for  all  Americans  can  be  achieved  only 
by  correcting  these  incentives.  Absent  structural  reform,  adding  new  programs  to  serve  the 
uninsured  will  only  aggravate  the  underlying  problems.  For  instance,  proposals  to  require 
employers  to  "play  or  pay"  will  do  nothing  to  improve  patient  incentives  and  mean  a  bigger 
tab  for  business.  One  result  of  such  an  approach  would  be  reduced  employment 
opportunities  for  low-skilled  workers  with  families,  since  firms  would  be  more  reluctant  to 
choose  such  a  worker  because  a  substantial  cost  of  family  insurance  would  have  to  be  added 
to  that  worker's  compensation.  Moreover,  employer-provided  plans  mean  that  the  quality 
and  scope  of  a  family's  insurance  coverage  would  be  determined  largely  by  corporate  health 
benefits  managers,  and  not  by  the  family  itself. 

The  introduction  of  a  Canadian-style  system,  financed  by  government,  would  lead  to 
similar  problems,  with  "free"  care  triggering  heavy  demand  which  must  be  curbed  by 
government  controls  on  access.  Like  its  forerunner  the  British  National  Health  Service,  the 
Canadian  system  increasingly  is  turning  to  waiting  lines  and  slower  introduction  of 
technology  as  the  primary  strategy  to  curb  costs. 

Furthermore,  the  supposed  principal  benefits  of  the  Canadian  system  ~  lower  cost 
and  better  medical  outcomes  ~  are  highly  questionable.  Several  recent  studies,  described 
in  Heritage  Foundation  papers,  show  that  differing  accounting  practices,  inadequacies  in  the 
correction  of  Canadian  figures  for  inflation,  and  other  factors  have  exaggerated  the 
Canadian  cost  advantage.  Indeed,  when  properly  corrected  the  Canadian  system  may  be  just 
as  expensive  as  the  U.S.  system,  and  far  more  expensive  than  the  per-patient  cost  of 
America's  largest  HMOs.  Moreover,  common  measures  of  medical  effectiveness,  such  as 
infant  mortality  rates,  ignore  significant  demographic  differences  between  the  U.S.  and 
Canada,  and  major  differences  in  lifestyle.  International  studies  conducted  by  Dr  Leroy 
Schwartz  of  Princeton  University  indicate,  in  fact,  that  demographic  and  lifestyle  factors 
explain  the  entire  apparent  advantage  of  the  Canadian  system. 


An  Alternative  Reform  Proposal 


The  alternative  strategy,  advanced  in  a  Heritage  Foundation  proposal,  is  to 
restructure  the  tax  treatment  of  health  care  to  rechannel  existing  tax  expenditures  to  those 
who  need  most  help  to  obtain  care  -  most  urgently  the  uninsured  -  and  to  encourage 
Americans  to  exercise  the  same  consumer  pressure  on  health  care  costs  that  routinely 
achieves  quality  at  reasonable  cost  in  other  areas  of  the  economy. 


The  proposal  calls  for  two  major  steps: 
1)  End  the  link  between  health  tax  breaks  and  the  place  of  work 
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The  unlimited  tax  exclusion  for  company-provided  health  benefits  gradually  would 
be  phased  out,  and  replaced  with  a  new  system  of  personal  tax  credits  for  family 
health  care  spending  (on  insurance  or  out-of-pocket  costs).  These  credits  would  be 
"above-the-line."  The  credits  also  would  be  refundable,  meaning  they  would  constitute 
in  effect  a  medical  voucher  for  lower-income  families.  The  credit  would  have  nothing 
to  do  with  the  place  of  work,  thus  a  part-time  worker  in  corner  dry  cleaners  would 
be  eligible  for  the  same  system  of  credits  as  an  executive  with  General  Motors.  The 
percentage  credit  would  be  based  on  a  family's  health  spending  compared  with  its 
income.  As  that  ratio  increased,  so  would  the  percentage  credit.  Thus  low  income 
families  facing  relatively  high  insurance  and  medical  costs  would  be  reimbursed  for 
most  of  the  cost  through  a  refundable  credit,  while  affluent  families  would  obtain 
little  or  no  tax  relief. 

The  tax  credit  would,  in  effect,  be  an  elaboration  of  the  new  refundable  health  credit 
contained  in  the  recently-enacted  child  care  legislation.  That  provides  for  a  50 
percent  credit  against  the  cost  of  insuring  children  in  low  income  families  who  are 
not  covered  by  company  plans.  That  credit  is  not,  however,  paid  for  by  a  cap  on  the 
tax  exclusion,  as  the  Heritage  proposal  envisions. 

2)  Establish  a  "Health  Care  Social  Contract" 

The  Heritage  proposal  envisions  a  "social  contract"  between  government  and  citizen. 
The  federal  government  would  guarantee  to  make  it  possible,  through  tax  credits 
or  if  necessary  through  access  to  Medicaid,  Medicare,  or  a  subsidized  risk  pool,  for 
every  American  family  to  afford  at  least  a  basic  comprehensive  package  of  medical 
care,  including  catastrophic  insurance.  In  return  every  head  of  household  would  be 
required,  by  law,  to  obtain  at  least  the  basic  package  from  an  insurer  or  health 
provider. 


This  two-pronged  strategy  would  have  significant  effects.  It  would  provide  adequate 
coverage  for  uninsured  and  underinsured  families  by  restructuring  existing  tax  subsidies  to 
help  these  families  to  afford  the  protection  required  by  law  ~  rather  than  retaining  the 
highly  inequitable  existing  tax  treatment  and  adding  new  public  or  private  subsidies. 
Moreover,  workers  could  change  jobs  without  losing  specific  benefits  or  coverage  for  pre- 
existing conditions,  since  coverage  would  not  be  linked  to  the  place  of  employment.  The 
individual  credit  mechanism  would  provide  further  encouragement  for  welfare  recipients  to 
leave  the  rolls,  and  Medicaid  coverage,  since  the  refundable  credit  would  finance  family 
medical  insurance  for  employees  in  small  or  service  firms  not  now  providing  benefits.  The 
credit  also  would  be  permanent,  unlike  the  temporary  Medicaid  coverage  for  newly- 
employed  welfare  recipients. 

The  new  credit  system  would  drastically  reduce  the  cost  of  protecting  the  uninsured. 
The  Congressional  Budget  Office,  in  its  review  of  possible  budget  savings,  has  estimated 
that  if  the  current  tax  exclusion  for  company-based  plans  were  ended,  and  replaced  with  a 
20  percent  tax  credit  in  the  individual  code  for  health  insurance  costs  up  to  $250  per  month 
for  a  family  ($100  for  an  individual),  the  federal  government  would  collect  $89.4  billion  in 
extra  tax  revenues  over  the  next  five  years.  The  CBO  calculations  suggest  that  budget 
neutrality  could  be  achieved  if  a  basic  20  percent  credit  were  supplemented  by  as  much  as 
$18  billion  each  year  in  tax  expenditures  for  more  generous,  refundable  credits  for  families 
experiencing  high  costs  compared  with  their  incomes.1 

The  U.S.  Treasury  has  analyzed  a  limited  plan  similar  to  the  Heritage  proposal.  If 
the  monthly  exclusion  for  company-provided  plans  were  capped  at  $400  per  family  ($160 
per  individual),  the  Treasury  estimates,  the  extra  revenue  would  by  1995  finance  an  annual 
refundable  credit  of  $600  per  family  ($200  per  individual)  for  families  lacking  company 
plans.  If  the  monthly  cap  were  placed  at  $300  per  family  ($120  per  individual)  the  credit 
would  leave  the  treasury  with  a  net  annual  "surplus"  of  $15.8  billion.2  This  cushion  would 
permit  more  generous  credits  to  needy  families  and  finance  the  more  extensive  refundable 
credit  envisioned  in  the  Heritage  proposal.  If  additional  tax  expenditures  were  required,  the 
Heritage  proposal  envisions  those  being  funded  through  general  revenues,  to  avoid  the 
perverse  employment  incentives  that  would  occur  with  payroll  taxes. 


703 


The  Heritage  proposal  also  would  introduce  strong  incentives  for  sensible  consumer- 
driven  economies  in  health  care.  Since  families  would  retain  the  savings  achieved  by 
selecting  the  best  value  for  money  in  insurance  and  out-of-pocket  spending,  they  would  be 
encouraged  to  search  for  good  value  ~  an  incentive  they  do  not  normally  have  today.  This 
in  turn  would  put  stronger  pressure  on  the  health  care  industry  to  economize  in  order  to 
compete  for  the  patient  dollar.  And  these  incentives  for  consumer  choice  would  be  a  more 
effective  and  probably  more  popular  constraint  on  health  costs  than  today's  bureaucratic 
regulation. 

These  strong  incentives  for  consumer  choice  would  in  addition  reduce  pressure  for 
state  mandates  on  insurers,  which  currently  help  drive  up  insurance  costs.  Under  the 
existing  system  based  on  employer-provided  benefits,  employees  have  a  strong  incentive  to 
support  calls  to  require  insurers  to  include  additional  services  previously  paid  for  out-of- 
pocket  by  families  (or  avoided  as  not  worth  the  cost).  But  with  families  paying  directly  for 
the  basic  insurance  package,  requiring  additional  services  to  be  included  in  the  package 
means  a  higher  price  tag.  So  voters  would  be  far  less  inclined  to  support  new  mandates. 

The  Heritage  approach  also  deals  with  the  concerns  often  raised  against  a  market- 
based  health  system.  Among  them: 

1)  Can  average  Americans  make  sensible  health  decisions?  Basic  health  packages  would, 
by  law,  have  to  provide  certain  specific  benefits  (unlike  existing  company  plans),  so  families 
would  be  assured  that  their  insurance  was  adequate.  But  finding  the  best  deals  in  health 
insurance  purchases  in  any  case  would  not  require  significant  technical  knowledge.  Some 
families  would  seek  advice  from  consumer  organizations  and  other  authorities. 

Others  would  join  organizations  acting  on  their  behalf  as  group  purchasers  --  such 
as  a  union-run  health  plan  or  an  alumni  association,  or  a  church  or  school  district.  These 
organizations  would  have  the  advantages  of  a  bulk  buyer,  and  they  would  have  the  in-house 
expertise  needed  for  sophisticated  decisions.  Thus  tax  breaks  for  individual  purchases  do 
not  mean  the  consumer  is  forced  to  become  an  expert  in  health  care  insurance.  Instead, 
they  can  choose  a  buyer  group  they  really  trust  and  still  obtain  tax  benefits:  today  they  must 
rely  on  the  decisions  of  their  employer. 

Moreover,  it  is  likely  that  under  the  incentives  in  the  Heritage  plan  an  increasing 
number  of  Americans  would  choose  managed  care  programs,  both  to  reduce  costs  and  to 
avoid  much  of  the  paperwork  associated  with  fee-for-service  based  plans.  Surveys  of 
Americans  indicate  that  bills  and  paperwork  is  a  significant  factor  in  their  dissatisfaction 
with  the  current  system.  With  incentives  to  compare  value  for  money,  it  is  thus  likely  that 
managed  care  would  become  more  attractive. 

2)  What  about  adverse  selection?  With  individual  purchases  of  insurance,  critics  say, 
healthy  families  would  be  sought  out  by  insurers  offering  low-cost  plans,  leaving  high-risk 
families  with  prohibitively  high  insurance  costs.  But  the  Heritage  proposal  turns  this 
assumed  problem  into  an  advantage.  Employer-based  group  insurance  subsidizes  the  less 
healthy  through  equal  premiums  for  all  employees.  The  Heritage  proposal,  by  contrast, 
cross-subsidizes  through  the  tax  code,  with  high  premiums  for  less-healthy  families  offset 
by  large  credits.  This  method  of  cross-subsidy  is  far  more  precise  and  can  be  finely  tuned 
to  meet  specific  needs.  It  would  also  make  it  easier  for  Americans  with  special  health 
problems  to  select  more  elaborate  health  packages  designed  to  address  their  needs  -- 
something  they  cannot  normally  do  today. 

The  wide  range  of  competitive  health  plans  likely  to  emerge  under  the  Heritage 
proposal  also  would  help  state  Medicaid  programs.  A  general  tapering  of  prices  thanks  to 
incentives  for  the  middle  class  would  reduce  the  costs  of  programs  for  the  poor.  In  addition, 
states  would  have  wider  opportunity  to  save  money  by  enrolling  Medicaid  recipients  in 
competitively-priced  group  plans. 

3)  Company-based  plans  at  least  make  sure  premiums  are  paid.  Wouldn't  some  families 
miss  premium  payments  or  get  into  difficulties  waiting  for  credits  if  they  incurred 
unexpected  bills  For  working  Americans,  the  tax  credit  system  would  be  blended  into  the 
normal  tax  withholding  system  at  the  place  of  employment,  so  the  credit  would  be  available 
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though  the  regular  paycheck.  Workers  eligible  for  a  refundable  credit  would  receive  a  wage 
subsidy  each  pay  period.  Employees  would  be  able  to  change  their  withholdings  if  they 
encountered  unexpectedly  high  out-of-pocket  costs.  At  the  end  of  the  year,  when  a  family 
filed  its  1040  form,  the  total  year's  credit  would  be  adjusted.  In  addition,  larger  firms  could 
be  required  to  make  a  regular  payroll  deduction  for  each  employee  and  send  a  check  to  the 
employee's  chosen  health  plan,  much  like  the  payroll  deduction  for  a  401(k)  plan  or  a 
flexible  spending  account.  This  would  both  simplify  the  process  for  workers  and  ensure  that 
premiums  were  made  on  time. 


Conclusion 


The  American  health  care  system  needs  fundamental  reform  to  address  its  gaps  and 
endemic  inflation.  Two  broad  choices  are  available  to  Congress.  It  can  ignore  the  perverse 
incentives  producing  the  problems  and  legislate  wider  access  to  be  paid  for  by  taxpayers  or 
businesses.  Or  It  can  reform  the  tax  treatment  of  health  care,  triggering  market  pressures 
to  moderate  costs  and  redirecting  government  help  to  those  who  lack  the  means  to  buy 
adequate  health  care.  Only  the  second  option,  however,  will  achieve  a  comprehensive 
national  health  care  system  without  widespread  rationing  or  runaway  costs. 


1.  Congressional  Budget  Office,  Reducing  the  Deficit:  Spending  and  Revenue  Options.  Part 
II  (USGPO,  1990),  p.  144. 

2.  U.S.  Treasury,  Financing  Health  and  Long-Term  Care  (USGPO,  1990),  pp.  86-88. 
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Mr.  Stark.  Thank  you  all,  very  much. 

Mr.  Butler,  what  the  hell  good  is  S600  going  to  do  a  family  when 
they  can't  buy  any  insurance  for  less  than  S3, 600  a  year? 

Mr.  Butler.  Well,  with  all  due  respect,  Mr.  Chairman,  S600  is 
better  than  nothing,  which  is  what  they  have  today. 

Mr.  Stark.  No.  It  is  no  damn  good.  If  a  policy  costs  33,600  and 
you  don't  have  the  $3,600,  then  S600  isn't  going  to  get  you  anything 
except  to  the  emergency  room  faster  without  insurance.  It  is  a  cliff, 
it  is  not  a  continuous  function.  You  either  have  insurance  or  you 
don't.  So  what  good  does  S600  do? 

Mr.  Butler.  All  the  more  reason,  Mr.  Chairman,  for  moving  to 
the  full  proposal  that  I  suggested.  I  was  merely  pointing  out  that  if 
Congress  were  to  go  partly  in  that  direction  it  would  at  least  get 
some  help  to  those  who  currently  do  not  have  any  coverage  whatso- 
ever. Some  help  is  better  than  nothing. 

Mr.  Stark.  Why  fuss  through  the  Tax  Code,  why  not  just  take 
Mr.  Russo's  plan  and  buy  health  insurance  for  those  people?  It  is 
cheaper.  And  what  do  you  do  for  the  people  off  the  economy?  What 
do  you  do  for  people  who  are  not  in  the  tax  system  and  are  not  apt 
to  get  into  it?  Because  they  are  scared  of  it,  they  don't  understand. 
I  mean  there  is  a  whole  host  of  things  that  the  tax  system  can  do 
and  not  do. 

But  why  these  incentives?  You  and  Marty  Feldstein  are  the  only 
people — your  mothers  must  have  been  scared  by  a  tax  credit. 
[Laughter.] 

I  mean  credits  are  a  wonderful  thing  short  term,  but  if  we  did 
not  learn  enough  from  the  investment  tax  credit,  I'll  tell  you  that 
the  minute  you  make  it  permanent  it  does  not  do  any  good.  You 
can  offer  it  for  a  while  to  change  behavior  in  the  short  run,  but  in 
the  long  run  it  clutters  up  the  code.  I  consider  myself  rather  well- 
versed  in  the  field  of  taxes,  but  I  don't  think  just  because  this  com- 
mittee happens  to  have  that  responsibility,  that  it  fits  in  here. 

I  have  questioned  the  advisability  of  deducting  health  benefits 
gotten  through  the  workplace,  but  I  just  think  it  muddies  up  the 
waters  when  what  we  are  trying  to  do  is  provide  access  to  40  or  60 
million  Americans,  most  of  whom  are  removed  from  the  Tax  Code. 
I  just  feel  that,  while  I  am  all  for  market  incentives  and  free  enter- 
prise, that  in  this  one  instance,  it  doesn't  do  very  much,  except  per- 
haps for  those  people  who  for  the  most  part  have  the  wherewithal 
to  participate  in  the  system  anyway. 

Mr.  Butler.  Well,  obviously  I  don't  agree  with  you,  Mr.  Chair- 
man. I  would  point  out,  as  I  said  in  my  remarks,  that  we  currently 
spend  S50  billion  through  the  Tax  Code  to  try  and  help  people  and 
obviously  the  core  of  my  proposal  is  that  we  should  spend  that  a 
little  bit  more  wisely.  I  certainly  recognize  the  point  you  make 
about  people's  concern  about  using  the  tax  system.  Some  people 
are  not  in  it.  A  variant  of  what  I  proposed  might  involve  either  a 
voucher  type  of  an  arrangement  or  some  direct  payment  on  behalf 
of  the  people. 

Mr.  Stark.  My  bill  would  be  funded  for  S50  billion,  but  it  would 
not  fund  Mr.  Russo's  bill  which,  in  effect,  would  give  Medicare  to 
30  or  60  million  people  who  don't  have  it.  It  talks  about  860  billion 
a  year  and  I  look  around  for  a  place  to  pay  for  it.  But  politically  I 
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don't  even  get  out  of  the  gates.  I  mean  I  could  not  sell  it,  I  don't 
think. 

Mr.  Butler.  Well,  Mr.  Chairman,  I  have  had  30  years  experience 
in  the  British  health  system,  living  under  a  system  which  is  fully 
tax  supported  and  at  least  in  theory  provides  equal  access  to  every- 
body. If  you  have  been  over  there  to  study  that,  Mr.  Chairman,  I 
think  you  will  see  that  there  are  certain  shortcomings  of  that 
system,  not  the  least  of  which,  as  we  sit  here  

Mr.  Stark.  But  those  same  shortcomings  don't  exist  in  your 
former  colony. 

Mr.  Butler.  With  respect,  they  do,  Mr.  Chairman.  The  studies 
now  being  shown  in  British  Columbia,  and  other  parts  of  Canada  is 
that  waiting  lists  are  an  integral  part  of  the  system. 

Mr.  Stark.  Of  course,  of  course  they  are.  But  they  are  deter- 
mined by  physicians  in  a  clinical  sense.  In  Oakland,  Calif.,  I  have 
got  waiting  lists  and  that  is  poor  people  never  get  in,  In  Canada,  it 
is  blind  to  your  economic  status.  And  even  the  most  conservative 
Canadian  parliamentarian  will  tell  you  that  they  would  never 
think  of  a  more  affluent  Canadian  jumping  the  queue,  that  does 
not  occur  to  them.  They  ration  clinically,  not  economically. 

Mr.  Butler.  Mr.  Chairman,  Canadians  jump  the  queue  routinely; 
they  come  down  to  the  United  States. 

Mr.  Stark.  Yes,  but  in  90  percent  of  the  cases,  when  the  people 
come  from  Canada  to  the  United  States  it  is  paid  for  by  the  Cana- 
dian Government  because  they  are  a  lot  smarter  about  investing 
their  resources.  It  is  not  private  individuals  coming  to  the  United 
States  with  their  own  money.  It  is  because  in  Detroit  those  services 
are  purchased  for  them  by  the  Canadian  Government  because  it  is 
more  economical  to  do  so. 

And  if,  indeed,  our  system  was  a  little  more  prudent  in  sharing 
things  like  MRIs  and  hospital  rooms,  we  might  save  some  money. 
So  I  have  the  deepest  respect  for  the  Canadian  system.  I  am  not 
suggesting  that  we  install  the  system  here,  but  I  see  nothing  inher- 
ent in  the  system  that  should  dissuade  us  from  looking  at  things 
like  a  single  payer  or  universal  access  that  is  not  necessarily  direct- 
ed through  the  employment  code,  or  bargaining  or  global  budgets. 

Nothing  in  the  Canadian  system  proves  that  is  wrong.  Now,  I 
can't  find  anything  there  that  I  can  sell  on  a  whole  cloth  here, 
either.  And  you  are  quite  right  and  I  have  spent  some  time  in 
Great  Britain,  and  that  system  to  me  leaves  some  things  to  be  de- 
sired relative  to  our  country.  The  German  system,  I  think,  works 
well  and  that  is  probably  similar  to  a  system  we  would  end  up 
with.  I  think  Canada  is  rather  like  a  Trojan  horse  that  keeps  the 
Republicans  occupied  fighting  the  wrong  enemy. 

Mr.  Russo. 

Mr.  Russo.  Thank  you,  Mr.  Chairman. 

As  someone  who  has  introduced  a  universal  bill  I  happen,  Dr. 
Butler,  to  disagree  with  your  analysis  of  how  we  would  solve  the 
problem  in  terms  of  how  to  gain  universal  access.  What  do  you  see 
wrong  with  a  universal  access  bill  that  contains  costs,  stresses  qual- 
ity and  basically  gives  peace  of  mind  to  people? 

Mr.  Butler.  Mr.  Chairman,  if  there  was  a  proposal  to  give  uni- 
versal access  without  cost  or  income  being  a  barrier,  that  assured 
continuing  improvements  in  quality,  and  that  had  a  system  of  cost 
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controls  that  did  not  lead  to  distortions  or  waiting  lists,  then,  of 
course,  I  would  agree  with  it. 

But  that  is  not  the  kind  of  system  being  offered. 

Mr.  Russo.  Well,  then  you  ought  to  read  H.R.  1300. 

Mr.  Butler.  I  have  read  it. 

Mr.  Russo.  Tell  me  where  does  it  lack  those  things  that  you  just 
criticized. 

Mr.  Butler.  Because  a  system  of  cost  controls  that  attempt  to  di- 
rectly control  the  provider,  yet  maintains  the  perverse  incentive  of 
apparently  free  care  to  individuals,  necessarily  means  that  you  run 
into  the  problem  you  get  with  all  kinds  of  central  systems — costs 
being  controlled  directly  and  shortage  within  that  system.  It  is  in- 
evitable within  that  kind  of  a  system. 

Mr.  Russo.  Well,  there  are  shortages  in  every  system.  There  is 
rationing  no  matter  where  you  go.  I  think  you  do  less  rationing  on 
a  universal  program  because  you  will  spend  more  dollars  giving 
health  care.  If  you  accept  the  fact  that  you  are  going  to  save  these 
administrative  costs,  if  you  accept  that,  which  I  do,  then  you  can 
plow  that  money  back  into  giving  the  kind  of  care  that  is  necessary 
and  getting  rid  of  the  delays  that  would  be  inherent  in  some  proce- 
dures that  need  more  help,  because  you  would  be  able  to  fund  it. 

I  am  not  saying  ratchet  spending  down  from  11.5  to  8.5.  If  I  was 
saying  that,  then  I  think  your  argument  would  have  some  validity. 
The  question  is,  do  I  want  the  doctor  making  the  decision  on  what 
happens  or  do  I  want  the  insurance  industry  making  the  decision? 
I  prefer  the  doctor,  that  is  the  goal  I  am  trying  to  achieve. 

Mr.  Glasser.  I  think  it  is  very  unfortunate  that  this  turn  has 
taken  place  in  this  discussion.  We  hear  fanciful  arguments,  and  I 
mean  fanciful,  about  what  could  happen  under  a  system  without 
any  realistic  experience  with  that  system.  We  have  experience  with 
the  Canadian  system.  We  have  10  years  of  continuous  polling  by 
the  various  public  opinion  polls  in  Canada,  and  they  never  get  less 
than  90  percent  support  from  the  citizens  of  Canada  for  the  health 
care  system  as  opposed  to  their  own  postal  system,  railroad  system, 
et  cetera,  plane  system.  Each  year  the  health  care  system  gets 
greater  support  than  any  other  program  in  Canada  or  any  other 
program  compared  with  comparable  programs  in  Great  Britain, 
Norway,  and  Sweden,  et  cetera. 

So  rather  than  talk  about  what  might  happen  under  what — what 
kind  of  a  system  might  occur,  I  would  suggest  that  the  experience 
is  something  that  should  be  of  key  concern  to  this  committee. 

Mr.  Russo.  My  attitude  is  I  would  hope  we  would  learn  from  the 
Canadian  system  and  when  we  went  to  a  universal  program,  as 
some  day  I  hope  we  do,  we  can  do  it  better  than  they  can  and  adopt 
it  to  the  American  system. 

Doctor  Young,  do  you  have  anything  you  would  like  to  add? 

Doctor  Young.  Well,  I  would  like  to  stress  that  necessarily  in 
these  halls  with  your  tax  problems  all  the  attention  is  on  the  cost, 
and  that  is  legitimate.  But  I  don't  hear  in  the  debate  enough  con- 
cern of  how  bad  the  American  system  is  functioning,  whether  it  is 
the  badness  of  making  bankrupt  a  nice  middle-class  family  because 
of  getting  caught  with  a  bad  illness  or  insurance  or  the  ultimate 
badness  of  excluding  tens  of  millions  of  people  from  care. 
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I  tried  to  in  my  testimony  indicate  the  dysfunction.  The  use  of 
the  ER  as  a  primary  care  physician,  which  is  possibly  the  worse 
place  you  could  go  for  initial  care  when  you  have  a  problem.  The 
fact  that  the  incentives  in  our  system,  and  this  has  to  be  said,  leads 
to  significant  excess  of  procedures.  We  have  no  decent  quality  con- 
trol. 

The  Canadian  arrangement  holds  out  the  promise  for  serious 
nonoppressive,  not  micromanaged  quality  control.  The  American 
physician  is  seriously  dissatisfied  with  his  life.  That  is  a  brandnew 
phenomenon  in  America.  Doctors  loved  it.  It  was  very  rewarding 
and  they  had  prestige  and  they  felt  they  were  doing  good. 

Presently  they  feel  very  downtrodden.  Some  of  the  criticism,  as  I 
have  indicated,  is  earned,  but  not  all.  And  you  are  in  the  process  of 
dismantling  the  profession  by  the  present  arrangements  and  the 
other  recommendations  I  heard,  with  the  exception  of  Mr. 
Glasser's. 

Mr.  Russo.  Obviously  we  are  not  going  to  convince  Dr.  Butler  of 
that. 

Dr.  Butler.  I  have  some  modest  experience  with  a  centrally 
planned  system,  however. 

Mr.  Russo.  I  think  you  are  right.  The  British  system  is  not  some- 
thing that  any  of  us  want  to  go  to.  I  would  like  to  say  that  if  we 
handle  it  properly  we  can  build  a  system  that  is  better  than  the 
Canadian  system. 

We  have  polls  here  too.  The  polls  say  89  percent  of  Americans 
are  dissatisfied  and  want  fundamental  changes.  And  hopefully,  as  a 
result  of  all  these  hearings,  with  the  collective  genius  of  everybody 
who  comes  here,  we  can  design  a  system  that  is  tailored  to  our 
needs.  It  is  not  the  Canadian  system. 

But  I  think  the  idea  of  quality  care,  and  I  don't  think  anyone 
really  disagrees  with  this,  whether  it  is  a  conservative  or  liberal, 
that  what  we  want  is  quality  care,  cost  containment,  and  access. 
And,  if  we  can  figure  out  how  to  do  it,  we  should  do  it.  And  wheth- 
er it  is  universal  with  the  Government  only  or  universal  with  the 
private  sector,  tax  credits,  or  however  we  want  to  do  it,  we  ought  to 
be  able  to  do  better  than  we  are  doing  today  for  the  amount  of 
money  we  are  spending. 

I  think  we  can  agree  on  one  thing.  We  are  spending  a  lot  of 
money  and  not  getting  enough  for  our  dollar,  and  what  we  ought  to 
do  is  try  to  figure  that  one  out. 

I  want  to  thank  the  panel.  We  are  going  to  reconvene  tomorrow 
morning  at  10  o'clock,  when  our  first  witness  will  be  Dr.  Sullivan. 

But  before  I  do  that,  I  am  going  to  read  something  into  the 
record  here  that  I  think  ought  to  be  part  of  the  record,  and  you  all 
can  just  leave.  I  don't  want  to  hold  you  up  to  listen  to  what  I  have 
to  say  here. 

Basically,  this  is  in  response  to  the  comment  that  when  we  com- 
pare the  cost  of  nominal  growth  in  health  care  for  Canada  versus 
the  United  States  there  is  really  a  huge  difference,  and  that  when 
we  also  look  at  the  GNP  growth  that  it  is  not  a  fair  comparison.  So 
what  I  am  going  to  try  to  deal  with  is  somebody  who  wrote  a  piece, 
I  think  it  was  Bob  Evans — Robert  Evans,  Ph.D.,  and  Jonathan 
Loomis,  in  the  New  England  Journal  of  Medicine,  March  2,  1989.  I 
just  want  to  read  how  they  respond  to  that. 
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They  say, 

*  *  *  Further  confusion  arises  from  casual  interpretations  of  the  comparative 
data  such  as  that  by  Fedder  et  al., 

at  footnote  16,  which  I  will  include  in  the  record. 

Looking  at  the  period  from  1970  to  1984,  they  noted  that  health  spending  in  Canada 
rose  faster  than  in  the  United  States,  but  that  the  gross  national  product  rose  faster 
still.  They  concluded  that  the  apparent  success  of  the  Canadian  system  with  cost 
control  was  illusory  and  that  the  stability  of  the  share  of  the  GNP  applied  to  health 
care  was  simply  the  result  of  rapid  economic  growth.  A  more  detailed  look  at  the 
data  shows  this  conclusion  to  be  incorrect. 

Table  1  provides  the  relevant  data  for  Canada  and  the  United  States  over  the 
period  referred  to  by  Fedder  et  al.  The  Canadian  GNP  does  in  fact  outpace  the 
American  by  2  percent  per  year.  But  after  adjustment  for  the  more  rapid  rate  of 
inflation  in  Canada,  our  advantage  shrinks  to  0.7  percent.  When  adjusted  further 
for  the  slightly  faster  growth  of  the  Canadian  population,  the  difference  in  real  per 
capita  growth  rate  is  less  than  half  a  percent  per  year — respectable  enough  over  the 
long  term,  but  not  enough  to  account  for  the  divergence  in  the  shares  of  the  GNP 
spent  on  health.  The  oversight  of  confusing  nominal  with  real  rates  of  GNP  growth 
leads  Fedder  et  al.  to  their  erroneous  conclusion. 

The  relevant  base  year  for  examining  the  effect  of  national  health  insurance  on 
health  spending  is  not  1970,  however,  but  1971.  Quebec,  the  second-largest  province 
with  about  a  quarter  of  the  Canadian  population,  adopted  its  health  plan  in  October 
1970,  and  New  Brunswick  began  its  plan  on  January  1,  1971.  Correspondingly  there 
was  a  substantial  jump,  from  7.1  to  7.4  percent,  in  the  share  of  the  GNP  applied  to 
health  care  for  all  of  Canada. 

Table  2  shows  the  annual  rates  of  increase  in  total  health  spending  in  Canada 
and  the  United  States  since  the  completion  of  universal  Medicare  coverage  in 
Canada.  Spending  in  nominal  dollars  did  rise  somewhat  faster  in  Canada,  by  0.7  per- 
cent per  year.  But  when  account  is  taken  of  the  more  rapid  rate  of  population 
growth,  health  spending  in  constant  dollars  per  capita  rose  more  slowly  in  Canada, 
by  1.6  percent  per  year. 

To  put  this  more  concretely,  in  1985  Americans  spent  an  average  of  $1,710  each 
on  health  care.  If  their  rate  of  cost  escalation  since  1971,  in  real  terms,  had  been  the 
same  as  that  in  Canada,  they  would  have  spent  only  $1,362,  or  20  percent  less.  Pre- 
liminary estimates  for  1987  show  Americans  spending  just  under  $2,000  each  for 
health  care.  Detailed  Canadian  data  are  not  yet  available,  but  the  spending  gap  is 
clearly  continuing  to  widen.  One  may  estimate  conservatively  that  if  the  Canadian 
rates  of  escalation  in  real  cost  since  1971  had  prevailed  in  the  United  States,  health 
spending  would  by  1987  be  about  $450  less,  on  average,  for  every  person  in  the  coun- 
try, or  at  least  $100  billion  less  in  all. 

That  concludes  my  remarks  on  that.  The  chart  that  we  have  in 
Dr.  Schieber's  testimony  indicates  that  as  of  1989  per  capita  ex- 
penditure in  the  United  States  is  $2,354,  whereas  in  Canada  it  was 
$1,683,  a  40-percent  difference. 

Thank  you  very  much,  and  I  will  give  you  this. 

[The  tables  and  footnote  referred  to  follow:] 


TABLE  1.— AVERAGE  ANNUAL  PERCENTAGE  INCREASES  IN  GROSS  NATIONAL  PRODUCT  (GNP),  1970 

TO  1984  1 


Measures  of  GNP 

Canada 

United 
States 

Differ- 
ence 2 

Current  dollars  

12.1 
3.4 
2.2 

9.8 
2.7 
1.7 

2.0 
.7 
.4 

Constant  dollars  

Constant  dollars  per  capita  

1  Data  for  the  United  States  are  from  the  Health  Care  Financing  Administration  and  the  Bureau  of  Economic  Analysis;  data 
for  Canada  are  from  the  Department  of  Finance. 

2  Differences  in  annual  growth  rates  must  be  calculated  geometrically,  not  by  subtraction  [d=(l  +  ri)(l  +  r2)  — 1].  Rates 
have  been  rounded  after  calculation 
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TABLE  2— AVERAGE  ANNUAL  PERCENTAGE  INCREASES  IN  TOTAL  EXPENDITURES  FOR  HEALTH  CARE, 

1971  TO  1985  1 


Measures  of  health  expenditures 

Canada 

United 
States 

Differ- 
ence 2 

Current  dollars  

13.1 

12.3 

0.7 

Constant  dollars  

4.3 

5.8 
4.8 

-1.4 

Constant  dollars  per  capita 3  

3.1 

-1.6 

1  Data  for  the  United  States  are  from  the  Health  Care  Financing  Administration.  Gibson  et  at.,  and  the  Department  of 
Commerce;  data  for  Canada  are  from  the  Department  of  Finance. 

2  Differences  in  annual  growth  rates  must  be  calculated  geometrically,  not  by  subtraction  [d=  (1  — ri)/(l  — r2)  —  1].  Rates 
have  been  rounded  after  calculation 

3  These  constant-dollar  measures  are  not  real  output  measures  for  the  health  sector;  they  have  not  been  adjusted  by  price 
indexes  specific  to  the  health  sector.  Rather,  they  are  adjusted  for  changes  in  the  general  level  of  prices,  economy-wide,  as 
reflected  in  price  indexes  based  on  gross  national  expenditures,  and  they  therefore  reflect  the  increase  in  generalized  purchasing 
power  that  is  absorbed  by  the  health  care  sector,  in  the  form  of  either  increased  resources  inputs  or  health  sector-specific 
inflation. 

Reference  footnote  16  reads  as  follows:  Feder  J.  Scanlon  W.  Clark  J.  Canada's 
health  care  system.  N  Engl  J  Med  1987;  317:320. 

[Whereupon,  at  3:52  p.m.,  the  committee  adjourned,  to  reconvene 
at  10  a.m.,  Thursday,  April  25,  1991.]. 


LONG-TERM  STRATEGIES  FOR  HEALTH  CARE 


THURSDAY,  APRIL  25,  1991 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 
The  committee  met,  pursuant  to  call,  at  10  a.m.,  in  room  1100, 
Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski  (chair- 
man of  the  committee)  presiding. 
Chairman  Rostenkowski.  Good  morning. 

Today,  the  committee  will  conclude  its  series  on  long-term  strate- 
gy hearings  on  health  issues.  I  know  that  these  hearings,  together 
with  the  committee's  weekend  retreat,  have  advanced  our  under- 
standing of  the  dual  health  care  problems  of  coverage  and  cost. 

We  know  34  million  Americans  do  not  have  health  insurance 
today.  More  than  60  million,  over  25  percent  of  Americans,  lack  in- 
surance for  at  least  some  time  during  a  2-year  period,  risking  the 
traumatic  effects  of  a  hospital  stay  or  medical  procedure. 

Health  care  costs  now  total  more  than  $3,000  a  year  for  each 
American.  We  all  work  more  than  6  weeks  a  year  just  to  pay  our 
health  care  bills.  OMB  projects  that  health  costs  will  consume  17 
percent  of  the  GNP  by  the  end  of  the  decade. 

These  are  contentious  issues.  They  are  complicated — very  compli- 
cated. But,  however  contentious  and  complicated,  they  are  prob- 
lems we  cannot  avoid.  They  will  not  go  away.  They  will  not  get 
better  on  their  own. 

I  am  the  only  member  of  the  committee  who  participated  in  the 
committee's  debate  on  the  enactment  of  Medicare  and  Medicaid  in 
1965.  I  know  the  role  that  President  Johnson  played  at  that  time. 

It  is  clear  to  me  that  the  President  must  play  an  active  role  for 
problems  of  this  magnitude  and  complexity  to  be  addressed. 

I  must  admit  I  am  concerned  that,  in  spite  of  the  urgency  of  our 
health  care  dilemma,  President  Bush  has  not  proposed  any  solu- 
tion. 

The  administration  has  frequently  told  us  what  they  are  against. 
I  hope  we  will  soon  learn  what  they  are  for. 

We  will  begin  this  morning  with  the  testimony  of  the  Secretary 
of  Health  and  Human  Services,  Dr.  Louis  Sullivan,  regarding  the 
administration's  approach  to  the  problems  of  the  U.S.  health  care 
system. 

Dr.  Sullivan,  welcome  back.  We  are  pleased  to  have  you  with  us 
this  morning.  We  appreciate  the  fact  that  you  participated  with  us 
at  West  Point  at  our  retreat.  I  think  you  learned  a  little  more 
about  our  problems,  as  did  we.  We  are  pleased  to  have  you  with  us 
this  morning.  We  are  looking  forward  to  hearing  your  testimony. 

(711) 


712 


STATEMENT  OF  HON.  LOUIS  W.  SULLIVAN,  M.D.,  SECRETARY,  U.S. 
DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Secretary  Sullivan.  Thank  you  very  much,  Mr.  Chairman  and 
members  of  the  committee.  I  am  grateful  to  you  indeed  for  this  op- 
portunity to  appear  before  you  to  discuss  our  Nation's  health  care 
system.  I  would  appreciate  having  my  written  statement  entered 
into  the  record. 

Chairman  Rostenkowski.  Your  entire  testimony,  Secretary  Sulli- 
van, will  be  included  in  the  record. 
Secretary  Sullivan.  Thank  you. 

As  a  physician  I  have  always  believed  in  being  truthful  to  my  pa- 
tients both  about  their  condition  as  well  as  their  treatment  options. 
I  hope  that  this  morning  as  a  public  official  I  can  convey  to  you 
this  critical  point. 

The  two  primary  health  care  reform  dilemmas  of  expanding 
health  care  access  and  containing  health  care  costs  simply  do  not 
lend  themselves  to  easy  conclusions.  True  reform  means  we  must 
make  tough  choices  about  the  distribution  of  finite  and  precious 
health  care  resources. 

While  many  reform  schemes  have  been  offered,  I  am  convinced 
that  there  are  currently  no  comprehensive  reform  plans  that  repre- 
sent a  clear  improvement  over  our  current  system.  When  it  comes 
to  health  care  reform,  the  vow  that  I  took  some  33  years  ago  when 
I  became  a  physician  is  especially  relevant  today:  "Primum  non 
nocere."  First  of  all,  do  no  harm. 

Despite  its  problems  I  know  firsthand  that  the  quality  of  our 
health  care  is  second  to  none.  That  is  a  truth  we  should  not  forget 
as  we  work  to  reform  health  care  delivery. 

I  also  know  there  is  room  for  improvement.  Employers  and  medi- 
cal professionals  must  confront  the  ever-escalating  costs  of  health 
care.  Many  working  Americans  are  priced  out  of  the  market  for 
coverage.  And  even  those  who  can  afford  it  do  not  always  have 
ready  access  to  coverage  or  to  the  provision  of  care. 

President  Bush  cares  about  those  Americans  who  need  answers 
to  their  health  care  dilemmas,  and  that  is  why  he  gave  me  the 
charge  to  examine  the  quality,  accessibility  and  cost  of  the  health 
care  system.  As  you  know,  I  have  an  in-house  task  force  to  examine 
reform  proposals,  and  the  Quadrennial  Commission  on  Social  Secu- 
rity is  also  studying  this  issue.  Additional  studies  are  being  under- 
taken by  the  Department  of  Labor,  the  National  Governors'  Asso- 
ciation, and  various  private  sector  groups. 

These  studies  can  be  helpful  in  understanding  the  problem,  ways 
to  address  it  and  how  much  reform  is  going  to  cost  the  American 
economy  or  taxpayer.  Without  a  well-considered  map  to  reform,  I 
am  concerned  we  will  take  a  time-consuming  detour,  as  has  hap- 
pened in  the  past.  This  is  an  extraordinarily  difficult  problem  and 
recent  experience  dictates  that  we  should  not  act  rashly. 

An  inestimable  lesson  of  past  efforts  in  health  care  reform  is 
that  it  is  critical  to  inform  the  American  people  about  reform  op- 
tions and  their  consequences  in  order  to  build  a  consensus  about 
what  needs  to  be  done.  Moreover,  any  enthusiasm  for  new  Govern- 
ment expenditures  should  be  seriously  tempered  by  the  reality  that 
the  hard-pressed  taxpayer  does  not  want  to  take  any  more  money 
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out  of  the  family  budget  and  put  it  in  the  Federal  budget  without  a 
high  degree  of  confidence  that  it  is  money  well-spent. 

I  am  committed  to  ensuring  that  future  efforts  at  reform  have  a 
long-life,  unlike  the  short-lived  Medicare  catastrophic  law.  That 
means  we  must  listen  to  and  learn  from  the  American  people 
about  what  they  want,  who  is  going  to  pay  and  how  much.  It  is  in- 
teresting that  experts  have  found  that  support  for  health  care 
reform  dwindles  as  the  public's  understanding  increases  about  the 
price  tag  for  the  change.  When  it  comes  to  radical  health  care 
change,  ignorance  may  very  well  be  bliss. 

Change  in  our  current  health  care  system  is  coming.  My  belief  is 
that  any  reform  efforts  must  be  guided  by  certain  principles.  The 
vision  animating  my  quest  for  reform  is  that  every  American,  re- 
gardless of  condition  of  life,  should  be  able  to  obtain  necessary 
health  care. 

Building  on  our  strengths.  As  we  move  toward  reform,  we  should 
not  destroy  what  is  good  in  our  current  system.  Do  no  harm. 

We  should  not  forget  that  we  have  much  for  which  we  can  be 
proud  in  our  health  care  system — our  technology  is  without 
equal — our  patient  care  is  without  parallel — and  our  research  ef- 
forts are  without  peer.  Our  system  serves  the  vast  number  of 
Americans  well. 

It  would  be  a  grave  disservice  to  the  American  people  to  destroy 
what  is  good  in  our  health  care  system,  specifically  the  choice  and 
quality  of  care,  by  radical  transformation.  Amidst  the  cacophony  of 
cries  condemning  our  system,  we  sometimes  cannot  hear  the  rea- 
soned reminders  that:  approximately  85  percent  of  Americans  have 
health  care  coverage;  we  enjoy  a  steady  supply  of  brilliant  medical 
talent;  we  have  the  best  technology  in  the  world;  and  there  is  a  na- 
tionwide system  of  hospital  and  other  health  facilities  which,  how- 
ever stressed,  are  a  bedrock  of  security  for  the  injured  and  ill  of 
our  country. 

You  have  heard  from  some  who  look  beyond  our  borders  for  a 
health  delivery  model  to  impose  upon  our  Nation.  These  advocates 
for  foreign  imports  suggest  that  we  scrap  our  entire  health  care 
system  and  make  a  radical  reform  to  nationalized  medicine— they 
often  point  to  Canada  as  a  model.  But  state-run  health  care  has 
some  very  serious  problems  including  long  waiting  lists  for  critical 
medical  procedures  and  rationing  of  care. 

In  fact,  medical  ' 'refugees"  flee  into  our  country  seeking  medical 
treatments  unavailable  in  their  own  countries  or  which  require 
long  waiting  lists,  under  the  state-run  health  programs.  But  where 
would  Americans  be  if  our  pluralistic  health  care  system  were  de- 
stroyed? 

There  are  also  significant  cultural  barriers  to  imposing  foreign 
health  reform  models  on  our  country.  We  Americans  demand  the 
best  care  whether  it  be  the  latest  technology,  the  most  effective 
procedure  or  the  premiere  medical  talent — we  are  not  inclined  to 
settle  for  second  best  or  wait  for  service.  Our  disposition  demands 
that  we  get  service  and  we  get  it  now.  Even  those  among  us  who 
are  less  advantaged  share  this  disposition. 

Some  experts  believe  that  changing  to  a  Canadian-type  system 
would  cost  anywhere  between  an  additional  $200  billion  to  $350  bil- 
lion in  Government  spending.  For  the  American  taxpayer  that 


714 


could  mean  a  tax  hike  of  14  percent,  that,  for  example,  could  give 
us  a  top  marginal  tax  bracket  of  nearly  50  percent. 

Clearly,  there  is  room  for  improvement  in  our  current  health 
care  system.  And  that  brings  me  to  another  principle  behind  my 
reform  efforts,  that  is  controlling  unsustainable  increases  in  cost  of 
health  care.  True  reform  will  elude  us  unless  we  find  creative  and 
fair  ways  to  liberate  finite  resources  for  improved  access. 

If  we  do  not  stem  the  growth  of  costs  we  will  be  in  danger  of  not 
having  the  resources  available  for  improving  access  for  the  unin- 
sured. Health  care  costs  are  increasing  at  such  a  rate,  particularly 
for  entitlements,  that  it  will  crowd  out  other  social  goals  such  as 
housing  and  education  in  the  distribution  of  Government  resources. 
Without  action,  health  care  costs  will  threaten  to  overwhelm  Fed- 
eral and  family  budgets.  Health  care  expenditures  have  risen  70 
percent  faster  than  GNP  since  1970  while  health  care  prices  have 
risen  60  percent  faster  than  general  price  inflation. 

An  area  where  we  have  witnessed  astronomical  growth  in  health 
expenditures  has  been  in  publicly  funded  health  programs.  For  ex- 
ample, health  entitlements  will  soon  surpass  Social  Security  as  the 
single  largest  component  of  mandatory  spending.  Today,  Medicare 
is  about  7  percent  of  the  Federal  budget.  But  it  is  on  a  growth  path 
that  could  exceed  30  percent  of  the  Federal  budget  by  the  year 
2025.  From  1990  to  1992,  costs  in  the  Medicaid  program  will  grow 
by  an  astronomical  46  percent. 

This  growth  rate  in  Federal  health  expenditures  is  simply  unsus- 
tainable. The  administration  has  advanced  a  bold,  fair  and 
thoughtful  proposal  in  its  budget  submission  by  suggesting  that  we 
reduce  taxpayer  subsidies  to  very  wealthy  Medicare  enrollees. 

Doesn't  it  make  sense  that  an  individual  who  has  a  yearly 
income  exceeding  $125,000  pay  a  little  more  on  his  subsidized  bene- 
fit so  that  we  will  have  more  money  available  to  pay  for  immuniza- 
tions for  the  poor  child  across  town? 

I  realize  that  the  savings  are  modest  from  this  proposal,  but  that 
misses  the  point.  What  is  striking  about  this  proposal  is  that  it 
asks  the  wealthy  to  pay  a  little  more  for  a  subsidized  benefit.  It  is 
both  about  simple  fairness  and  focusing  attention  to  the  true  cost 
of  the  benefits.  It  also  addresses  what  I  believe  is  a  central  issue  in 
health  care  reform,  the  allocation  of  finite  and  precious  health  re- 
sources. 

Another  element  that  drives  up  the  cost  is  found  in  the  Tax 
Code.  Because  employer-provided  group  insurance  is  often  bought 
with  untaxed  dollars,  an  anomaly  occurs  whereby  a  worker  in  a 
low-wage  job  without  health  insurance  subsidizes,  through  payment 
of  his  income  taxes,  the  corporate  health  plans  of  individuals 
whose  employers  happen  to  provide  them  with  an  expensive  health 
insurance  plan.  In  short,  this  is  reversed  Robin  Hood. 

It  is  important  to  consider  that  98  percent  of  the  $56  billion  in 
tax  expenditures  for  employer-provided  health  plans  go  to  people 
above  the  poverty  line.  When  you  include  Medicare,  Medicaid  and 
other  Government  programs,  the  picture  does  not  improve  dramati- 
cally. For  fiscal  year  1992,  total  health  expenditures  are  estimated 
at  over  $250  billion.  Only  $53  billion  or  21  percent  of  that  amount 
is  estimated  to  go  to  the  poor. 
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Hospitals  also  can  contribute  to  the  problem  of  spiraling  costs 
when  they  compete  for  both  the  top  physicians  and  the  patients 
that  the  doctors  attract.  In  this  "game"  of  competition,  hospitals  at 
times  overbuild  and  overpurchase  expensive  technology  which  they 
must  then  overutilize  in  order  to  generate  the  necessary  income  to 
pay  for  these  capital  expenditures. 

And  health  consumers  also  play  a  role  in  cost  inflation.  Simply 
put,  when  people  purchase  health  services  their  behavior  is  differ- 
ent than  when  they  buy  other  goods  and  services  in  the  market- 
place. Because  third  party  insurance  picks  up  the  tab,  they  do  not 
question  the  appropriateness  or  the  cost  of  treatment.  And  the  fa- 
vorable tax  treatment  of  insurance  hides  from  them  the  true  cost 
of  their  own  health  care. 

We  are  challenged  to  find  the  keys  to  serious  cost  containment  or 
else  our  hopes  for  expanded  access  are  merely  pipe  dreams. 

The  next  principle  is  one  of  deep  concern  to  all  of  us.  No  Ameri- 
can should  go  without  necessary  health  care.  While  85  percent  of 
Americans  have  health  coverage,  the  remaining  15  percent  do  not. 

The  15  percent  who  are  uninsured  are  not  a  homogenous  group. 
Some  work  for  small  businesses  that  do  not  provide  health  insur- 
ance; others  are  self-employed  and  cannot  find  affordable  coverage; 
others  are  not  poor  and  choose  not  to  purchase  insurance;  still 
others  without  insurance  are  among  the  most  needy  in  our  society. 

There  is  not  a  uniform  solution  to  their  health  care  coverage 
problems. 

For  those  who  work  for  small  business,  we  need  to  find  ways  to 
make  insurance  more  available  and  more  affordable  for  them  and 
their  employers.  For  the  self-employed  some  are  recommending 
that  we  consider  changes  in  the  tax  policy  that  would  give  them  a 
better  opportunity  to  purchase  health  insurance.  And  for  the 
needy,  we  must  strengthen  our  safety  net  and  simplify  access  to 
publicly  funded  programs.  The  fundamental  weakness  of  all  nation- 
al health  plans  is  their  attempt  to  apply  a  "one  size  fits  all"  solu- 
tion to  groups  of  the  uninsured  with  varying  needs. 

For  example,  even  if  tomorrow  we  put  a  national  health  insur- 
ance card  in  the  hands  of  every  American,  some  of  our  most  per- 
plexing health  care  problems  would  persist.  Escalating  costs  would 
continue  their  upward  path.  Those  in  underserved  areas  would  still 
lack  access.  And  behavioral  problems  would  continue  to  be  a  blight 
on  our  Nation's  health. 

Instead  of  uniform  solutions,  I  return  to  the  fundamental 
strength  of  our  current  delivery  system — the  competition  that  pro- 
duces quality  and  innovation,  the  exercise  of  personal  choice  which 
produces  variety,  and  the  marketplace  in  which  negotiation  pro- 
duces value.  The  challenge  seems  to  be  that  we  must  work  to 
extend  the  benefits  of  this  to  all  Americans. 

There  is  some  promise  in  improving  access  through  small  market 
reform  which  is  currently  being  discussed.  Rather  than  "redlining" 
groups  out  of  insurance  coverage,  I  want  to  see  the  insurance  in- 
dustry "greenlining"  coverage  to  make  it  more  affordable  and  more 
accessible  for  those  lacking  financial  protection. 

I  am  extremely  impressed  by  the  large  numbers  of  demonstra- 
tion projects  underway  in  our  States — we  have  much  to  learn  from 
these  critical  and  practical  laboratories  for  reform.  By  "test  mar- 
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keting"  reform  options,  these  demonstration  projects  are  showing 
what  works  and  what  can  be  adopted  on  a  larger  scale. 

Still  another  avenue  that  some  have  suggested  to  make  insur- 
ance more  affordable  is  through  the  Tax  Code.  There  has  been  dis- 
cussion of  limiting  tax  preference  for  expensive  plans,  and  provid- 
ing credits  to  assist  the  uninsured  to  purchase  coverage. 

But  making  health  insurance  more  affordable  will  not  solve  the 
problem  of  all  Americans — the  poor  and  the  near  poor — may  still 
have  difficulty  gaining  access  to  necessary  care.  We  must  improve 
access  through  our  safety  net  programs  that  serve  this  population. 

The  Medicaid  program  has  been  an  important  element  in  efforts 
to  improve  access.  The  Medicaid  program  has  serious  problems — 
exploding  costs  and  sometimes  unwieldy  mandates.  But  there  is  a 
refreshing  breeze  of  change  that  is  beginning  to  sweep  across  the 
country. 

Instead  of  moving  toward  an  untargeted  and  expensive  expan- 
sion coupled  with  an  unworkable  mandate,  we  should  help  repli- 
cate innovative  experiments  that  improve  access  without  imposing 
unmanageable  costs. 

For  example,  one  program  I  refer  to  in  my  written  statement, 
targets  the  problem  of  infant  mortality  by  providing  coordinated 
maternal  care  services  to  pregnant  women.  The  most  important 
concept  is  that  it  promotes  access  in  assisting  the  patients  in  ob- 
taining the  array  of  services  needed.  At  the  same  time,  the  pro- 
gram avoids  the  costly  duplication  of  treatment  and  promotes  the 
appropriateness  of  care. 

Often,  we  here  in  Washington  neglect  the  simple  but  profound 
truth  which  is  another  reform  principle — personal  behavior  is  inex- 
tricably linked  to  the  maintenance  of  health  and  to  the  prevention 
of  illness  and  disability.  As  you  know,  I  have  spoken  around  the 
country  about  the  need  for  a  "culture  of  character."  Simply  put, 
individuals  must  be  held  accountable  for  their  actions.  The  top  10 
causes  of  premature  death  in  our  country  are  all  significantly  in- 
fluenced by  personal  behavior  and  lifestyle  choices. 

I  am  deeply  concerned  about  the  impact  on  the  health  status  of 
our  poor  and  minority  populations,  of  profoundly  destructive  be- 
haviors such  as  drug  abuse,  out-of-wedlock  birth  and  the  violence 
in  our  inner  cities.  During  the  period  of  the  100  hour  land  war, 
more  young  Americans  died  on  the  mean  streets  of  our  cities  than 
were  killed  in  the  sands  of  the  Middle  East. 

We  will  not  relent  in  our  efforts  to  strengthen  the  health  care 
system.  But  the  better  part  of  wisdom  informs  us  that  the  numera- 
tor of  health  access  must  be  balanced  by  the  denominator  of 
healthy  behavior.  Our  safety  net  will  be  weak,  unless  our  moral 
fiber  is  strong. 

There  is  no  magic  wand  to  wave  to  make  reform  appear.  Robert 
Reischauer,  Director  of  the  CBO  observed,  "There  are  no  silver  bul- 
lets." 

To  achieve  meaningful  reform,  I  believe  we  must  reform  our 
thinking  about  our  health  care  system.  The  paramount  discussion 
here  is  the  questions  of  equity  in  the  distribution  of  finite  health 
resources. 

It  is  critical  that  we  reexamine  our  spending  priorities  for  pre- 
cious health  dollars. 
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President  Bush  shares  my  commitment  to  effective  reform.  He  is 
insistent  that  we  carefully  devise  reform  proposals  that  can  be 
shown  to  improve  our  current  system  and  not  undermine  its 
strengths.  He  knows  the  American  people  would  recognize  a  "quick 
fix"  as  bad  medicine  for  our  health  care  system. 

Mr.  Chairman,  you  and  the  members  of  this  committee  have 
always  shown  your  dedication  to  this  health  care  issue.  I  want  to 
work  with  you  to  forge  a  healthy  future  for  our  citizens.  I  am  inter- 
ested in  a  carefully  considered  healthy  menu  for  reform,  not  one  of 
the  caloric  fast  food  pleasing  to  the  political  palate  but  devoid  of 
nutrition.  The  latter  is  not  what  this  doctor  ordered. 

I  welcome  your  comments  and  questions. 

Chairman  Rostenkowski.  Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  LOUIS  W.  SULLIVAN,  M.D. 
SECRETARY  OF  HEALTH  AND  HUMAN  SERVICES 
DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 

Mr.  Chairman  and  Members  of  the  Committee: 

I  want  to  thank  you  for  inviting  me  to  appear  at  this  hearing  to 
address  an  issue  of  paramount  importance  to  the  American  people. 
Health  care  reform  touches  the  lives  of  all  Americans  and  it  is 
of  vital  concern  to  me  and  the  President. 

As  a  physician,  I  have  always  believed  in  being  truthful  with  my 
patients  about  both  their  condition  and  their  treatment  options. 
And  I  hope  that  this  morning,  as  a  public  official,  I  can  convey 
to  you  this  critical  point  —  the  two  primary  health  care  reform 
dilemmas  of  expanding  health  care  access  and  containing  health 
care  cost  simply  do  not  lend  themselves  to  easy  solutions.  True 
reform  means  that  we  must  make  tough  choices  about  the 
distribution  of  finite  precious  health  resources. 

While  many  reform  schemes  have  been  offered,  I  am  convinced  that 
there  are  currently  no  comprehensive  reform  plans  that  represent 
a  clear  improvement  over  our  current  system.  And  when  it  comes  to 
health  care  reform,  the  vow  that  I  recited  thirty-three  years  ago 
when  I  became  a  physician  is  especially  relevant:   "primum  non 
nocere.     First,  of  all,  do  no  harm." 

Despite  its  problems,  I  know  first  hand  that  the  quality  of  our 
health  care  is  second  to  none.  That  is  a  truth  we  should  not 
forget  as  we  work  to  reform  health  care  delivery. 

I  also  know  that  there  is  room  for  improvement.  Employers  and 
medical  professionals  must  confront  the  ever-escalating  costs  of 
health  care.  Many  working  Americans  are  priced  out  of  the 
market  for  coverage.  And  even  those  who  can  afford  it  do  not 
always  have  ready  access  to  coverage  or  to  the  provision  of  care. 

President  Bush  cares  about  those  Americans  who  need  answers  to 
their  health  care  dilemmas,  and  that  is  why  he  gave  me  the  charge 
to  examine  the  quality,  accessibility  and  cost  of  the  health  care 
system.  As  you  know,  I  have  an  in-house  task  force  to  examine 
reform  proposals,  and  the  Quadrennial  Commission  on  Social 
Security  is  also  studying  this  issue.  Additional  studies  are 
being  undertaken  by  the  Department  of  Labor,  the  National 
Governors  Association  and  various  private  sector  groups. 

These  studies  can  be  helpful  in  understanding  the  problem,  ways 
to  address  it  and  how  much  reform  is  going  to  cost  the  American 
economy  or  taxpayer.  Without  a  well-considered  map  to  reform,  I 
am  concerned  we  will  take  a  time-consuming  detour,  as  has 
happened  in  the  past.  This  is  an  extraordinarily  difficult 
problem  and  recent  experience  dictates  that  we  should  not  act 
rashly. 

An  inestimable  lesson  of  past  efforts  in  health  care  reform  is 
that  it  is  critical  to  inform  the  American  people  about  reform 
options  and  their  consequences  in  order  to  build  a  consensus 
about  what  needs  to  be  done.  Moreover,  any  enthusiasm  for  new 
government  expenditures  should  be  seriously  tempered  by  the 
reality  that  the  hard-pressed  taxpayer  does  not  want  to  take  any 
more  money  out  of  the  family  budget  and  put  it  in  the  federal 
budget  without  a  high  degree  of  confidence  that  it  is  money  well- 
spent  . 

I  am  committed  to  ensuring  that  future  efforts  at  reform  have  a 
long-life,  unlike  the  short-lived  Medicare  Catastrophic  law.  That 
means  we  must  listen  to  and  learn  from  the  American  people  about 
what  they  want,  who  is  going  to  pay  and  how  much.  It  is 
interesting  that  experts  have  found  that  support  for  health  care 
reform  dwindles  as  the  public's  understanding  increases  about  the 
price  tag  for  the  change.  When  it  comes  to  radical  health  care 
change,  ignorance  may  very  well  be  bliss. 

Change  in  our  current  health  care  system  is  coming.  My  belief  is 
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that  any  reform  efforts  must  be  guided  by  certain  principles.  The 
vision  animating  my  quest  for  reform  is  that  every  American, 
regardless  of  condition  of  life,  should  be  able  to  obtain 
necessary  health  care. 

BUILDING  ON  OUR  STRENGTHS 

-    As  we  move  toward  reform,  we  should  not  destroy  what  is  good 
in  our  current  system.  Do  no  harm. 

We  should  not  forget  that  we  have  much  for  which  we  can  be  proud 
in  our  health  care  system  -  our  technology  is  without  equal  -  our 
patient  care  is  without  parallel  -  and  our  research  efforts  are 
without  peer.  Our  system  serves  the  vast  number  of  Americans 
well. 

It  would  be  a  grave  disservice  to  the  American  people  to  destroy 
what  is  good  in  our  health  care  system,  specifically  the  choice 
and  quality  of  care,  by  radical  transformation.  Amidst  the 
cacophony  of  cries  condemning  our  system,  we  sometimes  cannot 
hear  the  reasoned  reminders  that 

o  approximately  85  percent  of  Americans  have  health  care, 
coverage , 

o  we  enjoy  a  steady  supply  of  brilliant  medical  talent, 
o  we  have  the  best  technology  in  the  world, 
o  and  there  is  a  nationwide  system  of  hospital  and  other 
health-facilities  which,  however  stressed,  are  a  bedrock 
of  security  for  the  injured  and  ill  of  our  country. 

You  have  heard  from  some  who  look  beyond  our  borders  for  a  health 
delivery  model  to  impose  upon  our  nation.  These  advocates  for 
foreign  imports  suggest  that  we  scrap  our  entire  health  system 
and  make  a  radical  reform  to  nationalized  medicine  —  they  often 
point  to  Canada  as  a  model.  But  the  Canadian  system  has  some  very 
serious  problems. 

Consider  these  sobering  facts  that  analysts  have  observed  about 
the  Canadian  system: 

o        Canada  cannot  control  costs  any  better  than  the  United 
States.  From  1967  through  1987,  inflation  adjusted  per 
capita  health  care  spending  rose  at  an  average  annual  rate 
of  4.58  percent  in  Canada,  compared  to  4.38  in  the  U.S. 

o       Access  continues  to  be  a  dilemma  for  the  Canadians.  For 

instance:  in  the  Canadian  province  of  British  Columbia  the 
average  wait  for  heart  surgery  is  five  months. 

o        Experts  believe  that  changing  to  a  Canadian-type  system 

would  cost  anywhere  between  an  additional  $200  billion  and 
$350  billion  in  government  spending.  For  the  American 
taxpayer,  that  could  mean  a  tax  hike  of  14  percent  —  that 
for  example,  could  give  us  a  top  marginal  tax  bracket 
of  nearly  50  percent! 

In  fact,  medical  "refugees"  flee  into  our  country  seeking  medical 
treatments  that  are  unavailable  or  require  long  waiting-lists 
under  the  state-run  health  programs  in  their  native  lands.  But 
where  would  Americans  flee,  if  our  pluralistic  health  care  system 
was  destroyed? 

Americans  would  simply  not  submit  to  what  might  be  referred  to  as 
the  "cultural"  requirements  of  a  state-run  health  care  system.  We 
have  our  own  unique  history  and  experience  with  our  own  health 
care  system.  For  example,  we  like  to  chose  who  our  doctors  are, 
and  we  do  not  want  to  rely  on  waiting  lists  for  treatment.  We 
often  insist  on  certain  courses  of  treatment  or  specific  types  of 
medication.     Moreover,  we  do  not  want  to  be  told  by  a  government 
bureaucracy  how  we  are  to  be  treated. 

The  public  should  beware  that  there  are  "wolves  in  sheep's 
clothing"  when  it  comes  to  national  health  plans  that  masquerade 
in  clever  disguises.  An  example  is  the  so-called  "play  or  pay 
plan"  that  is  popular  in  certain  quarters.  Such  federal  mandates 
have  large  economic  and  human  costs.  Moreover,  this  mandate  would 
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set  us  on  the  road  to  national  health  insurance,  with  its 
cumbersome  bureaucracy . 

Why  do  I  say  this?  As  witnessed  by  the  growth  of  state-imposed 
insurance  mandates  today,  the  ease  with  which  government  can 
expand  benefits  through  mandated  employer  insurance  is  nearly 
irresistible.     As  benefit  requirements  expand,  so  will  the  levies 
on  employers,  creating  larger  centralized  pools  of  tax  dollars  in 
parallel  with  centralized  decisions  about  benefits.     From  this  it 
will  be  an  easy  step  to  argue  that  since  governments  hold  both 
the  definition  of  benefits  and  the  payment  resources,  efficiency 
will  be  enhanced  by  taking  the  last  step  to  national  health 
insurance. 

But  if  some  are  undaunted  in  their  enthusiasm  for  "play  or  pay," 
I  draw  your  attention  to  a  New  York  Times  front  page  headline  of 

two  weeks  ago    "Health  Plan  Falters  in  Massachusetts  Slump." 

If  this  idea  is  not  working  in  one  small  northeastern  State,  it 
seems  foolhardy  to  impose  this  on  our  vast  and  varied  nation  of 
250  million  people. 

Let  us  deceive  neither  ourselves  nor  the  American  people  - 
achieving  reform  is  a  vexing  question.     I  want  to  underscore 

this  point    there  is  no  magic  wand  to  wave  that  will  make 

reform  appear.  As  a  physician  and  medical  educator  and  not  a 
psychologist,  I  would  make  an  analogy  between  the  different  views 

of  the  health  care  problem  and  the  Rorschach  test    those  ink 

blots  psychologists  use  to  analyze  a  person's  personality.  The 
interpretations  of  the  health  care  ink  blots  vary  widely.  For 
example: 

o        Health  care  providers,  and  particularly  hospitals,  see  the 
problem  as  one  primarily  of  uncompensated  care.  They  see 
overloaded,  and  inappropriately  used  emergency  rooms, 
because  many  of  the  uninsured  do  not  have  a  regular  doctor, 
and  do  not  seek  regular  care. 

o        Insurers    see  intensifying  competition  for  low-risk  policy 
holders.  They  also  see  cost-shifting  by  providers  to  recoup 
for  uncompensated  care. 

o        Employers    see  medical  costs  ballooning,  and  they  worry 

about  how  this  will  affect  costs  and  thus  competitiveness. 

o        Workers  see  out-of-pocket  health  care  costs  climbing  and 
insurance  coverage  shrinking  —  or  not  available  at  all. 

o        Self-employed  persons   or  other  workers  not  covered  by  an 

employer-sponsored  plan  —  see  insurance  premiums  climbing 
beyond  their  ability  to  pay. 

o        Governments  at  all  levels  see  health  care  programs  for  those 
unable  to  provide  for  themselves  consuming  a  percentage 
of  spending  never  imagined  when  public  programs  were 
started. 

o        Physicians  see  both  public  and  private  reimbursement 

schedules  and  regulations  as  interfering  with  the  doctor- 
patient  relationship  while  malpractice  insurance  becomes 
unaf fordable. 

As  one  of  the  public  officials  responsible  for  the  nation's 
health,  I  see  a  common  pattern  in  those  ink  spots.  Dollar  signs 
are  clearly  discernable.  And  that  brings  me  to  a  critical 
principle  of  health  care  reform  -  cost  containment. 


MAKING  HEALTH  CARE  AFFORDABLE 

-  We  are  challenged  to 

control  unsustainable  increases  in  the  cost  of  health 
care;  and 

find  creative  and  fair  ways  to  liberate  finite 
resources  for  improved  access. 

Cost  control  is  important  because  it  is  the  handmaiden  of  health 
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care  access.  Unless  we  continue  to  take  action  to  stem  the  growth 
of  costs  we  will  be  in  danger  of  not  having  the  resources 
available  for  improving  access  to  our  health  care  system  for  the 
uninsured.  But  even  more  is  at  stake,  health  care  costs  are 
increasing  at  such  a  rate,  particularly  for  the  federal 
government,  that  if  we  do  not  take  action,  health  care  will  crowd 
out  other  social  goals  such  as  education  and  housing  in  the 
distribution  of  government  resources. 

We  know  that  we  have  finite  resources  for  health  care,  and  that 
we  constantly  face  questions  concerning  the  distribution  of  this 
valuable  commodity.  As  a  former  Medical  Administrator,  I  know  the 
hard  choices  that  often  have  to  be  made.  And,  we  too,  as  public 
officials  must  create  a  system  with  good  intrinsic  incentives 
that  will  direct  choices  in  the  most  beneficial  and  cost 
effective  way. 

Americans  will  spend  some  $650  billion  or  more  than  12  percent  of 
gross  national  product  on  health  care  in  1991.  This  compares  with 
5.3  percent  in  1960,  a  bit  more  than  7  percent  in  1970,  and  a 
little  over  9  percent  in  1980.  Health  care  expenditures  have 
risen  70  percent  faster  than  GNP  since  1970  while  health  care 
prices  have  risen  60  percent  faster  than  general  price  inflation. 

Unlike  some,  I  do  not  argue  that  12  percent  of  GNP  is  empirically 
too  high.  And,  unlike  others,  I  do  not  argue  that  we  must  spend 
substantially  more.  But,  with  an  aging  society,  there  is  a 
built-in  tendency  for  care  costs  to  rise  if  nothing  else  is  done. 

An  area  where  we  have  witnessed  an  astronomical  growth ^in  health 
expenditures  has  been  in  publicly-funded  health  programs.  For 
example: 

Health  entitlements  will  soon  surpass  Social  Security 
as  the  single  largest  component  of  mandatory  spending. 

Today,  Medicare  is  about  7  percent  of  the  federal 
budget.     But  it  is  on  a  growth  path  that  could  exceed 
30  percent  of  the  federal  budget  by  the  year  2025! 

From  1990-1992,  costs  in  medicaid  program  will  grow  by 
an  astronomical  46  percent.     This  growth  rate  is  simply 
unsustainable . 

We  in  government  have  a  special  responsibility  to  reevaluate 
Medicare  and  Medicaid  to  determine  how  we  can  further  restrain 
the  growth  in  these  programs.  If  we  are  unwilling  to  summon  the 
courage  to  take  steps  to  control  these  costs,  reform  is  a 
chimera. 

The  Administration  and  Congress,  with  this  Committee  playing  a 
major  role,  have  forged  important  Medicare  cost  control  measures. 
But  frankly,  much  more  needs  to  be  done  if  we  are  going  to  keep 
this  program  solvent  in  the  next  century. 

The  "graying  of  America"  demands  that  we  take  action  today,  so 
that  we  will  have  a  strong  system  tomorrow.  It  is  critical  to 
keep  in  mind  that  this  explosion  in  health  care  spending  is  in 
mandatory  programs  -  not  discretionary. 

The  Medicaid  program  has  been  expanded  in  recent  years  to  cover 
more  and  more  individuals.  But  it  is  not  clear  that  this  action 
has  translated  into  improved  access  to  health  care.  A  recent 
report  illustrated  the  dilemma  facing  the  troubled  Medicaid 
program  in  New  York  State.  At  the  same  time  costs  are  exploding, 
the  program  has  a  difficult  time  providing  basic  health  care  to 
the  poor  for  whom  the  program  was  intended. 

Fortunately,  states  are  exploring  various  approaches,  to  get  a 
handle  on  costs  while  not  threatening  service  to  the  needy.  I 
have  directed  the  reform  studies  in  my  Department  to  thoroughly 
review  both  the  Medicaid  and  Medicare  programs  to  determine  areas 
in  which  changes  may  be  necessary. 

Another  element  that  drives  escalating  costs  is  found  in  the  tax 
code.  Because  employer-provided  group  insurance  is  often  bought 
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with  untaxed  dollars,  an  anomaly  whereby  a  worker  in  a  low-wage 
job  without  health  insurance  subsidizes,  through  payment  of 
income  taxes,  the  corporate  health  plans  of  individuals  whose 
employers  happen  to  provide  them  with  health  insurance. 

Currently,  the  Federal  tax  code  allows  individuals  to  exclude 
from  taxable  income  100  percent  of  employer-provided  health 
insurance.  This  provides  an  incentive  for  employers  to  provide 
health  insurance  to  their  employees  and  encourages  employers  to 
provide  compensation  in  the  form  of  untaxed  health  benefits 
rather  than  taxable  cash  wages  or  salaries. 

This  exclusion  has  been  successful  in  encouraging  health  care 
coverage  in  the  sense  that  employer  contributions  for  group 
health  insurance  grew  from  $1.7  billion  in  1955  to  $115.3  billion 
in  1987.  However,  the  exclusion  also  has  a  significant  liability. 
This  policy  is  limitless:  and  since  employees  purchase  health 
benefits  in  before-tax  dollars,  it  encourages  extremely  broad, 
Cadillac  type  coverage. 

Most  importantly,  as  currently  structured,  this  exclusion  raises 
the  issue  of  fairness.  Is  it  fair  for  a  working  person  of  modest 
means  without  health  insurance  to  subsidize,  through  his  taxes, 
broad  coverage  for  non-essential  care  of  higher  income  workers? 

To  put  this  another  way,  many  would  say  that  the  Federal 
investment  in  our  health  care  system  should  focus  valuable  and 
finite  resources  on  those  most  needy.  Right  now,   it  doesn't  do 
that  very  well.  For  example,  98  percent  of  the  $56  billion  in  tax 
expenditures  for  employer-provided  health  plans  go  to  people 
above  the  poverty  line.  Even  when  you  include  Medicare,  Medicaid 
and  other  government  programs,  the  picture  does  not  improve 
dramatically.  For  fiscal  year  1992,  total  federal  health 
expenditures  are  estimated  at  over  $250  billion.     Only  $53 
billion  or  21  percent  of  that  amount  is  estimated  to  go  to  the 
poor. 

Another  critical  factor  driving  health  costs  is  the  growth  in 
medical  malpractice  suits  and  awards.  This  has  led  physicians  to 
practice  defensive  medicine  with  unnecessary  procedures  and 
tests. 

When  I  was  a  President  of  a  medical  school,  I  tried  to  impart  to 
my  students  the  importance  of  delivering  those  treatments  that 
were  the  most  appropriate  and  most  effective  for  the  care  and 
well-being  of  their  patients.  Yet,  the  world  has  certainly 
changed  -  in  this  way  for  the  worse.  Defensive  medicine  reigns. 

The  malpractice  explosion  affects  the  insurance  and  medical  bills 
of  each  and  every  American.  The  resulting  cost  of  unnecessary 
procedures,  tests  and  insurance  premiums  have  reportedly 
approached  $10  billion  each  year.  These  are  wasted  resources  — 
dollars  that  could  be  saved  or  put  to  use  for  expanded  access. 

Hospitals  also  can  contribute  to  the  problem  of  spiraling  costs 
when  they  compete  for  both  the  top  physicians  and  the  patients 
the  doctors  attract.  In  this  "game"  of  competition,  hospitals 
over-build  and  over-purchase  expensive  technology  which  they  must 
then  over-utilize  in  order  to  generate  the  necessary  income  to 
pay  for  these  capital  purchases. 

And  health  consumers  also  play  a  role  in  cost  inflation.  Simply 
put,  when  people  purchase  health  services  their  behavior  is 
different  than  when  they  buy  other  goods  or  services  in  the 
market  place.  Because  third  party  insurance  picks  up  the  tab, 
they  do  not  question  the  appropriateness  or  cost  of  the 
treatment.  And  the  favorable  tax-treatment  of  insurance  hides 
from  them  the  true  cost  of  their  own  health  care. 

There  is  another  obvious,  but  too  often  overlooked  factor, 
driving  costs  in  the  health  industry  -  personal  behavior.     I  will 
address  this  further,  but  I  think  it  is  important  to  point  out 
that  too  may  Americans  view  the  health  care  system  as  though  it 
were  a  general  "fix  it  shop." 

We  choose  behaviors  and  lifestyles,  which,  while  personally 
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gratifying  in  the  short  run,  are  harmful  to  our  health.  And  we 
expect  the  health  care  system  to  compensate  for  our  bad  habits, 
repair  the  consequences  of  our  indulgences,  and  assure  that  we 
live  long  lives.  Moreover,  we  expect  the  health  care  system  to 
address  problems,  as  if  it  were  a  substitute  for  wise  and  ethical 
health  behavior. 

While  the  factors  driving  costs  are  many,  the  solutions  to 
controlling  costs  are  difficult  and  they  involve  hard  choices. 
Simply  clamping  down  on  costs  in  one  area  has  negative 
ramifications  in  another  area.  Partial  regulatory  "solutions" 
lead  to  "gaming".  And  comprehensive  ones  may  produce  inefficient 
resource  allocation,  rationing  or  restrictions  on  consumer 
ability  to  choose  to  spend  on  health  care. 

But,  I  believe  that  we  must  begin  to  undertake  serious  cost 
containment  or  else  our  hopes  for  expanded  access  are  merely  pipe 
dreams.  Our  challenge  is  to  think  anew  about  the  allocation  of 
finite  health  care  resources. 

I  believe  that  the  Administration  has  advanced  a  bold,  fair  and 
thoughtful  proposal  in  its  budget  submission  by  suggesting  that 
we  reduce  taxpayer  subsidies  to  very  wealthy  Medicare  enrolles. 
The  Medicare  budget  savings  this  proposal  would  secure  could  be 
used  elsewhere  to  improve  access  to  care. 

Doesn't  it  make  sense  that  an  individual  who  has  a  yearly  income 
exceeding  $125,000  pay  a  little  more  on  his  taxpayer  subsidized 
benefit  so  we  will  have  more  money  available  to  pay  for 
immunizations  for  the  poor  child  across  town? 

I  realize  that  the  savings  are  modest  from  this  proposal  -  but 
that  misses  the  point.  What  is  in  fact  striking  about  this 
proposal  is  it  ask  the  wealthy  to  pay  a  little  more  for  a 
subsidized  benefit.  It  is  both  about  simple  fairness  and  focusing 
attention  to  the  true  cost  of  the  benefit.  How  many  beneficiaries 
—  indeed  how  many  workers  —  realize  that  75  percent  of  the 
Medicare  physician  benefit  is  paid  for  by  taxpayers? 

Mr.  Chairman,  you  and  Members  of  this  Committee,  working  with  the 
Administration,  have  forged  important  Medicare  reforms  to  control 
costs.  For  the  sake  of  our  children  and  our  grandchildren,  we 
cannot  reform,  we  cannot  allow  the  spiraling  growth  of  health 
entitlements  to  overwhelm  the  federal  and  family  budgets  into  the 
into  the  next  century. 

And  some  have  suggested  that  we  could  bring  greater  equity  to  the 
tax  treatment  of  health  benefit  plans  by  limiting  tax  preference 
for  health  insurance.  The  resources  obtained  might  then  be  used 
for  expanded  access.     Many  questions  remain  to  be  answered, 
however,  about  the  viability  of  changes  in  tax  policy. 

Another  concept  that  shows  some  promise  in  controlling  costs  and 
improving  access  is  managed  care.  Employers  and  insurers  are 
moving  toward  managed  care  —  especially  preferred  provider 
organizations  —  in  droves.     As  you  know,  these  PPOs  preserve 
considerable  choice  for  the  patient,  but  attach  a  financial 
incentive  to  encourage  people  to  use  the  higher  quality,  lower 
cost  providers.     Individual  companies  such  as  Allied  Signal  have 
realized  considerable  savings  from  managed  care. 

We  must  take  the  offensive  against  unnecessary  defensive 
medicine.     A  good  starting  point  would  be  for  Congress  to  adopt 
the  Administration's  malpractice  proposals.  These  proposals  would 
encourage  the  States  to  adopt  a  set  of  measures  to  bring  down 
malpractice  costs.  We  would  be  glad  to  work  with  members  of  this 
Committee  on  the  details  of  a  plan. 

We  are  also  making  major  efforts  in  the  Department,  through  our 
Agency  for  Health  Care  Policy  and  Research,  and  through  the 
Professional  Review  Organizations  to  address  quality  of  care 
issues  that  affect  the  incidence  of  malpractice. 

Through  seriously  controlling  costs,  I  think  we  would,   in  effect, 
establish  our  "bona  fides"  with  the  American  people  on  the  issue 
of  health  care  reform.     If  we  are  really  serious  about  moving 
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along  the  road  to  health  care  reform,  we  must  have  a  passion  for 
cost  control.     That  does  not  mean  we  are  putting  on  green 
eyeshades  to  embark  upon  cold-hearted  cost  cutting.     It  does  mean 
that,  if  we  are  going  to  be  warm-hearted  and  enhance  health  care 
access  for  the  needy  and  uninsured,  we  must  be  hard-headed  and 
make  cost  containment  an  imperative. 


PROMOTING  ACCESS 

-  No  American  should  be  locked  out  of  necessary  health  care. 

As  I  mentioned  earlier,  a  primary  issue  driving  health  care 
reform  is  the  issue  of  access.  We  can  all  agree  that  no  American 
should  be  locked  out  of  adeguate  medical  care.  While  85  percent 
of  Americans  have  health  coverage,  the  remaining  15  percent  do 
not.  We  must  consider  ways  to  improve  access  to  these  Americans. 

The  15  percent  who  are  uninsured  are  not  a  homogeneous  group. 
Some  work  for  small  business  that  do  not  provide  health 
insurance;  others  are  self-employed  and  can't  find  affordable 
coverage;  others  are  not  poor  and  choose  not  to  purchase 
coverage;  and  still  others  without  insurance  are  the  most  needy 
in  our  society. 

Since  the  uninsured  are  not  a  homogeneous  group,  there  is  not  a 
uniform  solution  to  their  health  care  coverage  problems.  For 
those  who  work  for  small  business,  we  need  to  find  ways  to  make 
insurance  more  affordable  for  them  and  their  employers.  For  the 
self  employed,  some  are  recommending  that  we  consider  changes  in 
the  tax  policy  that  would  give  them  a  better  opportunity  to 
purchase  health  insurance.  And  for  the  needy,  we  must  strengthen 
our  safety  net  and  simplify  access  to  those  programs. 

A  fundamental  weakness  in  all  of  the  national  health  care  plans 
is  what  I  refer  to  as  their  "one  size  fits  all"  approach.  There 
is  not  one  universal  panacea  for  our  health  coverage  ills.  Again, 
there  are  no  simple  solutions. 

For  example,  even  if  tomorrow,  we  put  an  insurance  card  in  the 
hands  of  every  American,  some  of  our  most  perplexing  health  care 
problems  would  persist.  Escalating  costs  would  continue  their 
upward  path.  Those  in  underserved  areas  would  still  lack  access. 
And  behavioral  problems  would  continue  to  be  a  blight  on  our 
nation's  health. 

Instead  of  uniform  solutions,  I  return  to  the  elements  of 
fundamental  strength  in  our  current  delivery  system  —  the 
competition  that  produces  quality  and  innovation,  the  exercise  of 
personal  choice  that  produces  variety,  and  the  marketplace  in 
which  negotiation  produces  value.  The  challenge  seems  to  be  that 
we  must  work  to  extend  the  benefits  of  this  to  all  Americans. 

Small  businesses  face  difficulties  in  purchasing  health  insurance 
for  their  workers.     Some  businesses  are  denied  coverage 
altogether  because  a  single  employee  has  a  chronic  illness. 
Other  businesses  face  rapid  increases  in  their  premiums  after  a 
worker  becomes  ill.     Some  interesting  approaches  have  been 
proposed  that  warrant  further  consideration. 

The  National  Association  of  Insurance    Commissioners,  the  Health 
Insurance  Association  of  America,  and  the  Blue  Cross/Blue  Shield 
Association  have  proposed  a  set  of  regulatory  reforms  intended  to 
guarantee  small  businesses  the  opportunity  to  buy  insurance  and 
to  assure  continuation  of  coverage  even  if  employees  become 
unhealthy  or  change  jobs.     The  reforms  also  would  place  some 
limits  on  both  initial  and  renewal  rates. 

These  reforms  show  some  promise,  though  many  difficult  issues 
still  need  to  be  resolved.     We  will  want  to  weigh  whether  this  is 
an  appropriate  area  into  which  the  federal  government  should 
step,  or  alternatively,   if  it  should  be  left  to  the  states  in 
their  traditional  roles  as  regulators  of  insurance. 

Rather  than  "redlining"  groups  out  of  insurance  coverage,  I  want 
to  see  the  insurance  industry  "greenlining"  coverage  to  make  it 
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more  affordable  and  accessible  for  those  lacking  protection. 

I  am  extremely  impressed  by  the  large  numbers  of  demonstration 
projects  under  way  in  our  States  —  we  have  much  to  learn  from 
these  critical  and  practical  laboratories  for  reform.  By  "test 
marketing"  reform  options,  these  demonstration  projects  are 
showing  what  works,  and  what  can  be  adopted  on  a  larger  scale. 
These  projects  have  strengths  and  weaknesses,  but  we  have  much  to 
learn  from  them  all. 

The  State  of  Washington  is  operating  a  demonstration  program  for 
persons  under  age  65  with  incomes  below  200  percent  of  the 
poverty  level  who  are  not  eligible  for  Medicaid.     The  so-called 
Basic  Health  Plan  (BHP)  uses  managed  care  and  a  limited  benefit 
package  to  try  to  hold  down  costs.     The  State  subsidizes  the 
enrollees'  premiums  on  a  sliding  scale  based  on  family  size  and 
income.     The  plan  operates  in  10  areas,  enrolling  nearly  20,000 
persons. 

Another  example  is  an  insurance-buying  cooperative  in  Cleveland 
which  has  drawn  together  over  6,200  small  employers  and  is 
insuring  125,000  employees  and  their  dependents.     The  use  of 
pooled  purchasing  power  called  COSE  (Council  of  Smaller 
Enterprises)  has  helped  make  insurance  more  available. 

A  promising  project  is  underway  in  Colorado  called  SCOPE  -  Shared 
Cost  Option  for  Private  Employers.  It  is  a  low-cost, 
comprehensive  indemnity  insurance  plan  for  small  businesses  that 
is  operating  in  all  of  the  state's  major  metropolitan  areas. 
This  plan  is  a  direct  result  of  small  employers'  frustration  with 
trying  to  find  affordable  health  care  coverage.  The  project 
planners  are  able  to  keep  premiums  low  by  requiring  high 
coinsurance  and  deductibles  for  inpatient  care  and  by  negotiating 
discounts  from  providers. 

Still  another  avenue  that  some  have  suggested  to  make  insurance 
more  affordable  is  through  the  tax  code  which  currently 
subsidizes  expensive  health  plans,  but  provides  little  help  to 
the  individual  who  cannot  afford  health  care.     There  has  been 
discussion  on  limiting  this  tax  deductibility,  and  providing 
credits  to  assist  the  uninsured  to  purchase  coverage. 

But  making  health  insurance  more  affordable  will  not  solve  the 
problems  of  all  Americans  -  the  poor  and  near  poor  -  may  still 
have  difficulty  gaining  access  to  necessary  care.     We  must 
improve  access  to  our  safety  net  programs  that  serve  this 
population. 

The  Medicaid  program  has  been  a  central  element  in  our  efforts  to 
expand  access.  Yes,  the  Medicaid  program  has  serious  problems  — 
exploding  costs  and  sometimes  unwieldy  mandates.  But,  there  is  a 
refreshing  breeze  of  change  that  is  beginning  to  sweep  across  the 
country. 

Instead  of  moving  toward  an  untargeted  and  expensive  expansion 
coupled  with  an  unworkable  mandate,  we  should  replicate 
innovative  experiments  that  expand  access  without  unmanageable 
cost. 

In  Alabama,  an  exciting  program  is  underway  targeted  to  pregnant 
mothers  and  infants  to  reduce  infant  and  fetal  mortality.  Under 
the  program,  the  State  contracts  with  primary  providers  which 
case  manage  all  pregnancy-related  medical  care  for  all  people  who 
are  Medicaid  eligible  in  specified  counties.     Primary  providers 
in  each  participating  county  are  paid  in  an  expanded  global  fee 
for  pre-natal,  delivery  and  post-partum  services.  Services 
received  include  a  coordinated  program  of  outreach  and  education, 
risk  assessment  of  maternity  cases  and  assurance  of  access  to 
physicians  and  hospitals. 

The  Kentucky  Patient  Access  and  Case  System  (KENPAC)  is  another 
promising  program.     It  is  a  primary  care  patient  management 
system  designed  to  reduce  cost,  prevent  unnecessary  utilization 
and  assure  adequate  access  to  primary  care  by  Medicaid  recipients 
24  hours  a  day  and  7  days  a  week.     Under  KENPAC,  Medicaid 
participants  are  required  to  see  a  physician  to  provide  through 
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an  ongoing  patient-physician  relationship,  primary  care  services, 
and  referral  for  all  necessary  specialty  services. 

These  experiments  demonstrate  that  we  can  reduce  Medicaid  costs 
while  preserving  quality  care.     Thinking  creatively  about  our 
current  system,  I  submit,   is  the  harbinger  of  genuine  reform. 

PROMOTING  HEALTHY  BEHAVIOR 

-  Personal  behavior  is  inextricably  linked  to  the  maintenance  of 
health  and  to  the  prevention  of  illness  and  disability.  Health 
care  reform  must  be  coupled  with  the  promotion  of  healthy 
behavior  among  the  American  people. 

Often,  we  in  Washington  neglect  the  simple  but  profound  truth 
that  personal  behavior  is  inextricably  linked  to  prevention  of 
illness  and  disability.  Some  may  question  this  self-evident 
truth.  They  would  have  us  believe  that  the  answer  to  all  of  our 
health  care  delivery  problems  is  simply  for  Uncle  Sam  to  write  a 
generous  check.  Common  sense  disputes  this  notion. 

Government  cannot  snatch  the  wine  glass  out  of  the  hand  of  the 
pregnant  woman,  government  cannot  fasten  your  seat  belt,  and 
government  cannot  push  you  off  the  couch  and  out  to  exercise. 

Yes,  we  can  educate  and  advocate  -  but  in  the  end  it  takes 
individuals  taking  responsibility  for  their  behavior. 
I  have  spoken  around  the  country  about  the  need  for  a  "culture  of 
character."    Simply  put,  individuals  must  be  held  accountable  for 
their  actions.     For  the  harsh  truth  is  that  a  high  percentage  of 
the  disease  and  disability  afflicting  the  American  people  is  a 
consequence  of  unwise  choices  of  behavior  and  lifestyle.  The  top 
ten  causes  of  premature  death  in  our  nation  are  significantly 
influenced  by  personal  behavior  and  life  style  choice. 

I  am  deeply  concerned  about  the  impact  on  the  health  status  of 
our  poor  and  minority  populations  of  such  profoundly  destructive 
behaviors  as  drug  abuse,  out-of-wedlock  births  and  the  horrifying 
violence  in  our  inner  cities.  During  the  period  of  the  100  hour 
land  war,  more  young  Americans  died  on  the  mean  streets  of  our 
big  cities  than  were  killed  in  the  sands  of  the  Middle  East. 

We  know,  for  example,  that  there  is  a  strong  relationship  between 
behavior  and  high  infant-mortality  rates.  Rates  among  unmarried 
women  are  much  higher  than  married  women.  Drug  abuse  - 
particularly  crack  cocaine,  smoking,  previous  abortions  and 
high-risk  sexual  behavior  are  all  behaviors  that  have  been  cited 
which  contribute  to  this  tragedy. 

We  will  not  relent  in  our  efforts  to  strengthen  the  health  safety 
net.  But  the  better  part  of  wisdom  informs  us  that  the 
numerator  of  health  access  must  be  balanced  by  the  denominator  of 
healthy  behavior.  Our  safety  net  will  be  weak,  unless  our  moral 
fiber  is  strong. 

CONCLUSION 

Before  closing,  I  want  to  restate  my  unwavering  commitment  to 
finding  ways  to  expand  access  to  health  care  for  all  Americans. 
My  vision  is  that  every  working  American  will  be  able  to  afford 
adequate  and  quality  health  care  and  that  the  most  needy 
Americans  will  have  a  secure  safety  net. 

As  I  have  explained,  these  are  principles  that  are  guiding  my 
efforts  to  develop  a  reform  proposal  that  will  be  acceptable  to 
the  American  people: 

As  we  move  toward  reform,  we  should  not  destroy  what  is  good 
in  our  current  system.  Do  no  harm. 

Our  challenge  is  to  control  the  unsustainable  growth  in 
health  costs  while  finding  creative  and  fair  ways  to 
liberate  finite  resources  for  improved  access. 
No  American  should  be  locked  out  of  necessary  health  care. 
Personal  behavior  is  inextricably  linked  to  the  maintenance 
of  health  and  to  the  prevention  of  illness  and  disability. 
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Health  care  reform  must  be  coupled  with  the  promotion 
of  healthy  behavior  among  the  American  people. 

To  achieve  meaningful  reform,  I  believe  that  we  must  reform  our 
thinking  about  our  health  care  system.  The  paramount  issue  in 
this  discussion  is  the  question  of  equity  in  our  distribution  of 
finite  health  care  resources.     It  is  critical  that  we  reexamine 
our  spending  priorities  of  precious  health  care  dollars. 

President  Bush  shares  my  commitment  to  effective  reform.  He  is 
insistent  that  we  carefully  devise  reform  proposals  that  can  be 
shown  to  improve  our  current  system  and  not  undermine  its 
strengths.  He  knows  that  the  American  people  would  recognize  a 
"quick  fix"  as  bad  medicine  for  our  health  care  system. 

Mr.  Chairman,  you  and  the  Members  of  this  Committee  have  also 
demonstrated  your  continued  commitment  to  devise  sensible 
solutions  to  our  citizens'  health  care  dilemmas.  I  want  to  work 
with  you  to  forge  a  healthy  future  for  all  Americans. 

For  I  am  interested  in  a  carefully  considered  healthy  menu  for 
reform    -  not  one  of  high  caloric  fast  food  pleasing  to  the 
political  palate  but  devoid  of  nutrition.  The  latter  is  not  what 
this  doctor  ordered. 

Thank  you,  and  I  welcome  your  comments  and  questions. 

Chairman  Rostenkowski.  It  was  noted  that  health  care  costs  are 
increasing  10  percent  a  year.  That  means  they  will  be  17  percent  of 
GNP  by  the  end  of  the  decade. 

I  don't  think  we  can  afford  that.  Something  has  to  be  done  about 
it.  Doctor,  there  is  no  cost  containment  or  national  health  program 
that  is  going  to  be  initiated  without  the  President's  leadership.  I 
have  been  on  this  committee  too  long  not  to  recognize  the  Congress 
cannot  do  it  alone.  And  I  don't  believe  we  can  wait  until  after  the 
next  election. 

I  think  something  has  to  be  done.  As  I  noted,  we  can  come  up 
with  a  massive  plan  that  costs  a  lot  of  money  or  we  can  recognize 
we  are  on  an  austerity  program,  which  I  think  is  more  logical. 
Those  of  us  on  the  committee  hesitate  to  do  anything  about  these 
problems  if  we  are  going  to  be  criticized  for  it,  particularly  from 
the  Rose  Garden.  I  think  you  will  agree  that  the  retreat  helped  us 
to  see  the  immediate  need  for  this  Congress  to  move  forward  trying 
to  reason  out  what  is  the  best  policy. 

I  am  a  little  disappointed  that  President  Bush  has  not  really 
looked  into  these  problems  and  come  up  with  a  program.  I  under- 
stand that  Under  Secretary  Horner  is  responsible  for  developing 
options  for  health  care  reform.  I  am  not  talking  about  a  massive 
program  but  some  reformation  of  the  health  care  system.  When 
can  we  expect  this  plan? 

I  still  hope  it  is  in  the  not-too-distant  future.  We  have  been  wait- 
ing a  long  time. 

Secretary  Sullivan.  Mr.  Chairman,  I  have  avoided  trying  to  put 
a  specific  deadline  on  this  for  the  following  reasons.  As  you  know  I 
have  been  in  this  position  a  little  bit  more  than  2  years.  One  of  the 
first  challenges  confronting  me  in  March  1989  when  I  began  was 
the  effort  underway  to  repeal  the  catastrophic  bill  the  Congress 
had  passed. 

You  will  recall  that  I  stated  at  that  time  that  I  believed  it  would 
be  a  mistake  to  repeal  that  legislation  before  giving  it  a  chance  to 
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work  and  to  see  if  indeed  adjustments  would  be  needed.  Of  course, 
that  position  did  not  carry  the  day.  One  of  the  reasons  for  that  I 
believe  was  that  the  American  public  were  not  sufficiently  in- 
formed about  what  that  legislation  was  all  about. 

Chairman  Rostenkowski.  Dr.  Sullivan,  nobody  knows  that  more 
than  I  do. 

Secretary  Sullivan.  That  is  why,  Mr.  Chairman,  I  believe  we 
need  to  take  whatever  time  is  necessary.  I  share  with  you  the  sense 
of  urgency.  Among  the  things  I  have  done  during  the  past  few 
years  is  visited  hospitals  around  the  country,  Harlem,  Fort  Lauder- 
dale, Los  Angeles,  Houston,  I  have  seen  the  problems  that  exist.  I 
clearly  want  to  deal  with  this  problem. 

I  want  to  find  answers  to  this  problem.  I  think  the  answers  have 
to  make  programmatic  sense,  and  second,  be  politically  stable, 
those  that  would  enjoy  a  consensus  among  the  public.  That  is  an- 
other reason  that  I  have  undertaken  a  series  of  discussions  around 
the  country.  For  all  those  reasons,  taking  the  time  necessary  to  get 
all  the  information  and  perspectives  in  is  important.  We  still,  of 
course,  have  the  report  we  are  awaiting  from  the  Quadrennial 
Commission  headed  by  Debbie  Steelman,  who  I  appointed,  and  also 
one  from  by  the  Nation's  Governors.  Once  we  see  those  reports  we 
will  forward  options  to  the  President  for  his  consideration.  I  can 
assure  you  that  I  will  urge  that  we  move  forward  as  rapidly  as  pos- 
sible at  a  time  that  we  think  we  can  expect  a  consensus  on  our  pro- 
grams. 

Chairman  Rostenkowski.  Dr.  Sullivan,  the  members  of  this  com- 
mittee put  forth  a  challenge  last  year  that  ultimately  the  adminis- 
tration recognized  as  meaningful,  and  we  finally  did  pass  a  budget 
with  a  projection  of  $500  billion  in  deficit  control. 

At  any  rate,  I  think  you  will  see  this  committee  developing  a  pro- 
gram that  will  certainly  be  controversial.  I  think  Members  on 
Ways  and  Means  and  Members  of  Congress  feel  the  urgency  a  little 
bit  more  than  does  this  administration.  That  is  the  point. 

Mr.  Rangel. 

Mr.  Rangel.  Mr.  Secretary,  our  Nation  is  fortunate  to  have 
someone  with  your  experience  and  sensitivity  at  the  helm  so  that 
at  least  when  you  hear  our  frustrations  you  don't  get  angry,  you 
understand  them.  Now  I  don't  know  whether  the  Congress,  Demo- 
crats or  Republicans,  have  the  political  courage  to  come  up  with  a 
program  that  is  going  to  have  us  go  out  and  tell  the  American 
people  that  it  is  going  to  cost  more  tax  dollars. 

This  is  especially  so  in  this  administration  while  tax  policies  are 
about  reading  the  President's  lips  and  reducing  the  deficit. 

Your  experience  and  every  report  that  you  get  indicates  that  if 
you  are  born  black  in  America  you  can  depend  on  dying  earlier 
than  white  Americans.  Whether  it  is  cancer  or  the  life  styles  that 
you  suggest  people  change,  if  you  are  born  poor  in  America  you  are 
going  to  die  earlier. 

While  we  discuss  at  the  retreat  and  at  conferences  and  hearings 
trying  to  have  an  equitable  distribution  of  resources,  and  some  will 
say  in  America  that  that  should  not  happen,  I  know  of  three  people 
out  there  with  a  strategy  to  report  back. 

I  don't  know  how  we  can  explain  it.  The  healthy  go  off  to  war 
and  the  statistics  say  you  were  born  colored  and  you  should  expect 
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to  die  earlier.  This  has  been  accepted  for  decades.  We  have  a  war 
on  drugs  that  has  been  happening  for  I  don't  know  how  long.  All  of 
the  medical  studies  indicate  that  all  of  our  emergency  wards  have 
dramatically  increased  with  deaths  due  to  drug  use,  kidney  failure, 
diabetes;  in  short,  a  shorter  life. 

Then  the  data  comes  from  your  office  and  the  doctors  even 
cannot  say  this  is  not  related  to  poverty.  You  have  indicated  you 
are  going  to  take  the  Schwarzkopf  strategy  and  we  will  know  the 
strategy  when  you  are  ready  to  move  on  the  offensive. 

Having  been  a  political  and  legislative  combat  warrior  with  wars 
which  I  have  never  seen  when  they  have  started,  could  you  tell  us 
when  I  can  tell  my  constituents  and  say  being  born  poor  or  being 
born  brown  is  less  of  a  restriction  on  you  dying  earlier  in  this  great 
Nation  of  ours? 

Secretary  Sullivan.  Mr.  Rangel,  let  me  say  this:  There  are  a 
number  of  things  that  we  have  done  since  I  have  been  here  and  are 
continuing  to  do.  I  don't  want  to  confuse  the  two  issues  in  the  issue 
of  reforming  our  health  care  system  and  addressing  specific  needs. 

As  you  know,  I  am  very  concerned  about  the  disparity  in  the 
health  status  of  minorities.  I  have  devoted  my  career  to  that  issue. 
But  on  the  one  hand,  you  are  talking  about  a  strategy  for  financing 
a  comprehensive  system.  There  are  a  number  of  things  that  we  are 
doing  and  are  not  waiting  for  an  overall  plan. 

We  have  defined  our  Nation's  health  goals  for  the  year  2000 
spelling  out  for  our  people  the  very  data  that  I  pointed  out. 

We  are  funding  a  number  of  prevention  strategies.  As  you  know, 
we  are  proceeding  with  our  infant  mortality  initiative.  That  prob- 
lem that  disproportionately  affects  our  Nation's  minorities  and  our 
Nation  as  a  whole  ranks  so  low  in  reducing  infant  mortality  com- 
pared to  other  nations. 

We  have  given  our  Headstart  program  a  66  percent  expansion 
since  we  have  been  in  office,  the  largest  since  that  program  started. 
We  have  just  done  an  administrative  reorganization  to  focus  our 
programs  dealing  with  children  and  families  more  carefully  to  one 
agency. 

One  other  thing  I  would  mention  is  the  expansion  of  the  Medic- 
aid program,  which  in  1989  brought  in  1  million  more  women  and 
children.  So  we  have  not  been  standing  by  doing  nothing.  I  am  con- 
cerned with  the  specific  programs  we  have.  I  think  you  will  agree 
with  me  that  no  one  has  come  forward  with  a  financing  strategy 
that  will  help  us  do  that  without  putting  our  economy  into  the 
drink.  That  is  what  we  are  concerned  about,  ways  to  provide  access 
and  do  it  in  a  way  that  makes  programmatic  sense. 

We  are  committed  to  do  that  but  it  is  a  complex  involvement. 

Mr.  Rangel.  Mr.  Secretary,  I  don't  doubt  the  commitment  but  as 
it  relates  to  our  emergency  wards,  the  number  of  people  who  are 
ending  up  in  there  who  don't  get  physical  examinations,  the  fact 
that  we  don't  have  treatment  centers  that  work  and  this  country 
knows  all  these  things  are  related  to  poverty. 

I  don't  see  a  strategy  that  will  allow  you  and  me  to  walk  away 
and  say,  heck,  we  gave  consideration  to  the  solution  of  these  prob- 
lems. Everything  to  me  seems  like  it  is  being  studied  and  we  hope 
to  come  back  to  the  Congress  with  some  proposal.  I  just  don't  see 
where  the  poor  have  any  reason  to  believe  that  they  are  going  to 
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get  a  better  shake  in  this  decade  than  they  have  gotten  in  the  last 
decade. 

As  it  relates  to  the  war  against  drugs,  people  see  the  light  at  the 
end  of  tunnel  yet  GAO  says  more  people  are  going  to  emergency 
wards  with  drug  related  illnesses  than  ever  before. 

Chairman  Rostenkowski.  Mr.  Gradison. 

Mr.  Gradison.  Mr.  Chairman,  I  have  a  feeling  of  unreality  about 
this  extension.  This  committee  does  not  know  how  to  raise  $2  bil- 
lion to  pay  for  the  tax  extenders  and  we  are  talking  about  serious 
versions  of  our  health  care  system  which  even  in  the  cheaper  ver- 
sions run  over  $10  billion  a  year. 

I  want  to  thank  you  for  reminding  me  of  catastrophic  health  in- 
surance. I  got  burned  on  that.  The  chairman  did  and  so  did  Mr. 
Stark  and  others.  But  it  has  had  a  chilling  effect  on  health  care 
decisionmaking.  Most  of  the  folks  who  will  have  to  pay  the  in- 
creased taxes  think  they  have  good  health  insurance.  Tomorrow 
they  may  worry  about  it.  But  that  is  what  we  ran  into  in  cata- 
strophic. 

It  is  true.  The  President  has  not  come  up  with  a  plan.  Neither 
has  the  Ways  and  Means  Committee,  neither  has  the  Republican 
party  or  the  Democratic  party  in  the  House.  I  don't  think  there  is  a 
lot  to  accomplish  by  saying  you  have  to  take  the  lead.  We  are  all 
involved  in  this,  so  we  have  to  work  together. 

The  other  thing  that  gives  me  some  pause  as  I  think  about  the 
issue  is  the  notion  that  this  problem  necessarily  has  to  be  solved  in 
Washington,  D.C.  I  think  any  honest  objective  appraisal  of  those 
health  programs  the  Federal  Government  has  had  total  control  of 
for  many  years  would  indicate  problems,  many  budget  and  many 
qualitative  aspects. 

I  can  understand  why  the  public  is  not  thrilled  in  turning  this 
over  to  us,  I  am  a  party  too,  in  view  of  our  collective  track  record 
in  this  field  over  the  years. 

Mr.  Secretary,  I  was  delighted  to  see  your  reference  to  what  is 
going  on  in  the  State  of  Washington,  in  my  State  of  Ohio,  Colorado, 
Alabama,  and  Kentucky.  I  am  sure  if  you  had  time  you  would  have 
talked  about  what  is  going  on  in  Wisconsin,  Oregon  and  other 
States. 

Governor  Castle,  in  his  statement,  makes  reference  to  this  too. 
He  raises  a  question.  I  am  particularly  concerned  that  we  do  not 
get  in  the  way  of  the  States  wanting  to  experiment.  I  would  like  to 
say  it  is  going  to  come  from  us  but  I  am  skeptical.  The  Governor 
has  this  statement  in  his  prepared  remarks,  "Shouldn't  States  be 
given  the  flexibility  with  Medicaid  to  pursue  some  of  the  same  cost 
savings  strategies  used  by  the  private  sector  in  Medicare?  For  ex- 
ample, Medicaid  is  precluded  by  law  from  the  widespread  use  of 
managed  care  initiatives." 

Could  you  comment  on  that  and  your  attitudes  toward  waivers 
and  flexibility? 

Secretary  Sullivan.  Yes.  Thank  you  for  your  comment.  We  cer- 
tainly are  open  to  exploring  any  innovative  idea  that  would  seem 
to  work  toward  expanding  health  care  access  for  our  citizens.  The 
details  regarding  Medicaid,  of  course,  I  do  not  have.  We  would  be 
very  pleased  to  look  at  that.  We  recognize  the  problem  and  we  do 
want  to  work  with  the  States. 
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As  I  noted  in  my  submitted  statement,  we  are  following  what  is 
going  on  in  the  States  because  we  can  learn  a  lot  from  them.  Let 
me  add  to  your  comments  the  fact  that,  as  I  said,  no  one  has  come 
up  with  an  answer.  Just  this  morning  on  the  radio  I  heard  the 
Senate  Majority  Leader  comment  to  a  reporter  that  he  had  been 
working  on  this  problem  for  a  year  and  a  half  with  six  Senators  on 
the  Democratic  side  and  he  stated  even  among  them  they  have  not 
gotten  consensus. 

So,  certainly,  I  think  all  of  us  who  have  been  looking  at  this 
problem  recognize  that  this  is  a  complex  problem.  Certainly  it  is 
one  that  we  are  all  concerned  about.  But  it  is  very  easy  to  devise 
simplistic  solutions  and  vote  for  something  that  does  not  stand  the 
test  of  time. 

We  do  not  want  to  have  another  catastrophic  on  our  hands  by 
following  a  clock.  We  want  it  to  be  a  program  that  will  serve  the 
needs  of  our  citizens  and  that  will  be  around  for  some  time  in 
doing  that. 

Mr.  Gradison.  Thank  you,  Mr.  Secretary. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Before  I  start  I  would  like  to  dissuade  the  distinguished  ranking 
member  on  the  Health  Subcommittee.  I  can  assure  you  that  if  the 
President  were  to  suggest  that  we  raise  taxes  to  pay  for  a  health 
plan  to  provide  access,  Chairman  Rostenkowski  would  take  the 
lead  and  the  Democrats  would  provide  the  majority  to  make  those 
taxes  a  reality. 

Mr.  Gradison.  I  am  sure  any  tax  increase  that  was  put  on  the 
table  would  have  support  from  your  side. 

Mr.  Stark.  If  it  were  suggested  by  the  President  for  a  plan  which 
he  does  not  now  have. 

Dr.  Sullivan,  thank  you.  Your  testimony  is  excellent.  You  point 
out  almost  all  of  the  problems  that  exist.  I  guess  we  could  think  of 
a  few  more  problems  that  are  there  in  providing  access  to  all. 

You  say  on  the  first  page  of  your  testimony  that  you  are  con- 
vinced that  there  are  no  reform  plans  that  represent  an  improve- 
ment over  our  current  system.  I  am  sure  that  you  draw  that  con- 
clusion from  your  in-house  task  force  and  Commissioner  King,  the 
Commissioner  of  Social  Security.  The  problem  with  these  commis- 
sions, and  this  includes  the  Pepper  Commission  of  which  I  was  a 
vice  chair,  is  that  none  of  those  commissions  have  anybody  on 
them  who  don't  have  health  insurance.  For  a  person  that  does  not 
have  insurance,  any  health  care  coverage  would  offer  an  improve- 
ment over  our  current  system. 

There  are  30  to  50  million  people  in  America  who  have  no  insur- 
ance. Even  if  you  and  I  agree  that  there  are  all  the  problems,  the 
President  won't  raise  taxes,  the  Democrats  are  afraid  to  do  it  with- 
out his  leadership,  and  the  costs  are  going  to  increase.  We  can  sit 
here  and  just  worry  about  that  for  a  long  time. 

At  some  point  someone  is  going  to  have  to  take  the  responsibility 
of  leadership  and  say,  well,  there  are  no  new  alternatives.  I  don't 
think  you  have  alerted  us  to  any  new  problems.  Between  us, 
having  sat  through  the  retreat,  I  think  we  know  every  alternative 
that  is  known  to  man. 
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I  don't  think  anybody  thinks  there  is  a  new  alternative  lurking 
somewhere  that  will  suddenly  be  discovered.  As  you  stated,  you 
want  to  be  the  General  Schwarzkopf  of  health  care,  and  you  will 
let  us  know  when  there  is  a  strategy. 

There  are  a  lot  of  them  out  there.  Somebody  will  have  to  pick 
one.  With  the  President  threatening  to  veto  one  that  involves  reve- 
nues, it  seems  that  he  can  subvert  us  and  keep  us  from  forwarding 
that  plan.  I  noticed  at  the  retreat  that  you  spent  a  good  bit  of  our 
time  criticizing  the  Canadians.  You  will  be  surprised  to  learn  that 
that  is  a  Trojan  horse  put  out  to  confuse  the  Republicans.  We  will 
probably  suggest  the  German  system. 

Seriously,  doctor,  I  don't  believe  that  you  can  name  a  non-Third 
World  country  with  the  exception  of  South  Africa  and  the  United 
States  that  does  not  now  guarantee  universal  access  to  health  care. 
There  are  not  two  other  nations  in  the  non-Third  World  that  don't 
have  it.  Why  should  we  tolerate  that  another  year,  no  matter  what 
it  costs  to  change? 

Secretary  Sullivan.  Mr.  Stark,  let  me  point  out  several  things. 
First  of  all,  I  certainly  am  concerned  about  those  individuals  with- 
out health  insurance.  That  does  not  mean  that  they  do  not  have 
access  to  care.  That  is  what  our  public  system  does,  our  hospitals 
and  clinics  that  have  been  supported  by  my  Department  and  by 
States  and  other  governments,  provide  care. 

Clearly,  that  is  not  ideal.  It  is  not  Cadillac  care  but  it  does  pro- 
vide an  essential  care. 

Mr.  Stark.  Excuse  me,  doctor,  in  Oakland,  Calif.,  you  made  a 
speech  talking  about  life  styles,  celibacy,  et  cetera,  and  we  have  a 
20-percent  infant  mortality  rate  there.  That  is  not  even  Volks- 
wagen care.  That  is  obscene,  is  it  not,  that  we  allow  that  to  occur? 

Secretary  Sullivan.  I  am  very  concerned  about  that,  Mr.  Stark. 
I  have  spoken  about  that  many  times.  There  are  a  lot  of  factors 
that  contribute  to  that,  including  the  behavior  of  our  citizens.  Ten 
percent  of  that  is  due  to  smoking,  we  have  alcohol  problems  and 
users  of  crack.  The  solution  to  this  problem  has  to  be  multifaceted. 
It  is  simply  not  clear  that  we  have  to  address  the  deficiencies  in 
the  financing  of  our  health  care  system. 

But  we  also  have  to  convince  our  citizens  that  they  have  a  re- 
sponsibility themselves.  At  that  church  in  Oakland  where  I  spoke 
that  message  was  received  with  great  enthusiasm  and  with  a  stand- 
ing ovation  by  the  largest  black  church  in  Oakland. 

I  may  have  difficulty  getting  that  message  out  here  within  the 
Beltway,  but  in  the  country,  that  message  is  being  well  received. 
There  are  a  number  of  other  strategies  that  we  need  to  be  con- 
cerned about.  The  point  I  was  making  earlier  is  this:  We  have  to 
address  our  system  but  do  it  in  a  way  that  does  not  put  our  econo- 
my in  the  drink. 

We  are  working,  for  example,  on  cost  containment.  This  year  we 
set  up  proposals  to  try  to  restrain  the  growth  in  our  Medicare  and 
Medicaid  programs.  That  was  not  accepted  by  the  Congress.  We 
also  have  tried  to  propose  a  way  to  reduce  the  subsidy  that  we  pro- 
vide wealthy  Medicare  beneficiaries  

Mr.  Stark.  Doctor,  did  we  not  work  together  last  year  and 
agree — you  agreed  and  I  agreed  and  our  colleagues  on  the  other 
side  of  the  aisle  agreed — on  a  5-year  plan.  What  you  offered  this 
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year  is  a  suggestion  to  us  of  where  we  might  find  additional  sav- 
ings if  we  needed  it,  but  it  was  not  proposed  as  something  that  you 
felt  was  urgent,  or  that  you  were  going  to  insist  on. 

We  worked  together  to  establish  cuts  and  we  have  for  several 
years.  The  offer  of  another  $2.1  billion  in  savings  was  an  alterna- 
tive if  we  needed  the  extra  money.  Is  that  not  a  fair  assessment? 

Secretary  Sullivan.  Well,  Mr.  Stark,  we  always  want  to  be  sure 
that  we  use  the  taxpayers'  money  efficiently.  We  have  a  rate  of  es- 
calation in  the  Medicaid-Medicare  programs,  and  with  health  care 
generally,  that  I  think  everybody  agrees  really  cannot  be  sustained. 
We  will  have  the  largest  Federal  entitlement  in  our  Medicare  pro- 
gram at  the  current  rate  of  inflation. 

Our  objective  is  to  try  to  reduce  costs  where  we  can. 

Chairman  Rostenkowski.  Mr.  Pease  will  inquire. 

Mr.  Pease.  Thank  you,  Mr.  Chairman. 

Welcome,  Dr.  Sullivan.  Dr.  Sullivan,  I  have  looked  through  the 
27  pages  of  your  testimony.  I  listened  very  carefully  to  your  verbal 
testimony.  Aside  from  the  suggestion  that  people  earning  over 
$125,000  in  retirement  pay  a  higher  share  of  their  part  B  premi- 
ums, I  did  not  find  a  single  concrete  proposal. 

Did  I  miss  something? 

Secretary  Sullivan.  No,  you  did  not  miss  anything.  The  thrust 
of  my  presentation  was  to  point  out  the  complexity  of  the  task.  I 
indicated  we  were  not  ready  to  come  forward  with  a  specific  pro- 
posal. 

I  did  indicate  that  we  are  looking  at  a  number  of  strategies,  tax 
caps  on  employers,  using  those  to  provide  access  to  care  to  those 
who  don't  have  it.  I  have  suggested  that  we  look  at  small  market 
reform.  Two-thirds  of  those  without  insurance  work  for  small  busi- 
nesses. Those  are  some  of  the  things  that  we  are  looking  at. 

Mr.  Pease.  OK,  I  understand  that.  So  it  is  fair  to  say  that  the 
administration  does  not  have  any  policy  at  all  right  now  to  deal 
with  these  matters  that  you  brought  up  in  your  testimony  except 
to  study  them  and  at  some  point  you  will  come  forward  with  them? 

Secretary  Sullivan.  No,  I  just  said,  Mr.  Pease,  a  few  minutes 
ago  that  there  are  a  number  of  specific  initiatives  we  have  under- 
taken and  will  continue  to  try  to  address. 

One  is  the  infant  mortality  initiative.  We  tried  to  get  the  approv- 
al of  this  Congress  to  go  forward  with  $57  million  to  initiate  that. 
We  were  criticized  for  our  strategy  and  instead  given  $25  million  to 
do  that. 

It  is  one  thing  to  criticize  us  for  not  having  an  initiative  but  I 
think  some  of  the  criticism  for  us  not  having  resources  has  to  be 
borne  by  the  Congress  here  for  not  giving  us  what  we  need. 

Mr.  Pease.  Thank  you.  Let  me  comment. 

The  chairman  said  he  was  a  little  disappointed  with  President 
Bush  and  the  administration  for  not  coming  forward  with  anything 
like  the  same  degree  of  urgency  that  we  have  felt  around  the  com- 
mittee room.  I  am  profoundly  disappointed. 

I  realize  that  your  testimony  is  not  just  your  own  testimony  but 
that  of  the  administration  and  cleared  by  OMB  and  the  rest.  I  am 
distressed  that  you  seem  to  have  taken  the  position  that  the  best 
defense  is  a  good  offense. 
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In  a  number  of  pejorative  and  emotion  laden  tirades  you  are 
talking  about  our  national  health  system.  You  speak  of  being  ex- 
posed to  a  time  consuming  detail.  You  suggest  we  should  not  act 
irrationally.  You  talk  about  foreign  imports.  This  administration  is 
all  for  foreign  imports  except  for  the  health  care  model  apparently. 

You  worry  about  and  advise  us  not  to  scrap  our  entire  health 
care  system  and  make  radical  reform  and  nationalize  the  health 
care  system. 

Those  are  all  emotional  terms.  You  talk  about  emotional  refu- 
gees fleeing  other  countries.  You  talk  about  our  pluralistic  health 
care  system  being  destroyed.  You  refer  in  your  testimony  to  other 
plans  as  wolves  in  sheep's  clothing.  I  think  that  you  overdo  it  a  bit. 

When  you  talk  about  the  additional  cost  requiring  a  tax  hike  of 
14  percent,  if  you  take  that  top  marginal  bracket  of  nearly  50  per- 
cent, I  think  that  is  a  little  disingenuous. 

Second,  the  top  bracket  will  be  lower  than  most  other  countries 
and  lower  than  it  was  10  years  ago  in  this  country.  Beyond  that,  I 
assume  one  would  have  to  assume  that  the  money  that  is  currently 
being  spent  in  the  private  sector  would  no  longer  be  spent  and 
would  be  available  to  the  workers  and  employers  so  that  the  net 
increase  to  America  for  health  care  would  not  be  much  of  any- 
thing. 

Probably  there  would  be  a  decrease  in  outlays.  Clearly  one  has  to 
transfer  money  from  the  private  to  the  public  sector  if  you  are 
going  to  have  any  type  of  national  health  system.  That  is  not  the 
same  as  increasing  the  taxes  of  the  American  people  unless  you 
assume  that  the  money  that  they  are  currently  spending  will  con- 
tinue to  be  spent. 

I  don't  want  to  criticize  you  personally.  I  like  you  and  I  think 
you  are  doing  a  good  job  in  many  respects.  I  certainly  appreciate 
your  initiatives  to  make  Americans  aware  of  the  problems  of  smok- 
ing and  that  sort  of  thing. 

But  I  really  was  disappointed  and  I  hope  next  year  when  you 
come  back  the  administration  will  have  something  more  concrete 
for  us. 

Secretary  Sullivan.  I  just  way  to  say  several  things.  First  of  all, 
this  is  my  testimony.  I  am  a  part  of  the  administration  and  clearly 
this  is  coordinated  with  the  other  parts  of  the  administration,  but 
this  is  my  task  force,  in  my  Department,  that  I  appointed. 

I  will  be  the  person  going  forward  with  the  recommendations  to 
the  President  when  it  is  the  appropriate  time.  I  reject  your  asser- 
tion that  this  is  something  from  OMB.  This  testimony  was  devel- 
oped by  my  staff.  I  reviewed  several  drafts  of  it. 

I  want  to  set  the  record  straight  on  that.  I  also  want  to  point  out 
what  I  said  in  my  testimony  that  we  need  to  be  honest  with  the 
American  people.  We  do  have  medical  refugees,  you  might  want  to 
call  them  something  else.  We  have  in  Seattle  right  now  a  contract 
between  British  Columbia  and  the  University  of  Washington  to 
provide  cardiac  artery  surgery  for  British  citizens  who  have  to  wait 
a  long  time  to  get  it  in  their  country.  That  contract  was  signed 
March  1  of  last  year. 

If  you  go  into  hospitals  in  Buffalo  or  Detroit  and  I  think  you 
have  seen  on  "60  Minutes"  stories  about  Canadians  who  want  to 
come  over  here.  You  might  want  to  call  them  something  else  but  I 
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think  the  term  medical  refugee  is  appropriate.  I  don't  consider  that 
pejorative  at  all.  We  need  to  be  honest  with  what  we  are  talking 
about  here.  That  is  what  I  am  trying  to  do  because  I  again  refer 
back  to  the  catastrophic  experience. 

Mr.  Stark.  The  Canadian  Government  contracts  with  us.  They 
could  do  that  at  home.  They  find  it  more  cost  effective  to  use  our 
facilities.  It  has  to  do  with  the  planned  system.  They  just  choose  to 
take  advantage  of  our  overcapacity.  It  really  makes  no  reference 
other  than  that. 

Secretary  Sullivan.  Mr.  Stark,  I  cannot  accept  that. 

Get  the  video  tape  from  "60  Minutes."  They  showed  an  imaging 
center  in  Toronto  where  a  neurosurgeon  had  a  patient  he  wanted 
to  have  an  image  taken  of.  He  could  not.  He  had  to  forgo  operating 
on  the  patient  in  a  timely  fashion.  To  suggest  the  Canadians  feel 
they  are  well  served,  I  disagree. 

I  have  had  discussions  with  Minister  Beatty,  Minister  of  Health. 
He  said  he  is  the  first  to  admit  there  are  deficiencies  in  their 
system.  One  of  the  differences  is  the  Canadians,  as  well  as  the  Brit- 
ish, have  a  lower  expectation  of  their  health  care  system.  That  is 
what  I  meant  by  the  foreign  imports.  We  need  to  have  a  system 
that  serves  our  citizens  with  the  level  of  service  that  they  expect. 

Chairman  Rostenkowski.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you.  I  think  your  last  comment  was  ex- 
tremely important. 

What  we  are  dealing  with  is  not  just  a  matter  of  money.  It  is  a 
very  high  quality  system,  a  matter  of  our  citizens  not  being  dis- 
criminate about  what  they  buy.  There  are  a  lot  of  things  that  have 
to  go  on  if  we  are  going  to  resolve  the  problems  and  look  at  the 
possibilities. 

Along  the  line  that  it  is  not  just  a  matter  of  money,  there  is  one 
solution  that  Congress  is  not  interested  in  but  the  real  world  is  in- 
terested in.  Local  cities,  and  in  some  cases  organizations,  are  really 
crying  out  for  the  right  to  have  a  waiver  or  a  change  in  the  law  so 
that  we  can  see  what  they  can  do  about  their  own  health  problems 
without  the  categorical  barriers  that  currently  exist  in  our  laws. 

In  other  words,  there  is  a  demand  developing  out  there,  particu- 
larly in  the  cities,  for  the  right  to  use  Medicaid  money,  maternal 
health  and  child  money,  and  WIC  money  for  programs  to  address 
the  health  care  needs  of  their  areas. 

Is  there  any  authority  under  which  you  could  allow  a  city  to  do 
this  under  waivers?  Would  you  be  interested  in  entertaining  a  pro- 
posal to  do  this? 

One  of  the  things  we  have  to  look  at  is  how  money  is  used  cur- 
rently. It  is  not  used  as  efficiently  as  it  might  be.  Before  we  look  at 
a  new  national  solution,  we  have  to  look  at  the  strengths  and 
weaknesses  of  current  national  solutions. 

Secretary  Sullivan.  Yes,  Congresswoman  Johnson.  We  would  be 
very  pleased  to  look  at  any  proposal  for  more  efficient  use  of  the 
dollars  available. 

Oftentimes,  as  you  have  indicated,  we  are  restricted  by  the  laws 
but  clearly  where  we  have  the  waiver  authority  and  a  plan  is  pre- 
sented that  makes  programmatic  sense,  we  would  certainly  want  to 
entertain  it  because  our  objective  is  to  get  more  efficient  use  of  the 
dollars  that  are  available. 


736 


I  think  an  example  of  the  complexity  of  the  issue,  is  the  WIC 
program  in  the  Department  of  Agriculture.  To  try  to  coordinate 
programs  across  departmental  lines  like  that,  we  certainly  would 
like  to  do  that,  but  there  are  a  number  of  authorities  and  differing 
committees  in  the  Congress  that  have  jurisdiction  over  programs 
like  WIC. 

But  the  general  answer  to  your  question  is — we  would  be  pleased 
to  examine  any  proposal  to  try  and  see  if  it  will  help  address  the 
problem. 

Mrs.  Johnson.  I  want  you  to  know  and  I  want  the  committee  to 
know  that  I  am  getting  very  clear  evidence  from  particularly  my 
urban  areas  that  they  could  do  a  better  job  with  our  money  if  we 
would  only  let  them.  I  think  that  is  one  of  the  things  that  we  in 
Congress  need  to  be  able  to  address. 

Thank  you. 

Chairman  Rostenkowski.  Mr.  Guarini. 
Mr.  Guarini.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  in  this  Member's  opinion  you  are  a  great  credit  to 
the  cause.  I  think  that  is  a  very  widely  shared  opinion.  I  thank  you 
for  your  friendship  and  for  your  leadership.  Particularly  having 
spent  those  3  days  with  the  committee  and  with  the  experts 
brought  in  at  West  Point,  we  talked  about  health  and  I  ended  up  in 
the  sickbay  because  there  was  a  lack  of  heat  in  the  facilities,  as 
you  remember. 

So  I  cannot  speak  loudly  but  I  will  try  to  make  myself  clear.  We 
have  spent  $525  billion  in  health  care  in  our  budget.  That  is  out  of 
a  $1.4  trillion  budget.  That  is  almost  twice  as  much  as  our  entire 
military  expenditures,  not  quite  but  almost,  of  $300  billion.  So  all 
the  millions  of  men  under  arms,  weaponry,  tanks,  airplanes,  battle- 
ships, the  building  and  operation  of  our  entire  weaponry  is  a  little 
more  than  half  of  all  the  health  care  money  that  we  spend. 

We  are  told,  as  you  pointed  out,  that  the  costs  are  escalating  and 
almost  getting  out  of  control.  I  share  the  opinion  of  our  chairman 
that  something  has  to  be  done.  Someone  has  to  lead  us  to  the 
Promised  Land. 

The  onus  has  to  be  placed  on  the  President  and  on  you,  with 
your  leadership  and  on  the  Congress  to  do  what  is  right.  Our  coun- 
try, as  the  most  industrialized  nation  in  the  world,  is  probably  the 
only  industrialized  nation  that  has  these  high  health  costs,  that 
has  the  highest  infant  mortality  rate  and  the  lowest  longevity  of  its 
citizens. 

Obviously,  we  are  doing  something  wrong.  We  are  still  searching 
for  the  questions  we  have  to  frame  before  we  find  the  answers.  Of 
course  this  has  to  be  done  as  quickly  and  expeditiously  as  possible. 
A  truly  educated  man  can  find  the  answers  to  his  own  questions. 
Can  you  indicate  whether  or  not  in  light  of  the  high  vacancy  rate 
that  we  have  in  our  hospitals,  do  we  have  to  rethink  the  structure 
of  our  hospitals  because  they  are  so  expensive;  should  our  physi- 
cians develop  some  structural  thinking  to  come  to  conclusions  as  to 
where  we  are  going  in  health  care  delivery? 

Secretary  Sullivan.  Thank  you.  Yes,  I  think  that  we  definitely 
need  to  look  at  the  restructuring  of  our  system  in  a  number  of 
ways.  We  have  excess  capacity  in  our  hospitals.  We  are  paying  for 
that.  Those  are  dollars  that  ought  to  be  spent  for  positive  results. 
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Clearly,  I  would  agree  with  that.  One  of  the  problems  I  am  sure 
you  know  that  exists  sometimes  in  closing  a  hospital  or  closing  a 
wing  of  a  hospital  is  like  closing  a  military  base.  We  have  seen  how 
Congress  is  wrestling  with  that.  Everyone  agrees  with  the  general 
goal  and  the  general  need  but  everyone  wants  it  to  happen  in 
somebody  else's  district. 

Mr.  Guarini.  We  have  to  find  the  political  will  or  it  will  never  be 
done  as  with  the  closing  of  bases. 

Secretary  Sullivan.  Oh,  very  definitely.  Clearly,  we  need  to  ad- 
dress that  issue.  Although  we  have  more  than  600,000  physicians  in 
the  United  States,  we  do  have  a  shortage  of  physicians  going  into 
military  fields.  We  need  to  have  more  family  physicians,  general 
internists  and  others  who  can  provide  comprehensive  care  for  their 
patients. 

We  don't  need  more  ophthalmologists  and  anesthesiologists  but 
we  have  to  train  more  primary  care  physicians. 

It  is  not  like  taking  a  physician  in  mid-Manhattan  and  sending 
him  to  an  indian  reservation  to  do  primary  care.  He  is  no  good 
there  in  spite  of  his  tremendous  neurological  skills.  We  are  going 
to  have  to  address  the  talent  problem. 

Mr.  Guarini.  Does  that  include  HMOs,  more  surgery  centers 
where  people  are  in  and  out  the  same  day.  Do  we  have  to  shake 
down  and  melt  down  the  size  of  our  hospitals? 

Secretary  Sullivan.  Very  definitely.  I  think  there  have  been 
striking  advances  in  our  surgical  capabilities.  Again,  in  my  medical 
student  days  cataract  surgery  was  always  a  procedure  with  the  pa- 
tients being  in  the  hospital  a  week  or  10  days.  Now  it  is  an  outpa- 
tient procedure.  Hernia  operations  likewise  are  outpatient  proce- 
dures. The  advances  in  our  technology  have  shifted  us  toward  more 
outpatient  services  and  managed  care  which  we  are  committed  to. 

There  are  a  number  of  examples  of  managed  care  in  the  private 
sector.  Health  care  costs  have  been  reduced  by  using  managed 
care.  We  are  committed  to  that. 

Mr.  Guarini.  Thank  you.  I  look  forward  to  working  with  you. 

Chairman  Rostenkowski.  Mr.  Andrews. 

Mr.  Andrews.  Mr.  Secretary,  I  want  to  thank  you  very  much  for 
your  contribution  this  past  weekend  in  our  retreat  at  West  Point.  I 
enjoyed  visiting  with  you.  You  have  been  very  helpful  to  the  com- 
mittee. I  really  appreciate  that. 

A  few  years  ago  most  of  the  members  of  this  committee  led  the 
fight  to  defeat  a  long-term  health  care  bill  presented  to  the  House 
by  the  late  Congressman  Claude  Pepper. 

Later  most  members  of  this  committee  supported  the  attempts  of 
the  administration  and  the  Congress  to  deal  with  catastrophic 
health  insurance.  Especially  the  chairman  of  the  committee,  he 
worked  hard  to  pass  that  legislation.  Both  of  those  issues  sort  of 
reflect  where  health  care  is  in  the  Congress  right  now.  We  are  sym- 
pathetic and  empathetic  but  we  don't  have  the  money  to  pay  for 
some  of  the  problems. 

Sometimes  we  do  find  a  way  to  pay  for  them.  But  many  sectors 
of  the  American  people  opposed  catastrophic  health  care  because 
they  wanted  the  benefits  but  didn't  want  to  pay  the  premiums.  For 
long-term  health  care  the  cost  may  be  $30  to  $40  billion.  We  have 
no  financing  mechanism  to  pay  for  Congressman  Pepper's  bill. 
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I  think  this  committee  acted  responsibly  in  both  those  issues  to 
defeat  one  measure  because  it  was  not  financed  and  to  pass  the 
other  because  we  had  come  up  with  a  way  to  pay  for  it.  I  look  for- 
ward to  your  recommendations  on  what  to  do  about  the  health  care 
problem.  I  want  to  know  if  we  can  anticipate  from  you  and  the 
President  a  means  to  pay  for  the  health  care  proposal  that  you  and 
the  President  intend  to  submit  to  this  committee. 

Secretary  Sullivan.  Yes.  Part  of  the  charge  to  my  task  force  was 
that  we  must  have  a  financing  mechanism  coupled  with  whatever 
recommendations  we  go  forward  with.  Clearly  the  stalemate  that 
exists  now  in  terms  of  moving  forward  with  any  number  of  propos- 
als is  really  a  way  to  finance  them  as  well  as,  as  you  have  noted, 
the  reluctance  of  citizens  to  add  their  tax  dollars.  I  believe  one  of 
the  reasons  for  that  reluctance  is  that  our  citizens  do  not  have  con- 
fidence we  are  using  the  dollars  that  are  already  available  most  ef- 
ficiently. 

As  you  know,  we  are  the  most  generous  nation  in  the  world  with 
our  tax  dollars  for  health  care.  Our  overall  expenditures  from  all 
sources  come  to  about  $2,500  per  capita  for  every  man,  woman  and 
child  in  the  country.  The  fact  is  we  exceed  some  nations,  like 
Canada,  by  50  percent  yet  we  still  have  too  many  problems.  We 
have  too  many  people  without  insurance.  We  have  health  indices, 
infant  mortality  and  life  expectancy  where  we  fall  behind.  What 
that  tells  me  and  the  American  people  I  think,  is  that  dollars  alone 
are  not  the  answer. 

We  have  to  have  the  correct  strategies.  I  maintain  that  it  is  also 
necessary  to  have  a  comprehensive  strategy.  We  have  to  make  sure 
that  we  have  a  system  where  health  care  is  available  and  there  is  a 
way  to  pay  for  it  and  that  our  citizens  themselves  have  to  see  that 
they  are  part  of  a  solution  themselves. 

We  could  reduce  premature  deaths  in  our  society,  deaths  before 
the  age  of  65  by  a  minimum  of  40  percent  and  perhaps  as  much  as 
70  percent  by  decreasing  those  behaviors,  contributing  to  the  top  10 
causes  of  death.  That  is  not  inconsiderable.  But  that  by  itself  is  cer- 
tainly not  enough. 

We  are  not  proposing  that  is  the  only  thing  to  do.  It  has  to  be 
both.  That  is  why  we  are  emphasizing  the  importance  of  both. 

Mr.  Andrews.  I  cannot  emphasize  enough  how  important  it  is. 
When  the  press  conference  is  held  and  the  President  steps  forward 
with  an  ambitious  program  to  deal  with  this  critical  problem  and 
crises  in  some  areas,  that  he  also  step  forward  and  tell  us  how  to 
pay  for  it. 

I  appreciate  your  comments  this  morning,  Mr.  Secretary. 
Secretary  Sullivan.  Thank  you. 
Chairman  Rostenkowski.  Mr.  Grandy. 
Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  concur  with  much  of  what  you  say  in  your  testi- 
mony. I  appreciate  your  contribution  this  weekend  and  the  ongoing 
contributions  you  make  to  this  discussion. 

Your  discussion  of  a  comprehensive  strategy  is  something  we  all 
agree  on.  We  just  don't  agree  on  the  parameters.  In  that  compre- 
hensive strategy,  regardless  of  whether  we  opt  for  unitary,  or  pay 
or  play,  or  managed  care,  is  there  not  a  need  for  us  to  agree  on  as 
a  nation,  through  legislation  or  some  kind  of  market  consensus, 
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what  the  basic  unit  of  health  care  should  be  as  opposed  to  what  it 
is  now? 

In  other  words,  we  have  all  pretty  much  agreed  that  with  State- 
added  mandates  and  first  dollar  coverage,  there  is  obviously  an  at- 
tempt to  add  cost  by  adding  service  by  defensive  medicine  and  bun- 
dling of  practices.  What  I  would  like  to  ask  you  right  now  is:  do 
you  agree  that  at  some  point  we  are  going  to  have  to  define  what 
that  is? 

Secretary  Sullivan.  Mr.  Grandy,  I  think  that  the  general  con- 
cept of  having  a  basic  level  of  benefits  is  one  that  I  certainly  agree 
with.  That  is  fundamental.  But  what  I  am  not  prepared  to  go  into 
at  this  juncture  is  if  that  should  be  the  Federal  Government  as  op- 
posed to  the  State  governments  doing  this. 

One  of  the  strengths  of  our  country  is  that  we  have  a  pluralistic 
population.  Florida  is  different  from  Iowa  and  from  Maine.  So  as 
we  approach  this  question  and  we  are  concerned  about  it,  but  the 
question  we  are  really  debating  in  my  task  force  is  wha^  is  the 
locus  for  determining  those  benefits?  Should  the  expanded  basic 
benefits  be  defined  at  the  State  level  by  that  government  which  is 
closer  to  the  people?  Again,  as  far  as  we  have  stressed,  we  are  look- 
ing to  the  States  as  laboratories  for  innovation  because  of  what 
may  work  well  and  meet  the  needs  of  one  State  may  be  significant- 
ly different  from  another  State. 

Clearly,  I  agree  with  the  concept  of  there  being  basic  health  care. 

Mr.  Grandy.  I  agree  with  using  States  as  laboratories.  There  is 
one  in  Washington  that  my  colleague,  Dr.  McDermott,  helped  to 
create.  When  I  look  at  the  incentives  to  allow  these  innovations  to 
go  forward,  providing  100-percent  deductibility  to  self-employed  in- 
dividuals and  others,  they  presume  that  those  who  would  take  ad- 
vantage of  those  incentives  would  provide  a  basic  health  care  unit 
and  in  so  doing  be  relieved  of  having  to  provide  catastrophic  care 
in  Iowa  or  pastoral  counseling  elsewhere  or  things  of  that  nature. 

I  want  to  see  how  far  we  can  go  with  managed  care.  Some  of  the 
members  of  the  panels  who  have  come  before  the  committee  have 
said  we  cannot  "manage  care"  our  way  out  of  this.  That  it  is  only 
part  of  the  solution.  Where  do  you  feel  managed  care  can  take  us 
assuming  we  allow  tax  preference  and  incentives  to  encourage  the 
insurance  industry  to  revamp  its  underwriting  rules  and  provide 
more  managed  care  options? 

Secretary  Sullivan.  I  believe  managed  care  provides  a  valuable 
service  as  we  look  at  ways  to  improve  the  quality  and  the  continui- 
ty of  care  and  to  incorporate  preventive  measures  as  well. 

But  clearly  this  is  only  one  component  of  a  number  of  things 
that  should  be  part  of  an  overall  plan.  We  are  looking  at  the  other 
issue  of  the  tremendous  variability  in  our  State  Medicaid  programs 
that  indeed,  and  you  have  read  as  we  have,  how  that  program  is 
failing  in  a  number  of  States  to  provide  needed  services. 

Also,  as  I  mentioned,  we  are  looking  at  the  question  of  whether 
there  should  be  a  cap  on  employer-provided  health  benefits.  So  we 
could  use  the  dollars  saved  from  that  as  a  strategy  to  help  provide 
care  to  those  who  do  not  have  it.  We  looked  upon  managed  care  as 
only  one  of  a  number  of  things  that  must  be  done  if  we  are  to  im- 
prove the  health  care  available  to  our  citizens  and  even  more  fun- 
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damentally,  the  health  status  of  our  citizens.  That  is  where  our 
focus  on  prevention  plays  a  very  important  role. 

Mr.  Grandy.  I  think  I  am  hearing  you  say  that  managed  care  is 
a  legitimate  first  step  toward  some  kind  of  phased-in  approach  to 
addressing  the  needs  of  the  uninsured. 

Secretary  Sullivan.  Yes,  sir. 

Mr.  Grandy.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Downey. 

Mr.  Downey.  Mr.  Chairman,  I  have  no  questions  other  than  to 
say  to  Dr.  Sullivan  to  keep  up  the  fine  job  he  is  doing,  especially  in 
the  area  of  smoking.  I  don't  think  you  can  be  tough  enough.  You 
have  my  permission  to  go  as  far  as  you  can  to  convince  people  it  is 
one  of  the  great  scourges  of  the  modern  times. 

Chairman  Rostenkowski.  Dr.  Sullivan,  it  is  always  a  pleasure 
having  you  testify  before  this  committee. 

For  the  most  part,  I  think  you  find  this  committee  cooperative, 
and  it  is  available  in  most  instances.  I  cannot  impress  on  you 
enough  how  strongly  I  feel  that  this  health  train  is  in  the  station 
and  getting  ready  to  move.  I  think  it  would  be  of  so  much  help  to 
us  if  the  administration  would  stake  out  a  position. 

I  know  that  if  you  don't,  we  will.  And  there  will  be  something 
wrong  with  the  program.  And  if  the  administration  comes  up  with 
a  program,  there  will  be  something  wrong  with  it.  We  ought  to 
start  correcting  the  problems  now.  I  was  tremendously  bothered  by 
the  statement  that  was  made  by  the  Director  of  OMB  before  a 
Senate  hearing.  He  said  he  recognizes  that  the  negotiated  budget 
deal  is  not  going  to  last  5  years  but  that  it  will  probably  last  1  or  2 
and  he  will  be  willing  to  negotiate  after  the  next  election.  Now  I 
don't  like  that  at  all.  If  we  have  a  problem  in  this  country,  we 
ought  to  try  to  solve  it,  not  wait  for  the  next  election. 

In  my  service  as  chairman  of  this  committee,  I  have  never  been 
frightened  to  stand  up  and  say  if  it  is  revenues  that  are  necessary, 
let's  raise  the  revenues.  As  much  as  the  great  communicator 
Ronald  Reagan  left  the  impression  that  he  did  not  raise  taxes,  we 
all  know  how  much  revenue  he  raised  as  President. 

But  he  met  the  challenge  because  it  was  necessary  for  us  to  meet 
the  challenge.  I  hope  that  if  we  do  formulate  a  policy  here,  and  I 
think  the  members  are  getting  ready  to  move,  that  we  can  expect 
your  cooperation  and  constructive  criticism.  I  do  not  want  to  hear 
about  our  tax  and  spend  attitude  as  I  hear  from  some  of  my  col- 
leagues with  respect  to  some  of  the  programs  we  try  to  initiate. 

If  there  are  no  further  questions,  we  thank  you  very  much  for 
participating  in  this  discussion. 

Secretary  Sullivan.  Thank  you,  Mr.  Chairman.  It  has  been  a 
pleasure  being  with  you. 

Chairman  Rostenkowski.  The  Honorable  Michael  Castle.  Wel- 
come to  the  committee.  It  is  always  a  pleasure  to  have  real  people 
come  here  to  help  us  work  out  our  budgets  and  testify  before  us. 

We  legislators  always  have  the  privilege  of  changing  our  minds 
but  you  people  who  have  to  put  your  signature  on  the  bottom  line 
are  a  bit  more  realistic. 

Governor,  if  you  would  like  us  to  insert  your  entire  statement  in 
the  record,  that  will  be  done  without  objection.  You  might  want  to 
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summarize  now.  That  is  entirely  up  to  you.  Welcome  to  Washing- 
ton. The  committee  looks  forward  to  hearing  your  views. 

STATEMENT  OF  HON.  MICHAEL  N.  CASTLE,  GOVERNOR,  STATE 
OF  DELAWARE,  AND  VICE  CHAIR,  TASK  FORCE  ON  HEALTH 
CARE,  NATIONAL  GOVERNORS'  ASSOCIATION 

Governor  Castle.  Thank  you,  Mr.  Chairman,  for  your  good  na- 
tured  welcome  of  Governors.  It  has  been  a  difficult  year  for  all  of 
us.  It  sort  of  relates  to  what  we  are  talking  about.  The  medical  care 
components  of  our  budget  are  easily  the  most  difficult  aspects  of 
our  budget.  In  Delaware  we  have  zero-percent  growth  in  our  State 
budget.  Yet  our  Medicaid  and  the  health  insurance  of  our  employ- 
ees are  both  growing  by  more  than  15  percent.  That  is  an  example 
of  our  problems. 

It  is  a  pleasure  to  be  here  today  on  behalf  of  the  Nation's  Gover- 
nors to  testify  on  the  work  of  the  Governors  on  health  care  reform. 

I  come  today  to  call  upon  all  elected  officials,  from  Congress  to 
the  counties,  all  business  people  from  mom  and  pop  to  Chrysler, 
and  for  all  health  care  industries  from  physicians  to  Blue  Cross/ 
Blue  Shield  to  join  together  to  build  a  framework  for  health  care 
reform  based  on  common  goals  and,  eventually,  common  solutions 
that  work. 

I  would  also  like  to  remind  the  committee  that  health  care  con- 
cerns are  not  new  to  this  country.  In  1790,  Thomas  Jefferson  sent  a 
letter  to  his  cousin  John  Garland  Jefferson  in  which  he  said, 
"Health  is  worth  more  than  learning."  I  would  suggest  to  you  that 
without  health  there  can  be  no  learning,  no  prosperity  and  not 
peace. 

The  cost  of  inaction  is  high.  If  we  do  not  come  together  and  build 
a  health  care  system  with  the  stable  financing  and  service  delivery 
system  that  will  bring  routine  preventive  and  primary  care  to  our 
people,  too  many  of  our  children  will  continue  to  come  to  school 
unprepared  to  learn,  too  many  of  our  adolescents  will  continue  to 
face  serious  but  preventable  health  problems,  and  too  many  of  our 
adults  will  continue  to  be  prematurely  prevented  from  leading  full 
and  productive  lives. 

The  Governors  have  an  ultimate  goal.  By  the  end  of  the  first 
decade  of  the  21st  century,  we  believe  that  this  Nation  must  have  a 
national  structure  that  supports  a  systematic  continuum  of  health 
care  services  that  begin  with:  education  and  prevention — might 
want  to  mention  Arnold's  visit  on  physical  fitness  tomorrow,  just 
further  demonstrates  that  life  style  and  prevention  are  not  only 
the  key,  but  becoming  more  acceptable  to  the  public — might  also 
want  to  acknowledge  Secretary  Sullivan's  commitment  to  this 
issue;  early  and  routine  provision  of  primary  care;  provision  of 
acute  care;  and  accommodate  rehabilitation  and  long-term  institu- 
tional care. 

That  system  must  emphasize  the  cost  effective  delivery  of  care 
and  be  accessible  to  people.  We  all  know  that  in  our  current 
system,  simply  having  an  insurance  card  does  not  guarantee  that 
accessibility. 

As  a  marker  in  our  progress  toward  a  universal  system  of  care, 
the  Governors  believe  that  the  Nation  must  commit  itself  to  a  sub- 
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stantial  reduction  in  the  numbers  of  people  without  access  to  care 
and  a  reduction  in  the  rate  of  growth  in  health  care  costs.  The 
problem  is,  Mr.  Chairman,  that  while  there  is  significant  consensus 
on  the  problems  that  confront  us,  there  is  little  consensus  on  the 
solutions.  Therefore,  the  Governors  believe  that  we  should  make 
this  decade  one  in  which  we,  at  the  State  level,  with  the  support 
and  help  of  our  Federal  partners,  undertake  comprehensive,  state- 
wide demonstrations  to  test  the  efficacy  of  the  various  approaches 
to  a  national  solution. 

As  with  welfare  reform,  we  need  a  "bottoms  up"  approach  to 
learning  more  about  what  actually  works.  Then,  armed  with  solid, 
information,  we  must  reach  consensus  on  a  national  solution  and 
do  it. 

Now  I  am  not  going  to  spend  time  today  reiterating  the  well- 
known  problems.  Suffice  it  to  say  that  there  is  widespread  consen- 
sus that  not  only  does  the  system  cost  too  much  and  provide  inad- 
equate access  to  care,  but  there  are  increasing  questions  about  the 
value  of  what  we  purchase.  Far  from  a  seamless  web  of  services, 
the  system  is  a  patchwork  of  multiple  policies,  programs,  and 
payers.  Further,  American  health  care  favors  high  tech  specialty 
care  at  the  expense  of  the  provision  of  routine  preventive  and  pri- 
mary care. 

I  would  like  to  spend  the  rest  of  my  time  with  you,  reviewing 
some  of  the  issues  with  which  the  Governors  are  wrestling  as  we 
attempt  to  expand  access  and  control  costs  working  within  the  con- 
text of  the  current  system  of  health  care. 

An  insurance  based  system:  Our  insurance  system,  the  basis 
upon  which  most  people  receive  coverage  for  health  care,  is  not 
working  well  for  increasing  numbers  of  people.  Rather  than  insur- 
ing against  risk,  insurers  now  practice  the  art  of  avoiding  the  risk. 
The  result — more  people  with  inadequate  access  to  care.  Further, 
the  costs  of  insurance  are  rising  at  alarming  rates.  Between  1980 
and  1987,  health  insurance  costs  nearly  doubled,  rising  from  $68.1 
to  $134.6  billion. 

To  lower  the  cost  of  insurance  and  increase  access  to  small  em- 
ployers, States  are  now  pursuing  several  reforms  to  increase  access 
to  insurance  coverage  from  small  businesses,  the  self-employed, 
people  working  in  industries  that  can't  get  insurance,  and  people 
considered  too  high-risk  for  insurance.  Reforms  include:  wider  use 
of  community  rating  practices  and  risk  pooling  arrangements  that 
spread  the  risk  of  high-cost  coverage  to  all  insurers  in  the  State; 
public  reinsurance,  or  stop-loss  mechanism,  much  like  catastrophic 
protection,  to  limit  the  risk  assumed  by  the  insurer  if  claims 
exceed  a  set  amount;  placing  limits  on  premium  increases,  guaran- 
teeing policy  renewal,  restricting  coverage  limits  on  preexisting 
conditions,  and  requiring  open  enrollment;  and  creating  benefit 
packages  tailored  to  small  businesses  and  providing  subsidies  for 
the  administration  and  marketing  of  such  policies. 

It  is  important  to  note,  however,  that  because  the  insurance  in- 
dustry is  designed  to  protect  unanticipated  risk,  such  reforms  will 
not  increase  access  to  vital  preventive  and  primary  care  services.  If 
we  want  to  develop  a  health  care  system  that  focuses  on  the  provi- 
sion of  these  services,  risk-based  insurance  may  not  be  the  appro- 
priate model. 
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A  public  role:  While  insurance  market  reform  should  increase 
access  for  the  employed  population,  it  would  not  provide  access  to 
all  employed  uninsured,  part-time  workers,  or  the  nonworking  un- 
insured. 

To  extend  coverage  to  people  in  this  gap,  States  employ  several 
strategies  to  build  on  the  current  system.  They  include:  maximum 
utilization  of  Medicaid  options,  subsidized  nongroup  insurance  for 
both  the  working  and  nonworking  uninsured.  The  insurance  plans 
may  be  provided  by  the  State  or  the  private  sector.  A  full  subsidy 
for  people  below  100  percent  of  poverty  and  a  sliding  scale  subsidy 
for  people  up  to  200  percent  of  poverty  is  generally  provided.  The 
plans  often  emphasize  preventive  care  and  catastrophic  coverage; 
programs  to  meet  the  health  care  needs  of  a  specified  population, 
such  as  children  or  the  developmentally  disabled;  hospital-based 
uncompensated  care  subsidy  programs  under  which  provider-based 
taxes  or  donations  finance  care  for  people  who  are  medically  indi- 
gent; and  increased  use  of  public  hospitals. 

Medicaid  reform:  While  these  approaches  help  fill  the  gaps  in  the 
current  system,  the  Governors  firmly  believe  that  long-term  health 
care  reform  demands  a  fundamental  restructuring  of  the  Medicaid 
program  to  develop  a  new  public  program  better  equipped  to  pro- 
vide access  to  health  care  for  the  low-income  uninsured. 

Since  its  inception  in  1965,  Medicaid  has  lost  a  clearly  defined 
purpose.  It  now  struggles  to  serve  not  only  its  categorically  eligible 
clients  but:  pregnant  women  and  children  with  incomes  above 
AFDG  levels  but  below  certain  percentages  of  poverty;  near-poor  el- 
derly individuals  and  chronically  ill  children  in  need  of  long-term 
care;  mentally  retarded  and  mentally  ill  people;  and  poor  elderly 
who  are  eligible  under  Medicare. 

These  expansions  have  had  a  profound  impact  on  the  Medicaid 
program.  Because  of  the  increasing  demands  of  new,  mandated 
populations,  Governors  have  found  themselves  without  the  finan- 
cial means  to  make  better  use  of  the  program  resources  to  serve 
the  women  and  children  the  program  was  originally  designed  for. 

As  the  Governors  have  wrestled  with  the  long-term  role  of  Med- 
icaid in  a  restructured  health  care  system,  we  have  asked  some  of 
the  following  questions:  One,  would  it  be  more  appropriate  to  move 
long-term  care  out  of  the  Medicaid  program?  Because  Medicaid  is 
an  acute  care  program  with  an  institutional  base,  it  may  not  be  the 
best  program  to  provide  long-term  care  services.  A  new  program 
designed  to  meet  both  the  social  and  health  care  needs  of  the  elder- 
ly may  provide  a  more  appropriate  approach  to  this  population. 

We  may  even  want  to  consider  a  broadly  financed,  designated 
trust  fund  at  the  Federal  level  to  fund  a  national  program  for  cata- 
strophic and  long-term  care  coverage  that  could  reduce  the  costs  of 
insurance  throughout  the  health  care  system. 

Two,  would  it  be  more  appropriate  to  establish  separate  pro- 
grams for  other  specified  Medicaid  populations?  As  with  long-term 
care,  establishing  a  separate  program  designed  to  meet  the  unique 
financing  and  service  needs  of  the  mentally  retarded  and  mentally 
ill  population  may  make  more  sense. 

Three,  should  Medicare  benefits  be  enhanced  to  circumvent  cost 
shifting  to  Medicaid?  Maybe  Medicare  should  provide  long-term 
care  benefits  and  protection  against  catastrophic  health  care  ex- 
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penses?  If  the  original  intent  of  the  Medicare  program  is  to  protect 
the  elderly  and  disabled,  it  should  honor  that  commitment  and 
assume  its  financial  responsibility. 

Four,  is  it  time  to  break  the  link  between  Medicaid  and  categori- 
cal eligibility  from  welfare  and  establish  a  new  program  of  publicly 
funded  health  insurance  to  meet  the  health  care  needs  of  diverse 
populations?  This  would  simplify  the  eligibility  process  and  provide 
flexibility  for  adapting  the  Medicaid  program  to  future  health 
system  reform. 

Cost  containment:  Cost  containment  lies  at  the  heart  of  success- 
ful health  care  and  is  integral  to  any  insurance  reform  strategy. 
Without  the  ability  to  control  our  health  care  expenditures,  we  as 
a  nation  will  not  be  able  to  increase  access  to  care. 

It  is  a  problem  of  such  complex  nature  that  it  can  be  solved  only 
by  the  Federal  and  State  governments  and  the  private  sector, 
working  in  a  true  partnership.  We  are  considering  recommenda- 
tions on  a  number  of  approaches:  wider  use  of  managed  care  strate- 
gies; administrative  reforms  to  decrease  health  care  costs  associat- 
ed with  the  current  multifaceted  health  care  coverage  system;  med- 
ical tort  reforms  to  lower  the  cost  of  health  care;  State  level  all- 
payer  systems  that  negotiate  fees  to  eliminate  cost  shifting 
throughout  the  health  care  delivery  system;  global  budgeting  to 
put  a  lid  on  runaway  health  care  costs.  State-level  resource  alloca- 
tion and  capital  expansion  decisions,  combined  with  caps  on  health 
care  spending  and  inflation  growth,  may  be  the  most  viable  strate- 
gy to  truly  control  runaway  health  care  inflation  and  encourage 
cost-efficient  treatment  practices.  This  approach  is  capable  of  con- 
taining the  explosion  in  health  care  inflation. 

These  are  some  of  the  approaches  Governors  would  like  to  test 
on  a  more  comprehensive  basis  in  statewide  demonstrations. 

The  Governors  firmly  believe  that  cost  containment  is  essential 
to  increased  access  to  health  care.  We  also  firmly  believe  that  the 
State  level  is  the  appropriate  place  to  make  resource  allocation  de- 
cisions. 

States  are  both  large  enough  to  provide  an  adequate  market 
force  and  small  enough  to  recognize  special  and  different  needs 
throughout  the  State. 

The  challenge:  The  challenge  is  before  us.  The  reform  of  the 
health  care  system  is  too  important  to  be  left  to  inertia  or  half-way 
efforts. 

Not  only  is  access  to  a  system  of  affordable  and  appropriate 
health  care  a  priority  for  the  Nation,  it  is  imperative  for  the  States 
to  demonstrate  the  ways  by  which  this  goal  might  be  achieved.  We 
can  neither  afford  to  hurry  prematurely  toward  a  national  solution 
nor  wait  for  a  national  solution  before  we  take  action. 

The  Governors  are  committed  to  creating  an  environment  where 
each  person  has  the  best  opportunity  to  develop  and  use  his  or  her 
abilities  not  only  for  the  good  of  the  individual  but  also  for  that  of 
society.  A  system  of  health  care  for  all  people  is  one  piece  of  this 
environment. 
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We  must  act  now.  If  we  do  not,  we  will  reap  the  harvest  of  our 
inattention  in  declining  health  status  indicators  and  the  ultimate 
impoverishment  of  our  society. 

Thank  you. 

Chairman  Rostenkowski.  Thank  you. 
[The  prepared  statement  follows:] 
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STATEMENT  OF  THE  HON.  MICHAEL  N.  CASTLE, 
GOVERNOR  OF  DELAWARE 
NATIONAL  GOVERNORS'  ASSOCIATION 

Good  morning  Mr.  Chairman,  members  of  the  committee.  It  is  a 
pleasure  to  be  here  today  on  behalf  of  the  nation's  Governors  to 
testify  on  insurance  reform  strategies  to  increase  access  to 
affordable  quality  health  care. 

Health  care  reform  is  the  top  priority  for  the  nation's  Governors. 
Under  the  chairmanship  of  Governor  Booth  Gardner,  NGA  has 
established  a  Health  Care  Task  Force,  of  which  I  am  a  vice  chair,  to 
make  recommendations  for  the  comprehensive  reform  of  our  health  care 
system  to  assure  that  all  Americans  have  access  to  affordable, 
quality  health  care. 

I  understand  that  this  committee  has  also  identified  health  care 
reform  as  a  top  priority,  and  spent  this  last  weekend  at  West  Point 
to  discuss  health  care  reform  strategies.  The  Governors  are  pleased 
to  see  this  committee's  commitment  to  health  care  reform  and  look 
forward  to  a  close  working  relationship  as  you  identify  and  develop 
policies  for  comprehensive  health  care  reform.  To  this  end,  we  hope 
this  hearing  marks  the  beginning  of  a  true  partnership  with  this 
distinguished  committee.  Only  through  a  consensus  for  reform 
supported  by  all  levels  of  government  and  the  private  sector  shall 
we  reach  our  mutual  goal  of  universal  access  to  health  care  for  all 
Americans. 

The  NGA  Health  Care  Task  Force  is  developing  policy  for  health  care 
reform  to  be  considered  at  our  annual  meeting  this  August. 
Therefore,  I  am  unable  to  outline  specific  recommendations  for 
comprehensive  reform.  Assuming  that  in  the  short-term  we  shall 
build  incrementally  on  our  current  public  and  private  partnership,  I 
want  to  discuss  problems  in  our  current  employer-based  system  of 
care,  which  push  health  insurance  out  of  reach  for  an 
ever-increasing  number  of  Americans.  I  also  want  to  discuss  state 
initiatives  that  build  on  and  fill  in  the  gaps  in  our  current  system. 

In  pursuing  incremental  changes,  however,  I  must  express  a  word  of 
caution.  Incremental  changes  must  be  in  a  proper  sequence  with  a 
full  understanding  of  how  each  change  will  affect  the  overall  system 
and  how  each  change  will  move  the  nation  toward  its  agreed  upon  and 
ultimate  objective.  To  achieve  this,  we  must  continue  to  work 
together  and  talk  about  our  common  goals  and  the  best  way  to  achieve 
them. 

While  we  work  together  to  reach  a  consensus,  the  Governors  strongly 
believe  that  five  to  seven  comprehensive  state-level  reform 
initiatives  will  contribute  valuable  information  in  the  national 
debate  and  help  all  parties  reach  agreement  on  the  appropriate 
avenue  for  reform. 

The  Problem 

The  United  States  health  care  system  is  commonly  referred  to  as 
patchwork — and  for  good  reason.  Although  most  Americans  have  access 
to  health  insurance  through  their  place  of  employment,  Medicare,  or 
Medicaid,  the  limits  of  each  source  of  coverage  leaves  between  31 
and  37  million  Americans  without  access  to  any  health  care  coverage 
whatever.  It  is  particularly  striking  that  among  those  who  have 
fallen  through  the  seams  of  the  patchwork,  two-thirds  are  either 
employed  or  dependents  of  workers,  and  half  of  the  uninsured  are 
employed  by  small  business.  Medicaid,  originally  designed  to 
provide  health  insurance  coverage  to  women  and  children  eligible  for 
Aid  to  Families  with  Dependent  Children  (AFDC)  —  not  to  fill  this 
gap  —  reaches  only  38  percent  of  the  nation's  poor.  Thus  our 
patchwork  system  neglects  the  employees  of  small  business,  the 
self-employed,  part-time  workers,  dependents  of  individuals  covered 
under  employor- sponsored  plans,  the  unemployed,  the  working  poor, 
and  those  ineligible  for  Medicaid. 
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Our  system  does  not  assure  that  people  gain  entry  into  the  system  at 
the  most  appropriate  level  of  care.  Inadequate  access  to  an  range 
of  necessary  services,  particularly  primary  and  preventive  care, 
brings  people  into  the  system  on  the  back  end,  when  they  are  sicker 
and  the  care  required  is  more  acute.  In  addition,  under-insurance 
often  brings  people  into  the  system  after  they  deplete  their 
resources  or  it  denies  coverage  for  the  type  of  services  they  need 
the  most. 

Another  problem  with  our  present  health  care  system  is  its  inability 
to  control  rising  costs  within  it  that  fuel  inflation.  Increases  in 
provider  charges,  few  or  no  utilization  control  mechanisms,  the 
practice  of  defensive  medicine,  and  excessive  use  of  new  technology 
all  contribute  to  a  health  care  inflation  rate  that  is  growing  at 
twice  the  rate  of  general  inflation. 

Such  steep  increases  contribute  to  the  common  practice  among 
insurers  of  avoiding  risk  rather  than  sharing  it  across  a  broad 
financial  base.  Hindering  access  to  insurance  for  individuals  who 
need  it  most,  this  practice  has  widened  the  coverage  gap.  As  the 
market  excludes  more  and  more  people  from  coverage,  the  cost  of 
uncompensated  care  rises,  thereby  shifting  costs  of  uncompensated 
care  to  those  with  private  health  care  coverage.  Further,  the 
absence  of  access  to  coverage  increases  the  demand  for  public 
assistance  programs,  which,  through  lower  reimbursement  rates,  also 
cost  shift  to  private  insurers. 

If  we  as  a  nation  are  to  build  on  our  current  health  care  system, 
the  Governors  believe  any  successful  health  care  reform  must  be 
comprehensive  and  must  control  health  care  inflation,  as  well  as 
eliminate  cost  shifting.  It  must  provide  affordable  health 
insurance  for  workers  whose  employers  provide  health  care  coverage 
and  health  care  coverage  for  the  working  and  nonworking  uninsured. 
And  it  must  guarantee  access  to  vital  primary  and  preventive  care. 

Insurance  Market  Reforms 

Approximately  26  million  of  the  uninsured  are  workers  and  their 
dependents.  Therefore,  increasing  access  to  affordable  health 
insurance  for  the  employed  population  could  fill  many  gaps  in  the 
present  system. 

Between  1980  and  1987  health  insurance  costs  nearly  doubled,  rising 
from  $68. 1  billion  to  $134.6  billion.  Small  businesses  report 
premium  increases  of  up  to  200  percent.  The  high  cost  of  premiums 
is  a  major  reason  small  businesses  choose  not  to  provide  health 
insurance  for  their  employees.  Further,  many  larger  businesses  that 
provide  coverage  have  had  to  increase  the  employee  contribution  and 
cut  back  on  dependent  coverage. 

The  large  increases  in  premiums  for  small  businesses  are  due  in  part 
to  the  insurance  industries'  movement  away  from  community  rating 
systems.  The  insurers  desire  to  avoid  risk,  rather  the  share  risk. 
This  has  led  to  underwriting  practices  that  exclude  pre-existing 
conditions  and  deny  coverage,  sometimes  "redlining"  entire 
industries.  Industries  frequently  denied  coverage  include 
service-oriented  industries  and  those  considered  high  risk,  such  as 
construction. 

To  further  limit  risk,  some  insurers  impose  arbitrarily  large 
premium  increases  on  small  businesses  or  drop  them  from  coverage 
entirely  when  underwriting  and  coverage  delays  on  pre-existing 
conditions  have  expired.  This  practice,  called  "churning"  or 
"creaming,"  forces  the  employer  to  pay  considerably  higher  premiums, 
to  reduce  or  drop  coverage,  or  to  sign  up  with  a  new  insurer  only  to 
be  subject  to  similar  underwriting  delays. 
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The  1980s  saw  growth  in  the  non-traditional  workforce,  which  is  not 
able  to  access  the  private  insurance  market.  Without  reforms  of  the 
private  insurance  industry,  the  health  care  needs  of  the  growing 
segment  of  the  American  workforce  will  continue  to  be  unmet.  Thus 
perpetuating  the  cyclical  relationship  between  uncompensated  care 
and  increases  in  the  cost  of  health  insurance. 

To  lower  the  cost  of  insurance  and  increase  access  to  small 
employers,  states  are  now  pursuing  several  reforms  to  increase 
access  to  insurance  coverage  for  small  businesses,  the 
self-employed,  persons  working  in  redlined  industries,  and 
individuals  considered  high  risk  due  to  a  health  condition.  Reforms 
include: 

o  Wider  use  of  community  rating  practices  and  risk  pooling 
arrangements  that  spread  the  risk  of  high-cost  coverage  to  all 
insurers  in  the  state. 

o        Public     reinsurance,      or      stop-loss     mechanisms,      much  like 

catastrophic    protection,    to    limit    the    risk    assumed    by  the 

insurer  if  claims  exceed  a  set  amount, 
o        Placing     limits     on     premium     increases,     guaranteeing  policy 

renewal,       restricting       coverage       limits       on  pre-existing 

conditions,  and  requiring  open  enrollment. 

o  Creating  benefit  packages  tailored  to  small  businesses  and 
providing  subsidies  for  the  administration  and  marketing  of 
such  policies. 

It  is  important  to  note,  however,  that  because  the  insurance 
industry  is  designed  to  protect  against  unanticipated  risk,  such 
reforms  will  not  increase  access  to  vital  preventive  and  primary 
care  services.  If  we  want  to  reform  the  system  to  increase  access 
to  these  types  of  services,  risk-based  insurance  may  not  be  the 
appropriate  model. 

Public  Assistance 

While     insurance    market     reform    should     increase     access  fcr  the 

employed    population,    it    would    not    provide    access    to    all  employed 

uninsured,    most    part-time   employees    who   traditionally    do  not  have 

employee  benefits,   or  the  non-working  uninsured.     To  extend  coverage 

to  individuals  in  this  insurance  gap,  states  employ  several 
strategies  to  build  on  the  current  system.     They  include: 

o        Maximum  utilization  of  Medicaid  options. 

o  Subsidized  non-group  insurance  for  both  the  working  and 
non-working  uninsured.  The  insurance  plans  may  be  provided  by 
the  state  or  the  private  sector.  A  full  subsidy  for  persons 
below  100  percent  of  poverty  and  a  sliding  scale  subsidy  for 
persons  up  to  200  percent  of  poverty  is  generally  provided. 
The  plans  may  emphasize  catastrophic  coverage  and/or  preventive 
care. 

o  Programs  to  meet  the  health  care  needs  of  a  specified 
population,   such  as  children  or  the  developmental ly  disabled. 

o  Hospital-based  uncompensated  care  subsidy  programs  under  which 
provider-based  taxes  or  donations  finance  care  for  persons  who 
are  medically  indigent. 

o        Increased  use  of  public  hospitals. 

Medicaid  Reform 


While  these  approaches  help  fill  the  gaps  in  the  current  system,  the 
Governors  firmly  believe  that  long-term  health  care  reform  demands  a 
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fundamental  restructuring  of  the  Medicaid  program  to  develop  a  new 
public  program  better  equipped  to  provide  access  to  health  care  for 
the  low-income  uninsured. 

Since  its  inception  in  1965,  Medicaid  has  lost  a  clearly  defined 
purpose.  It  now  struggles  to  serve  not  only  its  categorically 
eligible  clients,  primarily  women  and  children  eligible  for  AFDC 
assistance,  but: 

o  Pregnant  women  and  children  with  incomes  above  AFDC  levels  but 
below  certain  percentages  of  poverty. 

o  Near-poor  elderly  individuals  and  chronically  ill  children  in 
need  of  long-term  care. 

o       Mentally  retarded  and  mentally  ill  persons. 

o        Poor  elderly  who  are  covered  under  Medicare. 

These  expansions  have  had  a  profound  impact  on  the  Medicaid 
program.  As  the  fastest-growing  portion  of  state  budgets,  Medicaid 
spending  increased  by  18.4  percent  and  consumed  14  percent  of  state 
budgets  last  year.  It  is  expected  to  consume  17  percent  of  state 
spending  by  1995. 

Although  originally  created  to  serve  women  and  children,  a  major 
portion  of  Medicaid  resources  —  42.5  percent  or  $29.5  billion  — 
are  now  spent  on  long-term  care  services,  primarily  for  persons  who 
are  elderly  and  disabled.  Medicaid's  ability  to  effectively 
accomplish  its  original  mission  is  now  severely  hamstrung  by  these 
added  financial  demands. 

Medicaid  is  no  longer  appropriately  oriented  toward  the  provision 
and  delivery  of  preventive  and  primary  care  services.  The  primary 
objective  of  the  program  and  its  ability  to  serve  the  very 
population  it  was  initially  created  to  help  is  obscured  both  in 
focus  and  available  resources. 

As  the  Governors  wrestle  with  the  long-term  role  of  Medicaid  in  a 
restructured  health  care  system,  we  have  asked  some  of  the  following 
questions: 

1.  Would  it  be  more  appropriate  to  move  long-term  care  out  of  the 
Medicaid  program?  Because  Medicaid  is  an  acute  care  program 
with  an  institutional  bias,  it  may  not  be  the  best  program  to 
provide  long-term  care  services.  In  1989,  43  percent  of 
nursing  home  care  in  the  United  States  was  paid  for  by 
Medicaid.  A  new  program  designed  to  meet  both  the  social  and 
health  care  needs  of  the  elderly  may  provide  a  more  appropriate 
approach  to  this  population.  We  may  even  want  to  consider  a 
national  program  for  catastrophic  and  long-term  care  coverage 
that  could  reduce  the  cost  of  insurance  throughout  the  health 
care  system. 

2.  Would  it  be  more  appropriate  to  establish  separate  program  for 
other  specified  Medicaid  populations?  As  with  long-term  care 
for  the  elderly,  establishing  a  separate  program  designed  to 
meet  the  unique  financing  and  service  needs  of  the  mentally 
retarded  and  mentally  ill  population  may  make  more  sense. 

3.  Should  Medicare  benefits  be  enhanced  to  circumvent  cost 
shifting  to  Medicaid?  Maybe  Medicare  should  provide  long-term 
care  benefits  and  protection  against  catastrophic  health  care 
expenses?  If  the  original  intent  of  the  Medicare  program  is  to 
protect  the  elderly  and  disabled,  it  should  honor  that 
commitment  and  assume  its  financial  responsibility. 
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4.  Is  it  time  to  break  the  link  between  Medicaid  and  categorical 
eligibility  from  welfare  and  establish  a  new  program  of 
publicly  funded  health  insurance  to  meet  the  health  care  needs 
of  diverse  populations?  This  would  simplify  the  eligibility 
process  and  provide  flexibility  for  adapting  the  Medicaid 
program  to  future  health  system  reform. 

5.  Shouldn't  states  be  given  the  flexibility  with  Medicaid  to 
pursue  some  of  the  same  cost-saving  strategies  used  by  the 
private  sector  and  Medicare?  For  example,  Medicaid  is 
precluded  by  law  from  the  widespread  use  of  managed  care 
initiatives. 

Coat  Containment 

Cost  containment  lies  at  the  heart  of  successful  health  care  and  is 
integral  to  any  insurance  reform  strategy.  Without  the  ability  to 
control  our  health  care  expenditures,  we  as  a  nation  will  not  be 
able  to  increase  access  to  care.  It  is  a  problem  of  such  a  complex 
nature  that  it  can  be  solved  only  by  the  federal  and  state 
governments  and  the  private  sector,  working  in  a  true  partnership. 
We  are  considering  recommendations  on  a  number  of  approaches. 

Cost  containment  strategies  we  are  discussing  include: 

o        Wider  use  of  managed  care  strategies. 

o  Administrative  reforms  to  decrease  health  care  costs  associated 
with  the  current  multifaceted  health  care  coverage  system. 

o        Medical  tort  reforms  to  lower  the  cost  of  health  care. 

o  State  level  all-payer  systems  that  negotiate  fees  to  eliminate 
cost  shifting  throughout  the  health  care  delivery  system. 

o  Global  budgeting  to  put  a  lid  on  runaway  health  care  costs. 
State-level  resource  allocation  and  capital  expansion 
decisions,  combined  with  caps  on  health  care  spending  and 
inflation  growth,  may  be  the  most  viable  strategy  to  truly 
control  runaway  health  care  inflation  and  encourage 
cost-efficient  treatment  practices.  This  approach  is  capable 
of  containing  the  explosion  in  health  care  inflation. 

The  Governors  firmly  believe  that  cost  containment  is  essential  to 
increased  access  to  health  care.  We  also  firmly  believe  that  the 
state  level  is  the  appropriate  place  to  make  resource  allocation 
decisions.  States  are  both  large  enough  to  provide  an  adequate 
market  force  and  small  enough  to  recognize  special  and  different 
needs  throughout  the  state. 

HGA  Report /Policy 

At  the  Governors'  annual  meeting  this  August,  the  task  force  will 
produce  two  products:  first,  a  detailed  report  outlining  state 
options  to  increase  access  to  health  care  and  control  costs;  and, 
second,  a  proposed  policy  focusing  on  key  reform  issues  requiring 
federal  action,  such  as  restructuring  Medicaid. 

The  report  and  the  policy  will  reflect  the  Governors'  belief  that  in 
the  short  term,  our  federal  partners  must  work  with  the  states  to 
pursue  comprehensive  state  demonstrations  with  effective  evaluation 
components  that  will  test  the  efficacy  of  strategies  to  control 
costs  and  increase  access.  Recognizing  that  a  national  strategy 
will  most  likely  come  in  incremental  stages,  states  can  provide 
valuable  insight  to  effective  reform. 
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Our  long-term  goal  is  system  reform  that  will  ensure  everyone  access 
to  basic  health  coverage  that  ensures  a  continuum  of  services  from 
education  and  prevention  to  long-term  and  institutional  care, 
ensures  entry  into  the  system  at  the  appropriate  level  in  a 
unintrusive  manner,  ensures  that  costs  are  equitably  shared  between 
individuals,  business,  and  government,  and  institutes  appropriate 
controls  to  encourage  the  cost  efficient  and  cost  effective  delivery 
of  care. 

Our  recommendations,  based  on  the  state  experience,  will  provide  an 
evaluative  and  informed  study  to  lead  us  as  a  nation  toward 
consensus  for  reform  to  reach  this  goal.  The  state  experience  will 
provide  the  depth  of  knowledge  we  need  to  move  forward  with  a 
national  strategy  to  reform  our  health  care  system  by  providing  a 
full  understanding  of  the  effect  of  each  change. 

As  we  move  toward  comprehensive  health  care  reform  that  provides 
access  to  health  care  for  all  Americans  and  contains  runaway  health 
care  costs,  the  Governors  stand  ready  to  work  with  the  committee. 
We  firmly  believe  we  will  reach  our  goal  if  we  work  together  in  a 
true  federal-state  partnership. 

Thank  you    for    inviting   us   to   testify   today.      I   would   be   happy  to 
answer  any  questions. 

Chairman  Rostenkowski.  Governor,  about  one-third  of  the  34 
million  Americans  without  health  insurance  are  below  the  poverty 
line.  It  would  cost  about  $15  billion  a  year  to  provide  coverage  to 
this  group. 

If  the  Federal  Government  contributed  its  $9  billion  share,  could 
the  States  afford  the  $6  billion  that  it  would  cost  to  expand  Medic- 
aid to  100  percent  of  poverty? 

Governor  Castle.  The  answer  to  that  is  absolutely  not  at  this 
time.  But  that  is  not  to  say  no  altogether.  I  think  there  are  other 
things  to  look  at  in  this.  As  you  know,  the  Governors  have  been 
working  on  health  care  and  I  am  the  vice  chair  with  Bill  Clinton. 
When  we  meet  in  Seattle,  Wash.,  we  will  be  doing  a  compendium 
of  solutions  and  ideas  that  we  think  will  help  and  then  look  at 
broad  policy.  I  can  share  with  you  at  least  one  of  my  recommenda- 
tions. 

It  will  be  to  look  at  some  revenue  raising  measures  perhaps.  It  is 
really  true,  Mr.  Chairman,  I  don't  think  the  States  are  saying  it 
just  to  say  it,  but  there  are  36, 1  know  it  is  true  in  Delaware.  I  have 
been  Governor,  this  is  my  seventh  budget  and  we  have  never  had 
problems  like  we  have  had  this  year. 

It  is  happening  in  many  States  in  which  we  are  really  struggling 
to  meet  our  budgets  this  year.  Medicaid  went  up  18  percent  last 
year.  In  my  State  we  thought  it  was  going  up  15  percent  and  we 
are  getting  new  reports  every  day  that  it  is  going  up  further  be- 
cause of  the  unemployment  and  other  problems  we  are  having. 

We  looked  at  our  budget  for  1994  and  1995  based  on  estimated 
growth,  we  don't  see  any  room  for  movement.  I  am  not  into  raising 
taxes  but  I  think  we  have  to  look  at  what  we  are  doing  with  health 
care.  There  is  the  whole  cost  containment  area.  We  have  a  piece  of 
legislation  in  our  general  assembly  that  would — and  this  may  exist 
in  our  State  and  others — that  mandates  health  providers  to  need  to 
get  clearance  before  they  buy  certain  pieces  of  equipment.  It  is  re- 
strictive and  not  the  kind  of  thing  you  want  to  look  at  in  America 
but  it  is  a  way  of  cost  containment.  When  I  am  telling  my  State 
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employees  they  cannot  have  a  pay  increase  this  year  and  I  see  that 
the  medical  profession  has  built  5  or  10  percent  increase  in  what 
they  are  doing  next  year,  I  think  with  cost  containment  and  some 
innovative  revenue  raising  we  can  come  up  with  the  answer  that 
you  are  looking  for. 

Chairman  Rostenkowski.  Some  have  suggested  that  health  care 
costs  could  be  contained  if  all  States  operated  a  program  similar  to 
the  Maryland  hospital  cost  program.  Perhaps  the  Federal  Govern- 
ment should  set  an  annual  overall  rate  of  increase  that  all  States 
would  follow.  Do  you  think  a  State-based  cost  containment  program 
could  work  better  than  a  single  Federal  system? 

Governor  Castle.  That  is  for  discussion.  I  think  it  is  a  good  dis- 
cussion. I  think  it  is  something  we  clearly  should  look  at.  I  am  very 
surprised  in  putting  together  our  report  and  how  much  is  going  on 
in  the  States  now. 

It  is  rarely  statewide  but  in  different  States  there  are  a  number 
of  programs  addressing  the  issues  of  cost  containment.  I  think  a  so- 
lution that  would  be  a  State-based  solution  and  would  give  some 
flexibility  because  of  the  vast  differences  in  the  States,  and  there 
are  differences,  urban,  rural,  populations,  et  cetera. 

I  am  convinced  that  we  are  not  going  to  solve  this  at  the  State  or 
congressional  level  unless  we  are  together.  I  am  convinced  we  need 
to  work  together  on  it.  The  last  thing  I  want  to  do  is  attack  the 
White  House  or  Congress  or  anyone  else.  This  affects  every  single 
person  in  the  United  States  of  America  and  we  need  to  pull  togeth- 
er to  do  it. 

If  we  got  together  it  would  be  a  potential  working  solution. 
Mr.  Guarini.  Thank  you,  Mr.  Chairman. 

The  National  Governors'  Association  has  this  question,  every 
time  Medicare  is  cut  the  burden  is  thrown  back  on  the  States  be- 
cause of  Medicaid  which  you  share  50/50,  except  Texas  which  only 
pays  one-third  of  the  subsidies. 

I  guess  the  other  States  end  up  subsidizing  Texas  because  of  this. 
You  say  the  National  Governors'  Association  would  like  to  have  in 
place  a  uniform  health  care  system  for  this  country  including  ex- 
tended home  care.  My  statistics  show  that  in  15  years  Medicare  is 
scheduled  to  go  broke  so  I  hope  something  happens  before  the  year 
2010  because  I  think  we  will  have  an  urgent  situation  on  us.  The 
health  care  costs  have  gotten  out  of  control.  You  will  have  to  do 
something  about  it  either  incrementally  or  by  a  major  restructur- 
ing. 

We  will  have  to  end  up  with  an  adequate  health  care  system  for 
a  country  our  size.  We  are  the  greatest  country  in  the  world  and  37 
million  people  have  no  health  care.  They  have  no  Medicare,  Medic- 
aid and  they  have  been  left  out  of  the  equation. 

I  wonder  if  you  can  address  the  concept  of  malpractice  and  the 
heavy  administrative  paperwork  which  is  involved  in  adding  to  the 
cost  and  what  the  Governors'  Association  recommends  concerning 
these  two  items. 

Governor  Castle.  You  know,  you  say  something  and  then  you 
wonder  if  you  should  be  saying  it.  You  picked  up  on  it  immediately 
which  is  very  disconcerting.  There  probably  should  have  been  some 
preface  to  that  2010  statement  in  there.  I  for  one  don't  think  we 
can  wait  a  minute  longer. 
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I  do  not  believe  that  we  will  come  up  with  a  full-blown  solution 
in  the  year  2010.  The  Governors  in  our  meetings  agreed  there  is  no 
way  to  agree  to  an  ultimate  solution  in  1991.  We  feel  we  should  put 
forth  cost  containment  conclusions  and  access  solutions. 

That  is  going  on  in  our  States.  You  are  vitally  concerned  about  it 
as  well.  It  is  probably  going  to  take  awhile  to  put  this  together  in 
one  policy  to  get  the  absolute  universal  and  absolute  full  access 
care  situation. 

We  think  if  we  take  the  steps  we  are  suggesting  we  are  going  to 
each  year  move  closer  and  closer  to  that  and  have  a  goal.  We  are 
looking  at  sort  of  a  two-decade  situation  if  you  will.  I  can  tell  you 
that  the  States  are  focused.  That  should  not  be  taken  as  a  sugges- 
tion we  don't  think  something  should  happen  right  away.  It  should. 
As  to  the  concepts  of  malpractice  and  the  paper  work.  The  medical 
malpractice  question,  you  hear  different  views  on  this  depending 
on  who  you  are  talking  to. 

But  clearly  I  think  almost  every  State  has  legislation  introduced 
to  somehow  limit  the  medical  malpractice  and  make  it  similar  to 
workmen's  compensation.  That  is,  caps  on  the  benefits  that  you 
could  receive.  In  Delaware  we  have  certain  panels  you  have  to  go 
before,  before  you  can  proceed  with  your  case.  Those  things  are  be- 
ginning to  happen.  I  was  once  a  trial  lawyer.  I  sometimes  don't  like 
to  admit  that.  But  it  was  a  profession  I  followed  once  in  my  life. 

I  will  tell  you,  I  have  a  great  deal  of  concern  in  what  is  happen- 
ing in  this  country  in  jury  trials  and  benefits.  I  think  there  is  a 
heck  of  a  lot  of  room  for  us  to  come  up  with  better  solutions  than 
we  have  so  far  at  the  State  and  Federal  level.  Whether  the  Gover- 
nors' bill  indeed  will  recommend  something  specific  in  that  area,  I 
don't  know.  Our  report  is  being  written  now.  We  need  to  review  it 
and  we  will  tell  you  better  in  August  when  we  meet  in  Seattle. 

As  to  the  paperwork.  We  talked  this  morning  and  an  interesting 
suggestion  was  made.  I  hate  to  mandate  and  regulate  paperwork 
but  if  we  had  one  insurance  form  in  this  country  and  everybody 
understood  what  was  on  that  form  and  all  insurance  companies 
dealt  with  the  same  form,  much  like  the  IRS  forms  but  I  hope  it  is 
not  as  complex — I  wonder  if  we  did  that  how  it  would  resolve  the 
procedure,  what  you  are  paying,  what  your  employer  is  paying, 
your  employer  is  paying  it  therefore  there  is  less  money  in  your 
paycheck. 

I  would  like  to  simplify.  I  think  most  of  those  of  us  who  are  em- 
ployees and  I  am  an  employee  in  the  State,  we  are  part  of  the  70 
percent  that  does  not  focus  on  it. 

Probably  everyone  in  this  room  has  medical  coverage.  We  don't 
focus  on  the  fact  that  there  is  a  woman  two  or  three  blocks  from 
here  who  doesn't  have  the  faintest  idea  of  where  to  go  when  she 
gives  birth  to  a  child  in  3  weeks  and  therefore  you  have  all  the 
problems  of  infant  mortality.  Simplified  paperwork  would  save 
money  and  make  the  system  more  easy  to  deal  with. 

Mr.  Guarini.  Administrative  costs  can  be  reduced  considerably  if 
we  make  an  effort. 

Governor  Castle.  Absolutely. 

Mr.  Guarini.  I  want  to  thank  you. 

There  are  social  programs  that  can  help.  WIC,  programs  on  preg- 
nancy, nutrition  in  school,  health  and  drug  programs  and  other 
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areas  helping  to  minimize  the  overall  costs  of  health  care.  We  want 
to  thank  you. 
Chairman  Rostenkowski.  Mrs.  Johnson. 

Governor  Castle.  You  mentioned  these  different  programs.  The 
former  Marlboro  man  came  to  Delaware.  He  smoked  three  packs  a 
day.  Now  he  uses  a  respirator.  Now  he  is  a  vehement  antismoking 
crusader. 

Chairman  Rostenkowski.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you  for  your  testimony.  It  was  very 
thoughtful  and  useful.  Most  of  it  I  agree  with.  I  want  to  talk  about 
what  you  did  not  say  in  your  testimony. 

I  really  believe  that  those  who  do  not  understand  the  past  are 
doomed  to  repeat  its  mistakes.  There  are  some  important  things 
that  you  don't  say  in  your  testimony.  What  is  it  that  Governors 
need  to  integrate  managed  care  into  Medicaid?  I  know  there  are 
impediments.  Why  aren't  you  up  here  banging  on  our  door  saying 
we  need  authority  to  take  up  some  of  the  cost  savings  that  was 
adopted  in  public  programs. 

What  is  not  part  of  your  testimony  is  what  I  am  hearing  about — 
what  we  did  in  OBRA  for  nursing  homes  or  CLIA  for  the  costs  of 
laboratory  tests.  The  nursing  homes  in  my  State  are  being  told  by 
the  State  government  that  they  are  going  to  reimburse  them  at 
some  average  cost.  According  to  the  criteria  in  OBRA  in  1989  or 
1990,  we  are  going  to  push  nursing  home  costs  in  Connecticut  up  to 
$60,000.  Those  who  are  charging  $60,000  a  year  can  meet  the  crite- 
ria we  established  at  the  Federal  level. 

Those  charging  $30,000  will  say  they  need  to  staff  up.  We  need 
help  from  the  Governors  for  us  to  see  what  the  impact  of  what  we 
have  done  is.  If  we  go  to  a  system  with  more  Federal  control,  in  the 
seeds  of  our  recent  actions,  what  are  the  indicators  of  the  nature  of 
that  Federal  control? 

If  you  think  it  is  going  to  cost  less,  forget  it.  That  is,  unless  we 
are  able  to  change  our  ways.  If  you  don't  come  to  us  with  testimo- 
ny that  says  give  us  power  and  we  can  do  this,  we  cannot  create  a 
health  care  system  that  will  be  capable  of  quality  or  cost  control  of 
the  current  system.  I  was  struck  by  the  void  in  your  testimony 
with  regard  to  any  of  the  cost  escalators  that  we  had  built  into 
your  health  care  system,  including  prevention  stuff  that  we  put  in 
in  a  very  cost  effective  manner. 

Governor  Castle.  As  we  discussed  what  we  were  going  to  say 
today,  one  of  the  decisions  was  not  to  mention  that. 

Mrs.  Johnson.  Well,  how  would  we  know? 

Governor  Castle.  We  have  a  written  policy  to  that  effect  and  we 
send  it  over  every  year. 

Mrs.  Johnson.  Do  you  notice  how  we  listen? 

Governor  Castle.  It  was  done  in  1989  and  then  this  year  we 
adopted  policies  on  the  very  thing  you  are  talking  about.  This  is  a 
relevant  question. 

I  urge  us  all  to  work  together  and  not  start  pointing  fingers  at 
everybody  and  saying  they  are  not  doing  the  job.  We  have  a  tre- 
mendous problem  with  the  Medicaid  mandates.  It  is  a  real 
quandry.  You  obviously  want  to  provide  all  the  medical  coverage 
that  you  can  to  the  poor  people  in  your  State. 
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If  the  Federal  Government  is  going  to  give  us  that  opportunity 
we  will  embrace  it.  Some  Governors  are  dropping  parts  of  their 
programs  because  of  new  mandates  adopted  by  the  Congress,  the 
last  round.  They  have  just  lost  a  tremendous  amount  in  the  States, 
much  more  than  anybody  anticipated. 

We  begged  that  everything  be  made  optional.  We  think  that  we 
can  make  the  decisions  in  our  States.  We  have  a  chart  that  shows 
the  different  States  and  types  of  coverage.  More  and  more  of  that 
is  becoming  mandated  so  you  don't  have  the  choices  in  that. 

When  you  mandate  a  particular  type  of  coverage  you  are  basical- 
ly precluding  expanding  the  pay  back  to  doctors  so  you  can  get  the 
preventive  care.  Some  States  are  coming  forward  with  waivers  to 
this  more  and  more  so.  More  States  are  developing  methods  of 
trying  to  address  this  problem. 

This  whole  issue  of  nursing  care  needs  to  be  shifted  to  something 
independent.  It  is  really  different  than  medical  care  and  yet  the 
whole  shift  becomes  a  tremendous  problem  for  us. 

I  do  believe  you  are  going  to  see  more  and  more  of  that  from  the 
Government.  You  are  absolutely  right.  I  think  you  will  see  more 
and  more  from  the  Governors  in  terms  of  that  request.  It  is  cer- 
tainly your  prerogative  and  I  would  encourage  you  to  have  Medic- 
aid benefits  but  I  would  certainly  ask  that  that  be  made  optional, 
even  retroactively  some  could  be  made  optional. 

I  don't  have  the  knowledge  to  tell  you  which  ones  but  the  man- 
dates are  tremendously  difficult  for  us. 

Mrs.  Johnson.  I  want  States  that  are  experimenting  with  pro- 
grams. I  want  States  that  develop  community  health  clinics  as  one- 
stop  shopping  and  know  what  it  has  cost  them.  If  we  don't  get  that 
data,  we  are  on  the  verge  of  making  serious  mistakes. 

Chairman  Rostenkowski.  Mr.  Grandy. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

Governor,  it  is  nice  to  see  you  again. 

Governor  Castle.  Nice  to  see  you. 

Mr.  Grandy.  I  found  your  testimony  very  intriguing.  I  want  to 
talk  about  your  reference  of  pursuing  State  demonstrations  over  a 
period  of  time  and  the  need  to  fundamentally  restructure  or  rede- 
sign Medicaid. 

How  much  did  Delaware  get  for  Medicaid  last  year,  do  you 
know? 

Governor  Castle.  No,  I  do  not  know. 

Mr.  Grandy.  Do  you  know  what  a  rough  ball  park  figure  is  that 
you  normally  get? 

Governor  Castle.  No,  I  don't  know.  I  am  reluctant  to  say  because 
I  don't  know  the  exact  figure. 

Mr.  Grandy.  But  it  is  growing,  and  at  the  same  time  the  man- 
dates are  restricting  your  ability. 

Governor  Castle.  It  has  grown  15  percent  this  year. 

Mr.  Grandy.  What  would  be  your  reaction  as  a  State  executive 
to  a  program  designed  here  in  Washington  which,  for  want  of  a 
better  term  I  would  call  a  "health  care  performance  agreement," 
which  would  allow  you,  assuming  that  you  could  set  a  certain  crite- 
ria for  health  care,  to  get  the  money  we  give  you  and  waive  the 
operations  you  have  to  operate  under  for  2  or  3  years.  In  the  inter- 
im you  would  prove  you  met  certain  criteria  and  reduced  the 
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number  of  uninsured  in  your  State,  improved  access,  maintained  or 
improved  the  level  of  quality  and  address  populations  that  you 
cannot  presently  get  at. 

In  Iowa  one  of  our  problems  is  title  XIX.  We  have  so  many  nurs- 
ing homes.  People  go  in  and  eke  down  their  assets  and  then  turn  to 
the  States.  That  is  a  serious  concern  we  have.  With  all  the  talk 
about  flexibility  and  Mrs.  Johnson's  question  about  why  aren't  you 
giving  us  better  information,  what  would  be  the  Governor's  reac- 
tion to  a  project  similar  to  the  education  performance  agreements 
that  we  are  now  beginning  to  create  with  school  districts  around 
the  country.  What  if  we  were  to  go  to  States  and  say,  look  you  in 
the  legislature  and  in  the  delivery  field,  come  up  with  a  plan  to 
solve  cost,  access,  and  quality  and  we  will  give  you  the  dough  and 
waive  regulations. 

Governor  Castle.  Not  only  do  I  endorse  it  but  I  would  like  to  be 
the  first  State  to  do  it  and  we  probably  could  in  a  State  like  Dela- 
ware. I  believe  that  is  the  kind  of  initiative  we  need  with  respect  to 
State  demonstrations. 

I  believe  it  is  going  to  happen  at  the  State  level.  I  believe  it  will 
happen  at  the  State  level.  I  think  we  need  to  expand  this  from  the 
States.  It  is  from  those  different  policies  and  procedure  that  the 
States  put  into  place  and  judging  and  the  accountability  I  think  is 
vitally  important,  I  believe  that  if  we  do  that  from  there  we  can 
ultimately  develop  a  national  policy  perhaps  exceeding  the  British 
and  Canadian  policies. 

Mr.  Grandy.  When  you  say  that  what  did  you  mean — national 
policy? 

Governor  Castle.  Confederation. 

Mr.  Grandy.  Governors  come  to  these  committees  and  say  we 
need  more  flexibility  with  regulations.  We  have  not  found  a  way  to 
do  that.  I  wonder  if  we  could  not  take  something  out  of  our  present 
reform  mindedness  and  apply  it  to  these  agreements. 

I  would  assume  that  the  criteria  would  be  pretty  tough.  It  will 
have  to  be  a  hell  of  a  good  plan  and  you  would  have  to  deliver  or 
your  money  would  go  down.  But  if  you  did,  it  seems  to  me  the  po- 
tential for  all  of  us  as  policymakers  is  unlimited. 

Do  you  think  many  of  your  colleagues  in  the  Governors'  Associa- 
tion would  agree  to  this? 

Governor  Castle.  My  judgment  is  that  close  to  100  percent  would 
agree.  As  an  example,  in  Delaware  we  are  doing  almost  the  same 
thing  in  one  field  and  doing  it  in  the  health  care  field  now. 

We  have  a  social  service  group  now.  It  has  been  covered  on  na- 
tional television.  We  are  taking  our  social  services  and  providing 
them  all  out  of  the  same  building,  so  if  you  have  problems,  even 
medical,  you  can  see  the  person  you  need  to  see,  food  stamps,  Med- 
icaid, whatever  the  problem,  we  are  doing  it  out  of  one  center. 

We  have  an  indigent  health  care  task  force.  They  have  come  to 
the  conclusion  that  the  clinic  approach  to  all  this  is  essential  if  we 
are  going  to  solve  this.  The  Federal  Government  has  not  said  take 
your  Medicaid  money  and  go  from  there  but  we  are  essentially 
doing  that. 

I  am  an  absolute  believer.  We  do  have  to  waive  some  regulations 
and  mandates.  We  have  to  say  if  you  are  making  it  better  and 
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opening  up  opportunities,  that  is  a  good  suggestion.  So  the  educa- 
tion proposals  are  I  think  an  excellent  way  to  proceed. 

Mr.  Grandy.  I  would  like  to  explore  this  more  with  you  in  detail. 

Governor  Castle.  Absolutely.  I  think  all  Governors  would  par- 
ticipate. 

Chairman  Rostenkowski.  Thank  you,  Governor.  Thank  you  for 
joining  us. 

Governor  Castle.  It  is  always  a  pleasure  to  be  here.  It  is  good  to 
see  you. 

Chairman  Rostenkowski.  Next  we  have  Mrs.  Rydell. 

STATEMENT  OF  HON.  CHARLENE  B.  RYDELL,  CHAIR,  HEALTH 
COMMITTEE,  NATIONAL  CONFERENCE  OF  STATE  LEGISLA- 
TURES, AND  STATE  REPRESENTATIVE,  MAINE  HOUSE  OF  REP- 
RESENTATIVES 

Ms.  Rydell.  Thank  you.  Mr.  Chairman  and  distinguished  mem- 
bers of  the  House  Committee  on  Ways  and  Means.  My  name  is 
Charlene  Rydell.  I  am  a  member  of  the  Maine  House  of  Represent- 
atives. I  am  speaking  on  behalf  of  the  National  Conference  of  State 
Legislatures,  NCSL,  where  I  serve  as  chair  of  the  Health  Commit- 
tee. NCSL  represents  the  legislatures  of  the  Nation's  50  States,  its 
Commonwealths,  Territories,  and  the  District  of  Columbia. 

My  testimony  is  based  on  policies  adopted  by  NCSLs  State-Feder- 
al assembly,  the  policymaking  body  that  guides  our  advocacy  ac- 
tivities with  Congress,  the  courts,  and  Federal  administrative  agen- 
cies. NCSL  policies  reflect  our  dedication  to  preserving  a  strong 
federal  system  of  government,  maintaining  effective  intergovern- 
mental programs,  protecting  our  Nation's  vulnerable  populations, 
and  developing  creative,  constructive  domestic  initiatives. 

I  am  pleased  to  be  here  today  to  discuss  strategies  for  expanding 
access  to  health  care.  Last  year,  NCSL  adopted  general  principles 
for  developing  a  comprehensive  health  care  reform  program.  Over 
the  coming  months,  we  will  continue  to  refine  this  policy  that  will 
serve  as  a  platform  for  the  conference. 

A  comprehensive  national  strategy  must  include  a  strong  role  for 
States.  This  national  strategy  must  include:  First,  a  basic  benefit 
package  to  which  everyone  is  entitled;  second,  an  equitable  financ- 
ing mechanism  that  is  progressive,  broad-based  and  has  potential 
for  growth;  third,  a  cost  containment  program;  and  fourth,  a  qual- 
ity assurance  component  to  ensure  that  each  individual  that  enters 
the  health  care  system  receives  appropriate,  cost-effective  care. 

National  health  care  reform  will  not  come  easily  and  will  not  be 
achieved  overnight.  State  legislatures  across  the  Nation  are  cur- 
rently playing  an  important  role  in  the  effort  to  bring  health  care 
reform  to  the  fore  and  in  responding  to  the  public  demand  for  sys- 
temic change.  While  debate  continues  here  in  Washington,  State 
legislatures  are  ensuring  that  there  is  ongoing  debate  in  the  States 
by  holding  hearings,  town  meetings  and  community  forums  on 
health  care  reform.  We  are  also  drafting  and  enacting  legislation  to 
expand  access  to  care.  In  the  end,  national  health  care  reform  is 
likely  to  be  comprised  of  many  separate  components  arising  from 
successful  State  models. 
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Perhaps  it  is  our  proximity  to  Canada,  or  perhaps  it  is  a  growing 
frustration  with  the  limitations  of  our  existing  system,  but  in  a 
series  of  meetings  on  the  Canadian  system  held  in  my  State  over 
the  past  few  years,  there  has  been  tremendous  support  for  estab- 
lishing a  Canadian-type  system  which  has  a  basic  federally  re- 
quired benefit  structure,  but  allows  flexibility  for  individual  Prov- 
inces. A  growing  number  of  legislatures  are  holding  hearings  on 
and  seriously  considering  legislation  that  would  establish  a  State- 
administered,  single-payer  system  similar  to  the  Canadian  health 
care  system. 

The  experience  of  other  nations  indicates  that  a  national  system 
is  more  cost  effective,  makes  better  use  of  resources  and  insures 
equality  of  access  to  basic  health  care  for  all  citizens.  I  lived  in 
Norway  for  6  years  and  had  an  opportunity  to  receive  health  care 
coverage  there.  In  Norway,  everyone  is  entitled  to  the  same  bene- 
fits, but  premium  levels  are  determined  by  income.  People  pay  on  a 
regular  basis,  when  they  are  well.  And  everybody  pays,  even  those 
with  low  incomes  contribute.  In  the  United  States,  premium  costs 
for  health  insurance  are  not  based  on  income.  As  a  result,  persons 
with  limited  income  cannot  afford  to  purchase  coverage.  We  lost 
their  dollars,  yet  we  provide  them  with  health  care  when  they 
become  ill.  The  insured  taxpayer  pays  for  this  care. 

During  my  brief  time  with  you  today,  I  would  like  to  call  your 
attention  to  just  some  of  the  efforts  States  have  made  to  expand 
access  to  health  care.  I  will  focus  on  active  programs,  but  it  is  im- 
portant to  note  that  budget  problems  in  some  States  have  delayed 
or  restricted  a  number  of  innovative  programs. 

I  will  also  seek  your  support  and  assistance  for  ongoing  efforts  to 
develop  and  implement  innovative  State  programs.  States  need 
fewer  mandates,  more  flexibility  and  more  cooperation  from  our 
partners  here  in  Washington.  We  urge  you  to  provide  more  demon- 
stration authority,  and  a  streamlined  waiver  process.  We  also  seek 
your  support  for  existing  public  health  programs  to  permit  us  to 
maintain  current  levels  of  care.  Finally,  we  urge  you  to  help  us 
obtain  increased  authority  under  the  Employee  Retirement  Income 
Security  Act  of  1974,  ERISA,  a  major  barrier  to  States  in  obtaining 
needed  resources  and  regulatory  control  to  implement  real  health 
care  reform  at  the  State  level. 

ERISA  has  created  two  classes  of  health  care  plans  in  the  States, 
insured  plans  subject  to  State  regulation,  and  self-insured  plans 
subject  only  to  Federal  ERISA  standards  and  other  Federal  rules. 
As  a  result,  self-insured  companies  are  not  subject  to  State-imposed 
premium  taxes  which  are  routinely  used  to  fund  insurance  regula- 
tion in  the  State  and  to  help  finance  the  cost  of  State  risk  pools  for 
persons  who  are  medically  uninsurable.  This  also  stymies  State  ef- 
forts to  develop  broad-based  financing  mechanisms  for  health  care 
reform. 

Hawaii  is  the  only  State  in  the  country  that  has  an  exemption 
from  ERISA.  This  exemption  has  enabled  the  State  to  come  closer 
than  any  other  State  to  attaining  universal  coverage.  In  1974 
Hawaii  enacted  the  Prepaid  Health  Care  Act.  The  act  requires  em- 
ployers to  provide  health  care  coverage  to  their  employees,  with 
only  a  few  minor  exceptions.  With  the  employer  mandate  in  place, 
Medicaid  and  Medicare,  5  percent  of  the  citizens  in  Hawaii  remain 
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uninsured.  In  1989,  the  State  expanded  its  Medicaid  program  and 
began  funding  the  State  Health  Insurance  Plan,  SHIP,  that  pro- 
vides health  care  coverage  to  workers  with  incomes  below  300  per- 
cent of  poverty,  but  above  Medicaid  eligibility  level.  The  ERISA  ex- 
emption obtained  by  Hawaii  in  1982  is  extremely  limited  in  scope. 
The  State  is  currently  seeking  to  change  the  terms  of  its  ERISA 
exemption  to  permit  it  to  update  and  refine  its  employer-based 
health  care  program. 

Washington  adopted  the  Health  Care  Access  Act  in  1987.  This 
legislation  created  the  basic  health  plan,  a  risk  pool  for  persons 
who  are  medically  uninsurable  and  provided  for  financial  relief  for 
hospitals  and  community  health  centers  serving  a  disproportionate 
share  of  people  receiving  Medicaid  or  who  are  uninsured.  The  act 
also  provided  for  expanded  Medicaid  coverage.  But  I  must  say  with- 
out that  exemption  they  would  not  have  their  expansive  program. 

Oregon  enacted  a  package  of  three  bills,  promoting  access  to 
health  care  for  ail  Oregonians.  The  law  expanding  Medicaid  cover- 
age and  establishing  a  prioritized  list  of  health  care  services,  that 
will  be  made  available  to  Medicaid  recipients,  is  the  most  publi- 
cized and  controversial  feature  of  Oregon's  package  of  legislation. 
The  Medicaid  law  has  yet  to  be  implemented.  The  process  of  priori- 
tizing medical  services  and  establishing  basic  benefits  is  nearing 
completion.  The  next  step  for  the  Oregon  program  will  take  place 
here  in  Washington,  D.C.,  where  the  State  must  seek  and  receive  a 
Medicaid  waiver  to  proceed. 

The  Oregon  package  expanded  coverage  for  workers  of  small 
firms  and  their  dependents  by  requiring  employers  to  offer  insur- 
ance to  their  employees  and  their  dependents  by  1994.  A  trigger 
clause  stipulates  that  unless  150,000  of  Oregon's  employed  unin- 
sured individuals,  as  of  April  1989,  are  covered  by  October  1993, 
the  State  will  levy  a  tax  on  those  employers  who  fail  to  provide 
coverage.  Should  150,000  employees,  not  dependents,  be  enrolled  by 
October  1993,  this  section  of  the  act  will  be  repealed  and  the  pro- 
gram will  remain  voluntary.  The  Pepper  Commission  adopted  a 
similar  trigger  mechanism  in  its  plan. 

The  State  also  established  a  high-risk  pool.  Finally,  the  law  pro- 
vides tax  incentives  to  participating  employers.  To  participate  in 
the  incentive  plan,  employers  must  have  25  or  fewer  employees 
who  are  not  insured  by  another  source.  Second,  employers  must 
not  have  contributed  to  any  group  health  plan  in  the  previous  2 
years.  All  eligible  employers  will  be  given  income  tax  credits  pro- 
viding insurance  coverage.  The  tax  credits  will  decrease  progres- 
sively until  1994  when  the  incentives  will  expire.  To  encourage 
maximum  participation,  tax  credits  will  decrease  at  a  lesser  rate  if 
the  number  of  previously  uninsured  enrollees  exceed  specific  fig- 
ures as  of  determined  dates. 

In  Maine  most  people  are  employed  by  small  employers  or  are 
self-employed.  In  an  effort  to  provide  quality,  affordable  health 
care  coverage  to  these  individuals  and  their  families,  Maine  joined 
a  number  of  State  and  local  entities  as  a  participant  in  a  "Health 
Care  for  the  Uninsured"  project  funded  by  the  Robert  Wood  John- 
son Foundation.  The  project  was  designed  to  provide  support  to 
State  and  local  entities  for  the  development  of  innovative  public/ 
private  financing  and  service  delivery  arrangements,  all  aimed  at 
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improving  access  to  health  care  for  uninsured  persons.  Most  of  the 
projects  focused  on  expanding  access  for  small  employers. 

Our  project  called  MaineCare  is  a  State-subsidized  health  insur- 
ance and  managed  care  program  for  small  business  groups  and  self- 
employed  individuals.  The  program  currently  operates  in  two  sites, 
the  Bath /Brunswick  area  and  the  Skowhegan/  Somerset  County 
area.  We  hope  to  expand  to  a  third  site  in  the  near  future.  The  pro- 
gram uses  an  existing  HMO,  Healthsource  Maine,  Inc.,  which  con- 
sists of  an  independent  physician  network,  two  community  hospi- 
tals and  one  tertiary  referral  hospital.  We  were  able  to  negotiate 
substantial  discounts  with  participating  hospitals.  In  addition,  the 
hospitals  agreed  to  cease  billing  after  charges  for  any  one  patient 
exceed  $20,000.  To  date,  charges  for  only  one  patient  have  exceeded 
that  level.  The  State  supports  a  full  time  marketing  representative 
at  each  site  who  promotes  the  program  to  business  and  enrolls 
members. 

State  subsidies  are  available  to  individuals  with  incomes  below 
200  percent  of  poverty  on  a  sliding  fee  scale  basis,  as  long  as  both 
the  employers  and  the  employees  each  contribute  toward  premi- 
ums. The  employee  share  of  premiums  for  individuals  with  incomes 
below  100  percent  of  poverty  is  fully  subsidized.  High  risk  business- 
es and  those  experiencing  financial  hardship,  are  eligible  for  State 
subsidies  to  help  pay  for  employee  coverage,  provided  they  are  will- 
ing to  participate  in  State  job  training  and  placement  programs. 
There  has  been  minimal  medical  underwriting  under  the  program 
and  fewer  than  six  people  have  been  referred  to  the  State  high-risk 
pool.  MaineCare  has  enrolled  approximately  1,000  workers  in  more 
than  350  businesses.  The  majority  of  the  participants  are  self-em- 
ployed people  or  people  employed  by  firms  with  fewer  than  four 
employees. 

In  1989  we  enacted  the  Maine  health  program.  This  program  was 
created  to  help  children  in  households  with  incomes  below  125  per- 
cent of  poverty  and  adults  below  95  percent  of  poverty.  This  pro- 
gram supplements  the  Medicaid  program.  Maine  has  been  awarded 
a  demonstration  grant  from  the  U.S.  Department  of  Health  and 
Human  Services  for  the  children's  portion  of  the  program.  Last 
year  we  enacted  the  5-year  medical  liability  demonstration  project. 
Practice  parameters  and  risk  management  protocols  are  being  de- 
veloped by  physicians  appointed  to  medical  specialty  advisory  com- 
mittees in  three  area:  anesthesia,  emergency  medicine,  and  obstet- 
rics and  gynecology.  Physicians  electing  to  participate  will  be  able 
to  assert  compliance  with  the  established  practice  parameters  and 
risk  management  protocols  as  an  affirmative  defense  in  any  medi- 
cal liability  case  brought  against  them  as  a  result  of  alleged  medi- 
cal malpractice  during  the  project  period.  The  project  becomes 
operational  when  50  percent  of  the  physicians  practicing  the  par- 
ticipating specialty  in  the  State  elect  to  participate. 

The  Florida  HealthAccess  program  is  a  State-subsidized,  man- 
aged health  care  program  for  small  businesses  that  also  started  out 
with  a  grant  from  the  Robert  Wood  Johnson  Foundation.  It  oper- 
ates in  four  service  delivery  areas,  covering  13  counties.  Over  1,000 
small  firms  are  enrolled,  providing  coverage  to  approximately  5,000 
individuals.  The  project  was  recently  extended  to  a  fifth  site.  This 
project  was  designed  to  show  how  State  funds  can  be  used  to  mini- 
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mize  risk  and  enhance  affordability  through  innovative  reinsur- 
ance mechanisms  and  premium  subsidies  for  family  coverage. 
Using  a  combination  of  direct  and  indirect  subsidies,  Florida 
HealthAccess  was  able  to  negotiate  an  estimated  25  to  30  percent 
reduction  in  a  Florida-based  HMO,  Av-Med  Health  Plan,  Inc.  Flori- 
da HealthAccess  is  being  marketed  by  independent  insurance 
agents  paid  a  commission  by  Florida  HealthAccess  for  premiums 
collected.  Florida  HealthAccess  maintains  a  small  internal  staff  to 
monitor  agents  and  to  develop  marketing  leads. 

Small  group  insurance  reform:  There  is  a  growing  consensus 
across  the  country  among  health  care  policy  experts,  insurers,  and 
consumers  that  the  small  group  insurance  market  is  in  serious 
need  of  reform.  In  recent  weeks  Federal  legislation  addressing  this 
issue  has  been  introduced. 

We  recently  enacted  some  insurance  reforms  in  Maine.  We  now 
require  insurers  taking  over  a  group  to  cover  all  employees  cur- 
rently in  the  group,  regardless  of  health  status.  We  also  require  in- 
surers to  cover  new  employees  who  were  insured  on  their  previous 
job.  Finally,  we  shortened  the  waiting  period  for  preexisting  condi- 
tions for  both  group  and  individual  policies. 

Last  year  Connecticut  enacted  a  comprehensive  insurance  reform 
package.  Since  the  program  is  just  getting  underway,  it  is  too  early 
to  evaluate  the  impact  the  adopted  small  group  reforms  will  have 
on  product  availability  and  affordability.  However,  it  is  clearly  an 
important  program  to  watch. 

I  am  certain  that  all  of  you  are  familiar  with  State  mandated 
benefit  laws.  While  much  has  been  said  in  recent  years  about  the 
impact  of  State  mandated  benefits  on  costs,  there  is  surprisingly 
little  evidence  to  show  that  these  benefits  add  significantly  to  the 
costs  of  insurance  premiums.  Despite  this  lack  of  evidence,  State 
legislators  are  interested  in  determining  the  impact  of  these  man- 
datory requirements  on  premium  cost  and  insurance  availability. 

A  recent  study  of  the  cost  of  mandated  benefits  to  Blue  Cross/ 
Blue  Shield  plans  in  the  State  of  Maine  found  that  only  6  percent 
of  increased  premium  costs  could  be  attributed  to  State  mandated 
benefits  and  that  5  percent  of  the  total  cost  of  coverage  was  direct- 
ly attributable  to  mental  health  and  substance  abuse  treatment 
services.  According  to  the  March  13,  1991,  edition  of  Health  Bene- 
fits Letter,  16  States  have  enacted  laws  requiring  that  mandated 
benefits  in  the  State  be  evaluated.  Within  the  last  2  years,  eight 
States,  Florida,  Illinois,  Kansas,  Kentucky,  Missouri,  Rhode  Island, 
Virginia  and  Washington  have  enacted  mandate  waiver  laws  de- 
signed to  permit  small  group  insurance  carriers  to  offer  "low  cost" 
products  that  are  exempted  from  some  or  all  State  mandated  bene- 
fits. 

It  is  too  early  to  evaluate  these  programs,  as  most  are  just  begin- 
ning to  enroll  members.  Some  of  these  programs  sunset  within  a 
specific  timeframe  so  that  the  program  can  be  evaluated  for  effec- 
tiveness. These  projects  should  provide  important  information 
about  the  impact  of  State  mandated  benefits  on  premium  costs  and 
product  availability. 

NCSL  believes  that  there  is  a  place  for  State  mandated  benefits. 
Many  of  the  more  popular  ones  have  been  embraced  by  the  health 
care  community  as  a  whole.  For  instance,  48  States  require  insur- 
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ance  products  to  provide  care  for  newborns,  14  States  require  well- 
child  care,  33  States  require  coverage  for  mammography  screening. 
I  have  noticed  that  there  is  considerable  interest  in  both  primary 
and  preventive  care  for  children  and  mammography  screening,  as 
there  are  several  bills  introduced  in  Congress  on  these  issues. 
Other  popular  mandated  benefits  include:  alcoholism  treatment,  39 
States;  mental  health  care,  28  States;  drug  treatment,  24  States, 
and  maternity  coverage,  20  States.  Many  of  us  in  the  health  policy 
arena  would  consider  these  services  part  of  a  basic  health  plan.  We 
urge  you  to  follow  these  mandate  waiver  programs  so  that  we  can 
all  assess  the  relative  impact  of  State  mandated  benefits  on  premi- 
um costs  and  insurance  affordability  in  the  small  group  market. 

It  is  nearly  impossible  to  get  a  State  legislator  to  talk  about 
health  care  reform  without  mentioning  Medicaid.  Many  national 
reform  proposals  call  for  further  expansions  of  Medicaid  or  a  simi- 
lar public  program.  As  you  know,  the  mission  of  the  Medicaid  pro- 
gram has  been  expanded  in  recent  years.  Medicaid,  when  enacted 
in  1965,  was  a  medical  assistance  program  that  provided  care  to  a 
relatively  narrow  group  of  people:  children  in  single-parent  house- 
holds, the  aged,  blind,  and  disabled.  Today  the  program  serves 
more  than  23  million  people  and  while  categories  of  eligible  people 
still  exist,  the  categories  have  been  significantly  broadened. 

It  seems  to  be  a  little  known  fact  among  both  the  media  and  the 
general  public  that  the  Medicaid  program  was  not  designed  to  be 
the  Nation's  health  care  safety  net.  If  Medicaid  is  going  to  become 
this  safety  net,  it  should  come  into  that  role  as  part  of  overall  sys- 
temic reform.  The  piecemeal  expansion  of  Medicaid,  through  the 
imposition  of  mandates  on  the  States  has  resulted  in  an  unwieldy, 
administratively  burdensome  quagmire. 

With  all  of  its  problems,  States  continue  to  try  to  improve  their 
Medicaid  program  and  to  expand  access  to  health  care  to  increas- 
ing numbers  of  low-income  citizens.  We  believe  that  States  should 
be  used  as  a  laboratory  for  new,  innovative  ideas  for  expanding 
coverage.  In  fact,  we  would  like  to  see  a  more  streamlined  ap- 
proach developed  for  obtaining  Medicaid  and  other  waivers  that 
are  often  necessary  to  implement  innovative  State  programs. 
States  want  Congress  to  increase  the  number  and  range  of  optional 
services  authorized  under  the  Medicaid  program.  We  do  not  want 
additional  mandates.  Resources  allocated  to  new  mandates  will  be 
taken  from  funds  that  would  have  been  used  to  fund  new  initia- 
tives or  more  likely  in  these  recessionary  times,  to  maintain  the 
current  level  of  services. 

In  recent  years,  States  have  developed  creative  financing  mecha- 
nisms to  help  increase  funds  available  for  their  part  of  the  Medic- 
aid match.  We  have  been  working  closely  with  providers  to  expand 
eligibility  and  services  under  Medicaid  through  provider-specific 
taxes  and  voluntary  contributions.  Last  year,  you  prohibited  the 
Health  Care  Financing  Administration,  HCFA,  from  promulgating 
regulations  restricting  the  use  of  provider-specific  taxes,  but  only 
extended  a  moratorium  prohibiting  similar  regulations  on  volun- 
tary contributions. 

Last  year  Maine  used  an  assessment  on  hospitals  to  help  us  pay 
for  the  Medicaid  expansions  included  in  the  1989  Omnibus  Budget 
Reconciliation  Act.  Kentucky  recently  enacted  legislation  that 
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levies  a  tax  on  hospitals,  nursing  homes,  physicians,  home  health 
agencies  and  other  Medicaid  providers,  raising  almost  $650  million 
that  will  be  used  to  increase  the  State's  contribution  to  the  Medic- 
aid match.  These  additional  resources  will  permit  the  State  to 
cover  existing  program  deficits,  expand  Medicaid  services,  and  to 
improve  reimbursement  rates.  The  State  will  also  expand  its  exist- 
ing State-funded  program  serving  the  medically  indigent.  More 
than  200,000  additional  people  will  become  eligible  for  care.  Other 
States  using  provider-specific  taxes  include  Florida,  Maryland, 
Ohio,  South  Carolina,  and  Texas. 

The  Texas  Department  of  Human  Services  has  almost  200  eligi- 
bility workers  outstationed  in  over  60  health  care  facilities.  The 
State's  share  for  the  administrative  costs  is  being  borne  by  the  fa- 
cilities. The  facilities  are  also  donating  office  space  and  supplies. 
This  program  has  been  invaluable  to  Texas  localities.  Other  States 
using  voluntary  contributions  include  Alabama,  California,  Georgia 
and  Tennessee.  Several  other  States  including  Pennsylvania  are 
considering  legislation  authorizing  the  use  of  voluntary  contribu- 
tions. We  urge  you  to  provide  statutory  authority  for  the  use  of  vol- 
untary contributions  so  that  States  can  continue  to  work  with  pro- 
viders to  help  improve  Medicaid  services. 

The  Physician  Payment  Review  Commission  recently  published 
recommendations  regarding  physician  reimbursement  under  Med- 
icaid. We  believe  that  it  is  important  to  determine  why  physicians 
and  other  providers  choose  not  to  serve  Medicaid  clients.  We  also 
believe  that  it  is  extremely  important  to  determine  the  relative  im- 
portance of  fees,  administrative  burdens  and  the  role  of  issues  re- 
lated specifically  to  the  clients,  before  we  allocate  substantial  sums 
of  money  toward  increased  fees. 

Many  Medicaid  recipients  and  uninsured  persons  receive  health 
care  services  through  hospital  emergency  rooms,  State  and  locally 
funded  health  clinics  and  community  and  migrant  health  centers. 
In  areas  where  they  live  there  is  often  a  paucity  of  individual  phy- 
sician offices  or  practice  groups.  To  improve  access  to  health  care 
we  must  address  service  delivery  issues  in  addition  to  the  more  fre- 
quently mentioned  financing  problems.  Access  to  appropriate  pro- 
viders close  to  home  as  well  as  access  to  an  insurance  card  is  im- 
perative. 

I  look  forward  to  working  with  all  of  you  in  the  coming  months 
on  health  care  reform  and  other  issues  of  mutual  interest  and  con- 
cern. I  thank  you  for  this  opportunity  and  would  be  pleased  to 
answer  any  questions  you  may  have. 

Chairman  Rostenkowski.  Thank  you  very  much,  Representative 
Rydell,  you  have  been  helpful. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  THE  HON.  CHARLENE  B.  RYDELL,  CHAIR,  HEALTH 
COMMITTEE,  NATIONAL  CONFERENCE  OF  STATE  LEGISLATURES 

Mr.  Chairman  and  Distinguished  Members  of  the  House  Committee  on  Ways  and 
Means: 

My  name  is  Charlene  Rydell.  I  am  a  member  of  the  Maine  House  of 
Representatives.  I  am  speaking  on  behalf  of  the  National  Conference  of  State 
Legislatures  (NCSL)  where  \  serve  as  chair  of  the  Health  Committee.  NCSL 
represents  the  legislatures  of  the  nation's  50  states,  its  commonwealths, 
territories  and  the  District  of  Columbia. 

My  testimony  is  based  on  policies  adopted  by  NCSL's  State-Federal  Assembly, 
the  policymaking  body  that  guides  our  advocacy  activities  with  Congress,  the 
courts,  and  federal  administrative  agencies.  NCSL  policies  reflect  our  dedication 
to  preserving  a  strong  federal  system  of  government,  maintaining  effective 
intergovernmental  programs,  protecting  our  nation's  vulnerable  populations,  and 
developing  creative,  constructive  domestic  initiatives. 

I  am  pleased  to  be  here  today  to  discuss  strategies  for  expanding  access  to 
health  care.  Last  year,  NCSL  adopted  general  principles  for  developing  a 
comprehensive  health  care  reform  program.  Over  the  coming  months,  we  will 
continue  to  refine  this  policy  that  will  serve  as  a  platform  for  the  Conference. 

A  comprehensive  national  strategy  must  include  a  strong  role  for  states.  This 
national  strategy  must  include:  (1)  a  basic  benefit  package  to  which  everyone  is 
entitled;  (2)  an  equitable  financing  mechanism  that  is  progressive,  broad-based 
and  has  potential  for  growth;  (3)  a  cost  containment  program;  and  (4)  a  quality 
assurance  component  to  ensure  that  each  individual  that  enters  the  health  care 
system  receives  appropriate,  cost-effective  care. 

National  health  care  reform  will  not  come  easily  and  will  not  be  achieved 
overnight.  State  legislatures  across  the  nation  are  currently  playing  an  important 
role  in  the  effort  to  bring  health  care  reform  to  the  fore  and  in  responding  to  the 
public  demand  for  systemic  change.  While  debate  continues  here  in  Washington, 
state  legislatures  are  ensuring  that  there  is  ongoing  debate  in  the  states  by 
holding  hearings,  town  meetings  and  community  forums  on  health  care  reform. 
We  are  also  drafting  and  enacting  legislation  to  expand  access  to  care.  In  the 
end,  national  health  care  reform  is  likely  to  be  comprised  of  many  separate 
components  arising  from  successful  state  models. 

Perhaps  it  is  our  proximity  to  Canada,  or  perhaps  it  is  a  growing  frustration  with 
the  limitations  of  our  existing  system,  but  in  a  series  of  meetings  on  the  Canadian 
system  held  in  my  state  over  the  past  few  years,  there  has  been  tremendous 
support  for  establishing  a  Canadian-type  system  which  has  a  basic  federally 
required  benefit  structure,  but  allows  flexibility  for  individual  provinces.  A  growing 
number  of  legislatures  are  holding  hearings  on  and  seriously  considering 
legislation  that  would  establish  a  state-administered,  single-payor  system  similar 
to  the  Canadian  health  care  system. 

The  experience  of  other  nations  indicates  that  a  national  system  is  more  cost 
effective,  makes  better  use  of  resources  and  insures  equality  of  access  to  basic 
health  care  for  all  citizens.  I  lived  in  Norway  for  six  years  and  had  an  opportunity 
to  receive  health  care  coverage  there.  In  Norway  everyone  is  entitled  to  the  same 
benefits,  but  premium  levels  are  determined  by  income.  People  pay  on  a  regular 
basis,  when  they  are  well.  And  everybody  pays,  even  those  with  low  incomes 
contribute.  In  the  United  States,  premium  costs  for  health  insurance  are  not 
based  on  income.  As  a  result,  persons  with  limited  income  cannot  afford  to 
purchase  coverage. 

During  my  brief  time  with  you  today,  I  would  like  to  call  your  attention  to  just  some 
of  the  efforts  states  have  made  to  expand  access  to  health  care.  I  will  focus  on 
active  programs,  but  it  is  important  to  note  that  budget  problems  in  some  states 
have  delayed  or  restricted  a  number  of  innovative  programs. 

I  will  also  seek  your  support  and  assistance  for  ongoing  efforts  to  develop  and 
implement  innovative  state  programs.  States  needfewer  mandates,  more 
flexibility  and  more  cooperation  from  our  partners  here  in  Washington.  We  urge 
you  to  provide  more  demonstration  authority,  and  a  streamlined  waiver  process. 
We  also  seek  your  support  for  existing  public  health  programs  to  permit  us  to 
maintain  current  levels  of  care.  Finally,  we  urge  you  to  help  us  obtain  increased 
authority  under  the  Employee  Retirement  Income  Security  Act  of  1974  (ERISA),  a 
major  barrier  to  states  in  obtaining  needed  resources  and  regulatory  control  to 
implement  real  health  care  reform  at  the  state  level. 
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ERISA  has  created  two  classes  of  health  care  plans  in  the  states,  insured  plans 
subject  to  state  regulation,  and  self-insured  plans  subject  only  to  federal  ERISA 
standards  and  other  federal  rules.  As  a  result  self-insured  companies  are  not 
subject  to  state-imposed  premium  taxes  which  are  routinely  used  to  fund 
insurance  regulation  in  the  state  and  to  help  finance  the  cost  of  state  risk  pools  for 
person  who  are  medically  uninsurable.  This  also  stymies  state  efforts  to  develop 
broad-based  financing  mechanisms  for  health  care  reform. 

Hawaii  is  the  only  state  in  the  country  that  has  an  exemption  from  ERISA.  This 
exemption  has  enabled  the  state  to  come  closer  than  any  other  state  to  attaining 
universal  coverage.  In  1974,  Hawaii  enacted  the  Prepaid  Health  Care  Act.  The 
Act  requires  employers  to  provide  health  care  coverage  to  their  employees,  with 
only  a  few  minor  exceptions.  With  the  employer  mandate  in  place,  Medicaid  and 
Medicare,  five  percent  of  the  citizens  in  Hawaii  remained  uninsured.  In  1989,  the 
state  expanded  its  Medicaid  program  and  began  funding  the  State  Health 
Insurance  Plan  (SHIP)  that  provides  health  care  coverage  to  workers  with 
incomes  below  300  percent  of  poverty,  but  above  the  Medicaid  eligibility  level. 
The  ERISA  exemption  obtained  by  Hawaii  in  1982  is  extremely  limited  in  scope. 
The  state  is  currently  seeking  to  change  the  terms  of  its  ERISA  exemption  to 
permit  it  to  update  and  refine  its  employer-based  health  care  program. 

Washington  adopted  the  Health  Care  Access  Act  in  1987.  This  legislation  created 
the  Basic  Health  Plan,  a  risk  pool  for  persons  who  are  medically  uninsurable,  and 
provided  for  financial  relief  for  hospitals  and  community  health  centers  serving  a 
disproportionate  share  of  people  receiving  Medicaid  or  who  are  uninsured.  The 
Act  also  provided  for  expanded  Medicaid  coverage. 

Twenty-three  other  states  (California,  Colorado,  Connecticut,  Florida,  Georgia, 
Illinois,  Indiana,  Iowa,  Louisiana,  Maine,  Minnesota,  Missouri,  Montana, 
Nebraska,  New  Mexico,  North  Dakota,  Oregon,  South  Carolina,  Tennessee, 
Texas,  Utah,  Wisconsin,  Wyoming)  have  similar  pools  for  medically  uninsurable 
individuals,  although  they  are  not  all  operational  at  this  time.  Risk  pool  legislation 
has  been  introduced  in  nine  states  (Alaska,  Arizona,  Arkansas,  Kansas, 
Mississippi,  New  Jersey,  Ohio,  Oklahoma,  and  South  Dakota)  during  this 
legislative  year.  In  Maine  we  finance  our  risk  pool  through  an  assessment  on 
hospitals.  Due  to  restrictions  placed  on  states  by  ERISA,  we  are  not  able  to  levy  a 
premium  tax  that  could  adequately  fund  the  program. 

In  1989,  Washington  implemented  its  Basic  Health  Plan  which  provides  individual 
and  family  coverage  to  people  with  incomes  at  or  below  200  percent  of  the 
poverty  level.  Premium  and  copayment  levels  are  based  on  the  ability  to  pay. 
Nearly  14,000  people  are  enrolled  in  the  Washington  Basic  Health  Plan. 

Oregon  enacted  a  package  of  three  bills,  promoting  access  to  health  care  for  all 
Oregonians.  The  law  expanding  Medicaid  coverage  and  establishing  a  prioritized 
list  of  health  care  services,  that  will  be  made  available  to  Medicaid  recipients,  is 
the  most  publicized  and  controversial  feature  of  Oregon's  package  of  legislation. 
The  Medicaid  law  has  yet  to  be  implemented.  The  process  of  prioritizing  medical 
services  and  establishing  basic  benefits  is  nearing  completion.  The  next  step  for 
the  Oregon  program  will  take  place  here  in  Washington,  D.C.  where  the  state 
must  seek  and  receive  a  Medicaid  waiver  to  proceed. 

The  Oregon  package  expanded  coverage  for  workers  of  small  firms  and  their 
dependents  by  requiring  employers  to  offer  insurance  to  their  employees  and 
their  dependents  by  1994.  A  trigger  clause  stipulates  that  unless  150,000  of 
Oregon's  employed  uninsured  individuals  (as  of  April  1989)  are  covered  by 
October  1993,  the  state  will  levy  a  tax  on  those  employers  who  fail  to  provide 
coverage.  Should  150,000  employees  (not  dependents)  be  enrolled  by  October 
1993,  this  section  of  the  Act  will  be  repealed  and  the  program  will  remain 
voluntary.  The  Pepper  Commission  adopted  a  similar  trigger  mechanism  in  its 
plan. 

The  state  also  established  a  high  risk  pool.  Finally,  the  law  provides  tax  incentives 
to  participating  employers.  To  participate  in  the  incentive  plan,  employers  must 
have  25  or  fewer  employees  who  are  not  insured  by  another  source.  Secondly, 
employers  must  not  have  contributed  to  any  group  health  plan  in  the  previous  two 
years.  All  eligible  employers  will  be  given  income  tax  credits  for  providing 
insurance  coverage.  The  tax  credits  will  decrease  progressively  until  1994  when 
the  incentives  will  expire.  To  encourage  maximum  participation,  tax  credits  will 
decrease  at  a  lesser  rate  if  the  number  of  previously  uninsured  enrollees  exceed 
specific  figures  as  of  determined  dates. 
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In  Maine,  most  people  are  employed  by  small  employers  or  are  self-employed.  In 
an  effort  to  provide  quality,  affordable  health  care  coverage  to  these  individuals 
and  their  families,  Maine  joined  a  number  of  state  and  local  entities  as  a 
participant  in  a  "Health  Care  for  the  Uninsured"  project  funded  by  the  Robert 
Wood  Johnson  Foundation.  The  project  was  designed  to  provide  support  to 
state  and  local  entities  for  the  development  of  innovative  public/private  financing 
and  service  delivery  arrangements,  all  aimed  at  improving  access  to  health  care 
for  uninsured  persons.  Most  of  the  projects  focused  on  expanding  access  for 
small  employers. 

MaineCare  is  a  state-subsidized  health  insurance  and  managed  care  program  for 
small  business  groups  and  self-employed  individuals.  The  program  currently 
operates  in  two  sites,  the  Bath/Brunswick  area  and  the  Skowhegan/Somerset 
County  area.  We  hope  to  expand  to  a  third  site  in  the  near  future.  The  program 
uses  an  existing  HMO,  Healthsource  Maine,  Inc.,  which  consists  of  an 
independent  physician  network,  two  community  hospitals  and  one  tertiary  referral 
hospital.  We  were  able  to  negotiate  substantial  discounts  with  participating 
hospitals.  In  addition,  the  hospitals  agreed  to  cease  billing  after  charges  for  any 
one  patient  exceed  $20,000.  To  date,  charges  for  only  one  patient  have 
exceeded  that  level.  The  state  supports  a  full  time  marketing  representative  at 
each  site  who  promotes  the  program  to  business  and  enrolls  members. 

State  subsidies  are  available  to  individuals  with  incomes  below  200  percent  of 
poverty  on  a  sliding  fee  scale  basis,  as  long  as  both  the  employers  and  the 
employees  each  contribute  toward  the  premiums.  The  employee  share  of 
premiums  for  individuals  with  incomes  below  100  percent  of  poverty  is  fully 
subsidized.  Part-time  workers  and  the  self-employed  are  also  eligible  for  premium 
subsidies.  High  risk  businesses,  those  experiencing  financial  hardship,  are 
eligible  for  state  subsidies  to  help  pay  for  employee  coverage,  provided  they  are 
willing  to  participate  in  state  job  training  and  placement  programs.  There  has 
been  minimal  medical  underwriting  under  the  program  and  fewer  than  six  people 
have  been  referred  to  the  state  high  risk  pool.  MaineCare  has  enrolled 
approximately  1 ,000  workers  in  more  than  350  businesses.  The  majority  of  the 
participants  are  self-employed  people  or  people  employed  by  firms  with  fewer 
than  four  employees. 

In  1989  we  enacted  the  Maine  Health  Program.  This  program  was  created  to  help 
children  in  households  with  incomes  below  125  percent  of  poverty  and  adults 
below  95  percent  of  poverty.  This  program  supplements  the  Medicaid  program. 
Maine  has  been  awarded  a  demonstration  grant  from  the  U.S.  Department  of 
Health  and  Human  Services  for  the  children's  portion  of  the  program.  Last  year 
we  enacted  the  a  5-year  medical  liability  demonstration  project.  Practice 
parameters  and  risk  management  protocols  are  being  developed  by  physicians 
appointed  to  medical  specialty  advisory  committees  in  three  areas:  anesthesia, 
emergency  medicine,  and  obstetrics  and  gynecology.  Physicians  electing  to 
participate  will  be  able  to  assert  compliance  with  the  established  practice 
parameters  and  risk  management  protocols  as  an  affirmative  defense  in  any 
medical  liability  case  brought  against  them  as  a  result  of  alleged  medical 
malpractice  during  the  project  period.  The  project  becomes  operational  when  50 
percent  of  the  physicians  practicing  the  participating  specialty  in  the  state  elect  to 
participate. 

The  Florida  HealthAccess  program  is  a  state-subsidized,  managed  health  care 
program  for  small  businesses  that  also  started  out  with  a  grant  from  the  Robert 
Wood  Johnson  Foundation.  It  operates  in  four  service  delivery  areas,  covering  13 
counties.  Over  1 ,000  small  firms  are  enrolled,  providing  coverage  to 
approximately  5,000  individuals.  The  project  was  recently  extended  to  a  fifth  site. 
This  project  was  designed  to  show  how  state  funds  can  be  used  to  minimize  risk 
and  enhance  affordability  through  innovative  reinsurance  mechanisms  and 
premium  subsidies  for  family  coverage.  Using  a  combination  of  direct  and 
indirect  subsidies,  Florida  HealthAccess  was  able  to  negotiate  an  estimated  an 
estimated  25-30  percent  reduction  in  a  Florida-based  HMO,  Av-Med  Health  Plan, 
Inc.  Florida  HealthAccess  is  being  marketed  by  independent  insurance  agents 
paid  a  commission  by  Florida  HealthAccess  for  premiums  collected.  Florida 
HealthAccess  maintains  a  small  internal  staff  to  monitor  agents  and  to  develop 
marketing  leads. 

Small  Group  Insurance  Reform 

There  is  a  growing  consensus  across  the  country  among  health  care  policy 
experts,  insurers  and  consumers  that  the  small  group  insurance  market  is  in 
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serious  need  of  reform.  In  recent  weeks  federal  legislation  addressing  this  issue 
has  been  introduced. 

We  recently  enacted  some  insurance  reforms  in  Maine.  We  now  require  insurers 
taking  over  a  group  to  cover  all  employees  currently  in  the  group,  regardless  of 
health  status.  We  also  require  insurers  to  cover  new  employees  who  were 
insured  on  their  previous  job.  Finally,  we  shortened  the  waiting  period  for  pre- 
existing conditions  for  both  group  and  individual  policies. 

Last  year  Connecticut  enacted  a  comprehensive  insurance  reform  package. 
Since  the  program  is  just  getting  underway,  it  is  too  early  to  evaluate  the  impact 
the  adopted  small  group  reforms  will  have  on  product  availability  and  affordability. 
However,  it  is  clearly  an  important  program  to  watch. 

The  program  was  developed  by  a  37-member  commission  broadly  representing 
the  major  interests  in  the  state.  The  Connecticut  plan  establishes  a  pool  that 
provides  reinsurance  to  carriers  in  the  small  group  market.  All  state  insurance 
carriers  are  members.  Premiums  charged  to  the  carrier  are  set  by  the  pool  board 
at  a  percentage  of  the  average  rate  for  similar  groups.  The  amount  the  carrier 
may  charge  the  employer  is  also  limited  by  the  board.  Pool  losses  attributable  to 
high-risk  individuals  and  groups  are  shared  by  all  carriers  in  proportions 
determined  by  their  volume  in  the  small  group  market. 

The  reinsurance  pool  elects  a  board  assigned  to  create  a  small  employer  health 
care  plan  for  use  by  small  employer  carriers.  These  plans  are  available  to 
employers,  with  25  or  fewer  full  time  (30  hours  a  week)  employees,  who  have  not 
provided  health  insurance  for  at  least  two  years.  Every  carrier  in  the  small  group 
market,  including  most  Health  Maintenance  Organizations  (HMOs),  must  offer 
these  employers  coverage  under  the  terms  of  this  plan.  Employers  with  fewer 
than  10  employees,  the  majority  of  whom  are  low-income,  may  obtain  coverage 
only  from  the  Health  Reinsurance  Association  (HRA),  Connecticut's  high  risk  pool 
for  individuals.  The  Act  does  not  waive  state  mandated  benefits. 

The  Act  also  caps  allowable  increases  in  premium  rates,  requires  'guaranteed 
issue",  limits  waiting  periods  for  preexisting  conditions  to  12  months,  and  requires 
that  policies  be  renewable  at  the  employer's  option.  The  Connecticut  plan 
extends  Medicaid  coverage  to  more  children  and  pregnant  women.  In  the  case  of 
employed  residents  who  would  otherwise  be  eligible  for  medical  assistance,  the 
Commissioner  of  Income  Maintenance  is  authorized  to  pay  for  their  share  of 
group  policy  premiums. 

The  state  legislature  in  Oregon  is  currently  considering  a  number  of  small  group 
insurance  reform  measures  designed  to  complement  its  previously  adopted 
legislative  package  expanding  access  to  health  care.  Reforms  under 
consideration  include:  (1)  "guaranteed  issue,"  which  requires  carriers  to  accept 
or  reject  all  applicants  (permitting  no  health  screening),  and  to  accept  all 
businesses  with  25  or  fewer  workers;  (2)  community  rating,  which  allows  insurers 
to  rate  only  by  classes  limited  to  sex,  age,  and  geography;  (3)  "rate  bandind," 
which  confines  allowable  rates  to  plus  or  minus  25  percent  of  a  chosen  "average" 
rate;  and  (4)  a  voluntary  reinsurance  pool  for  carriers  in  the  small  group  market. 
The  pool  would  be  funded  primarily  by  all  insurers  in  the  small  group  market,  and 
secondarily  be  all  registered  insurers  in  the  state. 

State  Mandate  Benefits 

I  am  certain  that  all  of  you  are  familiar  with  state  mandated  benefit  laws.  While 
much  has  been  said  in  recent  years  about  the  impact  of  state  mandated  benefits 
on  costs,  there  is  surprisingly  little  evidence  to  show  that  these  benefits  add 
significantly  to  the  costs  of  insurance  premiums.  Despite  this  lack  of  evidence, 
state  legislators  are  interested  in  determining  the  impact  of  these  mandatory 
requirements  on  premium  cost  and  insurance  availability. 

A  recent  study  of  the  cost  of  mandated  benefits  to  Blue  Cross/Blue  Shield  plans 
in  the  state  of  Maine  found  that  only  6  percent  of  increased  premium  costs  could 
be  attributed  to  state  mandated  benefits  and  that  5  percent  of  the  total  cost  of 
coverage  was  directly  attributable  to  mental  health  and  substance  abuse 
treatment  services.  According  to  the  March  13, 1991  edition  of  Health  Benefits 
Letter,  sixteen  states  have  enacted  laws  requiring  that  mandated  benefits  in  the 
state  be  evaluated.  Within  the  last  two  years,  eight  states  (Florida,  Illinois, 
Kansas,  Kentucky,  Missouri,  Rhode  Island,  Virginia  and  Washington)  have 
enacted  mandate  waiver  laws  designed  to  permit  small  group  insurance  carriers 
to  offer  "low  cost"  products  that  are  exempted  from  some  or  all  state  mandated 
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benefits.  It  is  too  early  to  evaluate  these  programs,  as  most  are  just  beginning  to 
enroll  members.  Some  of  these  programs  sunset  within  a  specific  time  frame  so 
that  the  program  can  be  evaluated  for  effectiveness.  These  projects  should 
provide  important  information  about  the  impact  of  state  mandated  benefits  on 
premium  costs  and  product  availability. 

NCSL  believes  that  there  is  a  place  for  state  mandated  benefits.  Many  of  the 
more  popular  ones  have  been  embraced  by  the  health  care  community  as  a 
whole.  For  instance,  48  states  require  insurance  products  to  provide  care  for 
newborns,  14  states  require  well-child  care,  33  states  require  coverage  for 
mammography  screening.  I  have  noticed  that  there  is  considerable  interest  in 
both  primary  and  preventive  care  for  children  and  mammography  screening,  as 
there  are  several  bills  introduced  in  Congress  on  these  issues.  Other  popular 
mandated  benefits  include:  alcoholism  treatment  (39  states),  mental  health  care 
(28  states),  drug  treatment  (24  states),  and  maternity  coverage  (20  states).  Many 
of  us  in  the  health  policy  arena  would  consider  these  services  part  of  a  basic 
health  plan.  We  urge  you  to  follow  these  mandate  waiver  programs  so  that  we 
can  all  assess  the  relative  impact  of  state  mandated  benefits  on  premium  costs 
and  insurance  affordability  in  the  small  group  market. 

Medicaid 

It  is  nearly  impossible  to  get  a  state  legislator  to  talk  about  health  care  reform 
without  mentioning  Medicaid.  Many  national  reform  proposals  call  for  further 
expansions  of  Medicaid  or  a  similar  "public  program".  As  you  know,  the  mission 
of  the  Medicaid  program  has  been  expanded  in  recent  years.  Medicaid,  when 
enacted  in  1965,  was  a  medical  assistance  program  that  provided  care  to  a 
relatively  narrow  group  of  people:  children  in  single-parent  households,  the  aged, 
blind  and  disabled.  Today  the  program  serves  more  than  23  million  people  and 
while  categories  of  eligible  people  still  exist,  the  categories  have  been  significantly 
broadened. 

It  seems  to  be  a  little  known  fact  among  both  the  media  and  the  general  public 
that  the  Medicaid  program  was  not  designed  to  be  the  nation's  "hearth  care  safety 
net".  If  Medicaid  is  going  to  become  this  safety  net,  it  should  come  into  that  role 
as  part  of  overall  systemic  reform.  The  piecemeal  expansion  of  Medicaid,  through 
the  imposition  of  mandates  on  the  states  has  resulted  in  an  unwieldy, 
administratively  burdensome  quagmire. 

On  average,  states  are  spending  between  12-14  percent  of  total  general  fund 
dollars  on  Medicaid.  Medicaid  and  other  health  care  spending  is  second  only  to 
education  in  terms  of  total  state  general  fund  expenditures.  It  has  been  estimated 
that  by  1995,  some  states  will  allocate  as  much  as  20  percent  of  their  general  fund 
to  Medicaid.  Yet,  despite  this  high  level  of  spending,  few  would  say  that  the 
Medicaid  program  is  adequate. 

With  all  of  its  problems,  states  continue  to  try  to  improve  their  Medicaid  programs 
and  to  expand  access  to  health  care  to  increasing  numbers  of  low-income 
citizens.  We  believe  that  states  should  be  used  as  a  laboratory  for  new, 
innovative  ideas  for  expanding  coverage.  In  fact,  we  would  like  to  see  a  more 
streamlined  approach  developed  for  obtaining  Medicaid  and  other  waivers  that 
are  often  necessary  to  implement  innovative  state  programs.  States  want 
Congress  to  increase  the  number  and  range  of  optional  services  authorized 
under  the  Medicaid  program.  We  do  not  want  additional  mandates.  Resources 
allocated  to  new  mandates  will  be  taken  from  funds  that  would  have  been  used  to 
fund  new  initiatives  or  more  likely  in  these  recessionary  times,  to  maintain  the 
current  level  of  services. 

In  recent  years,  states  have  developed  creative  financing  mechanisms  to  help 
increase  funds  available  for  their  part  of  the  Medicaid  match.  We  have  been 
working  closely  with  providers  to  expand  eligibility  and  services  under  Medicaid 
through  provider-specific  taxes  and  voluntary  contributions.  Last  year,  you 
prohibited  the  Health  Care  Financing  Administration  (HCFA)  from  promulgating 
regulations  restricting  the  use  of  provider-specific  taxes,  but  only  extended  a 
moratorium  prohibiting  similar  regulations  on  voluntary  contributions. 

Last  year  Maine  used  an  assessment  on  hospitals  to  help  us  pay  for  the  Medicaid 
expansions  included  in  the  1989  Omnibus  Budget  Reconciliation  Act.  Kentucky 
recently  enacted  legislation  that  levies  a  tax  on  hospitals,  nursing  homes, 
physicians,  home  health  agencies  and  other  Medicaid  providers,  raising  almost 
$650  million  that  will  be  used  to  increase  the  state's  contribution  to  the  Medicaid 
match.  These  additional  resources  will  permit  the  state  to  cover  existing  program 
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deficits,  expand  Medicaid  services,  and  to  improve  reimbursement  rates.  The 
state  will  also  expand  its  existing  state-funded  program  serving  the  medically 
indigent.  More  than  200,000  additional  people  will  become  eligible  for  care. 
Other  states  using  provider-specific  taxes  include  Florida,  Maryland,  Ohio,  South 
Carolina  and  Texas. 

The  Texas  Department  of  Human  Services  has  almost  200  eligibility  workers 
outstationed  in  over  60  health  care  facilities.  The  state's  share  for  the 
administrative  costs  is  being  borne  by  the  facilities.  The  facilities  are  also 
donating  office  space  and  supplies.  This  program  has  been  invaluable  to  Texas 
localities.  Other  states  using  voluntary  contributions  include  Alabama,  California, 
Georgia,  and  Tennessee.  Several  other  states  including  Pennsylvania  are 
considering  legislation  authorizing  the  use  of  voluntary  contributions.  We  urge 
you  to  provide  statutory  authority  for  the  use  of  voluntary  contributions  so  that 
states  can  continue  to  work  with  providers  to  help  improve  Medicaid  services. 

The  Physician  Payment  Review  Commission  recently  published 
recommendations  regarding  physician  reimbursement  under  Medicaid.  We 
believe  that  it  is  important  to  determine  why  physicians  and  other  providers 
choose  not  to  serve  Medicaid  clients.  We  also  believe  that  it  is  extremely 
important  to  determine  the  relative  importance  of  fees,  administrative  burdens  and 
the  role  of  issues  related  specifically  to  the  clients,  before  we  allocate  substantial 
sums  of  money  towards  increased  fees. 

Many  Medicaid  recipients  and  uninsured  persons  receive  health  care  services 
through  hospital  emergency  rooms,  state  and  locally  funded  health  clinics  and 
community  and  migrant  health  centers.  In  areas  where  they  live  there  is  often  a 
aucity  of  individual  physician  offices  or  practice  groups.  To  improve  access  to 
ealth  care  we  must  address  service  delivery  issues  in  addition  to  the  more 
frequently  mentioned  financing  problems. 

I  look  forward  to  working  with  all  of  you  in  the  coming  months  on  health  care 
reform  and  other  issues  of  mutual  interest  and  concern.  I  thank  you  for  this 
opportunity  and  would  be  pleased  to  answer  any  questions  you  may  have. 

Chairman  Rostenkowski.  Mr.  Smith,  Dr.  Todd,  Mr.  Moynahan. 
Thank  you  gentleman  for  joining  us  this  afternoon.  Mr.  Smith,  I 
know  you  have  been  with  us  before.  You  all  know  that  we  would 
like  you  to  summarize  your  statement  if  it  is  in  excess  of  5  min- 
utes. If  you  gentlemen  would  identify  yourselves  for  the  record 
before  you  read  your  opening  statement,  the  Chair  would  appreci- 
ate it. 

STATEMENT  OF  C.  THOMAS  SMITH,  CHAIRMAN,  BOARD  OF 
TRUSTEES,  AMERICAN  HOSPITAL  ASSOCIATION,  AND  PRESI- 
DENT, YALE-NEW  HAVEN  HOSPITAL,  NEW  HAVEN,  CONN. 

Mr.  Smith.  My  name  is  C.  Thomas  Smith,  chairman  of  the  board 
of  trustees  of  the  American  Hospital  Association,  and  president, 
Yale-New  Haven  Hospital,  New  Haven,  Conn.  It  is  in  the  former 
capacity  that  I  am  here  today.  I  would  like  to  take  a  few  minutes 
to  review  the  activity  that  has  been  underway  at  the  American 
Hospital  Association  over  the  last  year  and  a  half  addressing  the 
question  of  health  care  reform. 

We  appreciate  the  opportunity  to  be  with  you  to  join  in  address- 
ing the  questions  of  access.  We  think  they  need  to  be  rejoined.  We 
are  not  finalizing  a  policy  proposal  yet.  I  will  give  you  the  high- 
lights of  our  current  thinking  about  it.  After  defining  the  problems 
which  beset  the  health  care  system,  we  set  about  to  articulate  a  set 
of  goals  which  we  felt  should  establish  the  criteria  on  which  we 
judge  our  effectiveness.  They  include:  essential  services  must  be 
available  to  all  citizens;  high  quality  care  must  be  available;  it 
must  be  affordable  and  services  must  match  the  willingness  of 
those  who  are  paying  for  it.  There  must  be  fair  financing  for  pro- 
viders of  care.  We  need  to  have  an  efficient  delivery  system,  a 
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system  which  is  community  focused  and  patient  centered  with  local 
control.  We  need  a  system  which  provides  services  in  sufficient 
supply.  It  should  be  user  friendly  and  conducive  to  innovation. 

We  believe  any  system  put  together  must  provide  and  assure 
that  every  American  has  access  to  health  care  services.  No  Ameri- 
can should  be  bankrupted  by  the  cost  of  health  care  or  catastrophic 
illness.  Services  provided  must  have  sufficient  value  based  upon  ef- 
ficient provision  of  service  and  tying  together  the  expectations  that 
we  as  a  society  have  for  health  services  particularly  in  light  of  the 
limited  resources  available. 

We  believe  that  we  should  build  upon  a  pluralistic  model — using 
what  exists  and  works — and  beyond  that  establishing  control  based 
upon  local  priorities  and  resources.  Our  plan  begins  with  universal 
coverage.  We  use  the  employer  based  approach  which  is  the  play- 
or-pay  mandate  with  a  staged  or  phased  implementation.  We  an- 
ticipate employers  should  be  required  to  pay  a  minimum  of  50  per- 
cent of  insurance  coverage  for  their  employees;  and  tax  incentives 
would  be  provided  for  low  income  employees  and  small  employers 
with  an  opportunity  for  small  employers  to  buy  into  a  public  pro- 
gram. 

We  will  advocate  insurance  reform  to  require  that  insurers 
assume  risk.  We  will  provide  for  pooling  arrangements  with  equal 
access  for  all  employers  and  we  will  suggest  the  elimination  of 
State  mandates. 

We  envision  also  a  public  program  which  would  replace  Medicare 
and  Medicaid.  This  program  would  provide  a  floor  of  basic  benefits 
which  would  establish  the  floor  across  the  country  for  private  plans 
as  well.  The  priority  would  be  given  to  the  needy  and  poor. 

We  envision  a  catastrophic  program  for  all  individuals.  The  pay- 
ments would  relate  to  ability  to  pay.  We  envision  income  related 
premiums  in  this  program  which  would  be  administered  by  private 
insurers  and  funded  by  broad-based  taxes.  This  basic  benefit  pro- 
gram we  believe  will  be  the  kind  of  program  that  Americans  will 
find  acceptable. 

Such  a  program  we  think  will  entail  an  enormous  number  of  cost 
containment  priorities.  We  recognize  cost  containment  is  complex 
and  we  have  delineated  about  a  dozen  issues  which  we  believe  will 
be  able  to  address  the  problem  of  cost  control — in  recognition  of 
the  fact  that  one  simple  solution  will  not  do. 

In  conclusion,  we  think  the  problems  of  access  and  cost  have  to 
be  addressed  simultaneously  and  that  the  solutions  required  are 
ones  that  will  necessitate  contribution  from  all  sectors  of  society. 

Individuals  will  have  to  take  more  personal  responsibility  for 
their  health  status  and  we  believe  will  have  to  take  more  financial 
responsibility  for  health  services.  Employers  will  see  an  elimina- 
tion of  the  Government  cost  shift.  Providers  will  have  to  prove  effi- 
cacy of  what  they  do,  establish  ties  between  all  providers,  physi- 
cians, hospitals,  and  others,  assume  financial  risks,  but  in  return 
there  will  be  less  free  care  and  more  fair  payments.  Employers  will 
benefit  by  less  cost  shifting.  They  will  have  to  take  on  more  admin- 
istrative costs. 

The  Government  will  be  able  to  focus  its  benefits  on  the  needy 
and  will  be  a  provider  to  that  sector. 
[The  prepared  statement  follows:] 
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STATEMENT  OF  C.  THOMAS  SMITH,  AMERICAN  HOSPITAL  ASSOCIATION 

Mr.  Chairman,  my  name  is  C.  Thomas  Smith,  President  of  Yale-New  Haven  Hospital 
and  Chairman  of  the  Board  of  Trustees  of  the  American  Hospital  Association. 
On  behalf  of  AHA's  nearly  5,500  member  hospitals,   I  am  pleased  to  have  this 
opportunity  to  testify  on  long-term  strategies  for  health  care  reform.     I  am 
particularly  pleased  to  see  that  this  committee  has  joined  the  two  issues  of 
health  insurance  coverage  and  health  care  costs.     There  is  a  growing  consensus 
among  providers,  employers,  insurers,  and  others  that  the  twin  crises  of 
access  and  costs  cannot  be  solved  separately. 

As  providers  of  care  for  the  insured  and  uninsured  alike,  and  as  advocates  for 
the  health  care  needs  of  the  poor,  hospitals  are  distressed  to  see  growing 
numbers  of  uninsured  and  underinsured ,  deterioration  in  private  insurance 
coverage,  and  growing  gaps  in  public  programs,  because  this  means  people  will 
seek  too  little  care,  and  will  seek  it  too  late.    We  see  the  human 
consequences  in  our  emergency  rooms,  where  we  deliver  the  tiny  babies  of  women 
who  received  no  prenatal  care,  and  where  we  attend  to  the  acute  episodes  of 
children  or  adults  with  preventable,  treatable  conditions. 

Particularly  during  the  past  decade,  therefore,  the  expansion  and  reform  of 
private  and  public  health  insurance  coverage  for  the  medically  indigent — those 
characterized  as  "falling  through  the  cracks"  of  our  pluralist  health  care 
system — has  been  a  high  priority  advocacy  issue  for  the  AHA.     Starting  six 
years  ago,  a  special  committee  of  our  Board  of  Trustees  spent  a  year  analyzing 
the  problem  and  recommending  strong  reforms  on  both  the  public  and  the  private 
side.    As  you  know,  we  have  stood  before  this  committee  and  others  on  many 
occasions  since  then  to  urge  these  reforms.     Considerable  progress  has  been 
made,  particularly  with  regard  to  the  expansion  of  Medicaid  eligibility  for 
pregnant  women  and  children.     And  these  achievements  have  been  real.  Last 
year,  the  nation's  infant  mortality  rate  dropped  by  6  percent — the  largest 
amount  in  nearly  a  decade. 

While  these  victories  are  heartening,  I  think  most  of  us  involved  in  the  issue 
are  far  more  pessimistic  than  we  were  even  five  years  ago,  because  it  is 
increasingly  obvious  that  the  cracks  in  the  health  care  system  are  much  wider 
and  deeper  than  we  thought,  that  all  segments  of  the  population  are  now 
affected,  and  that  we  won't  be  able  to  solve  this  crisis  unless  we 
simultaneously,  and  successfully,  grapple  with  the  equally  profound  cost 
crisis. 

The  scenario  is  certainly  grim  on  the  access  side,  and  touches  all  of  us  in 
one  way  or  the  other: 

*  Thirty-three  million  people  lack  health  insurance  entirely,  and  almost 
twice  that  many  are  intermittently  uninsured.     During  a  recent  28-month 
period,  63  million  lacked  coverage  at  some  point. 

*  Many  more  fear  that  their  insured  status  is  precarious,  something  they 
could  lose  as  a  result  of  any  number  of  events  they  cannot  control — the 
death  of  a  spouse,  loss  of  a  job,  changes  in  an  employer's  insurance 
plan,  or  the  simple  deterioration  of  their  own  health. 

*  Many  of  those  who  do  have  insurance  still  cannot  pay  for  needed 
services,  because  they  have  pre-existing  conditions  excluded  under  their 
policy,  or  because  the  services  they  need  (long-term  care,  psychiatric 
care,  or  rehabilitative  care,  for  example)  are  not  covered  for  anyone 
under  their  plan,  or  (in  the  case  of  public  program  enrollees)  because 
reimbursements  are  so  low  that  their  insurance  card  has  little 
purchasing  power  in  the  health  care  marketplace. 

The  news  is  also  grim  on  the  cost  front. 

*  Health  care  costs  are  growing  rapidly,  at  a  time  when  our  GNP  is  not. 
Between  1983  and  1989,  non-hospital  health  care  expenditures  grew  from 

6.2  percent  of  GNP  to  7.1  percent  of  GNP.    While  expenditures  for 
hospital  inpatient  and  outpatient  care  remained  relatively  steady  (at 

4.3  percent  in  1983  and  4.5  percent  in  1989),  expenses  for  all  health 
care  combined  rose  from  10.5  percent  to  11.6  percent  during  this  period. 

*  Group  health  insurance  premiums  have  been  increasing  at  an  average  of  16 
to  18  percent  a  year  for  the  past  several  years,  and  increases  for  many 
small  businesses  are  much  higher  still. 

*  The  costs  of  unsponsored  care  (care  for  which  no  payment  or  government 
subsidy  was  received)  are  rising,  and  reached  $9  billion  in  1989  for 
hospitals.    Hospital  underpayments  from  Medicaid  are  rising  even  more 
quickly,  and  reached  about  $4.3  billion  in  1989. 

What  makes  the  twin  problems  of  access  and  cost  so  intractable  is  the  fact 
that  they  feed  on  each  other.     Unsponsored  care  and  government  payment 
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shortfalls  lead  Co  cost-shifting.     Cost-shifting  fuels  already-increasing 
health  care  costs,  which  translate  to  higher  premium  costs,  followed  by 
coverage  cutbacks,  which  lead  to  more  unsponsored  care.    Noncoverage  and 
inadequate  coverage  lead  to  delayed  care,  which  is  also  more  costly. 

A  recent  study  found  that  one-third  of  indigent  patient  hospital  admissions, 
other  than  obstetric  and  trauma  cases,  could  have  been  avoided  had  the 
patients  received  primary  or  outpatient  care  in  a  timely  manner.     Unless  we 
address  the  cost  problem,  access  will  continue  to  worsen.    And  the  reverse  is 
true  as  well. 

The  current  health  care  system  is  a  jumble  of  individual  programs  that  have 
evolved  by  default,  not  by  vision  and  design.     Under  the  present  system, 
employers,  private  payers,  and  public  payers  are  each  trying  to  control  their 
own  costs,  most  commonly  by  avoiding  rather  than  managing  risks,  shifting 
costs  to  others,  or  simply  limiting  payments  to  providers.     But  these 
mechanisms  do  not  address  the  root  causes  of  rising  costs,  and  they  do  not 
control  costs  in  the  aggregate.     For  this  reason,  we  believe  that  no  true 
long-term  reform  strategy  will  be  effective  unless  it  is  systemic  and 
comprehensive.    We  must  guarantee  necessary  access  to  basic  health  benefits. 
At  the  same  time,  we  must  make  the  changes  that  fine-tune  our  system  toward 
improved  efficiency  and  effectiveness  so  that  af f ordability  as  well  as  quality 
are  hallmarks.    The  dilemma  is  how  to  assure  that  costs  are  contained  rather 
than  shifted  from  one  payer  to  another,  and  how  to  assure  that  the  hard 
choices  about  containing  costs  are  made  fairly  and  in  the  public  eye  rather 
than  taking  the  form  of  de  facto  rationing  by  providers  in  response  to  payment 
policies . 

Hundreds  of  hospitals  across  this  nation  have  spent  more  than  a  year 
identifying  and  discussing  the  pressing  problems  with  our  health  care  system 
and  deliberating  alternative  action  plans.    We  began  with  the  premise  that  all 
of  us — citizens,  providers,  insurers,  purchasers,  and  government — will  need  to 
be  part  of  the  solution,  and  therefore  will  have  to  make  changes  that  may  be 
difficult  to  achieve. 

*         Individuals  must  accept  greater  responsibility  for  adopting  healthy 
lifestyles.    They  must  also  use  health  care  services  efficiently  and 
appropriately. 

*  Providers  must  eliminate  unnecessary  services,  spurn  the  unnecessary 
duplication  of  costly  technology,  and  eliminate  excess  capacity. 
Hospitals  and  physicians  must  forge  effective  partnerships  to  help  bring 
these  changes  about. 

*  Financing  and  payment  systems  must  be  overhauled  so  that  incentives 
support  both  disease  prevention  and  care  in  the  least  costly  setting. 

*  Insurers  need  to  focus  on  risk  management,  rather  than  risk  avoidance, 
and  on  keeping  program  administration  costs  to  the  absolute  minimum.  It 
should  be  the  goal  of  the  insurance  industry  to  create  mechanisms  that 
make  universal  coverage  affordable. 

*  Government  must  live  up  to  its  promises. 

We  also  began  with  the  recognition  that,  as  a  society,  we  need  to  address 
several  hurdles  to  cost-effective  care:  the  lack  of  consensus  on  the 
appropriate  limits  of  treatment;  unrealistic  patient  expectations;  a  medical 
liability  climate  that  encourages  defensive  medicine;  and  deep-seated  social 
problems  like  substance  abuse,  malnutrition,  inadequate  housing  and  crime,  ail 
of  which  impair  health  status  and  drive  up  health  care  demand  and  costs. 
Hospitals  and  physicians  can  and  should  exert  leadership  in  their  communities, 
working  with  other  social  agencies  and  groups  to  attack  these  problems.  Our 
efforts  are  still  incomplete,  and  at  this  point  take  the  form  of  a  document 
called  A  Starting  Point  for  Debate--a  document  we  intend  not  as  a  blueprint 
but  as  a  lightning  rod  for  comment,  criticism,  suggestions,  new  ideas  and 
approaches.    At  this  point,  however,  we  have  achieved  a  considerable  amount  of 
consensus  on  the  overall  goals  of  reform,  and  have  sketched  out  a  preliminary 
strategy  for  achieving  these  goals.     I  would  like  to  share  some  of  this  with 
you  today. 

As  a  first  step  in  our  deliberations,  the  Association  established  nine  goals 
that  a  reform  plan  should  meet.     All  of  the  goals  may  not  be  equally  satisfied 
at  any  given  point  in  time;  some  may  require  staged  implementation,  and  some 
may  need  to  be  balanced  against  the  achievement  of  others.     But  in  assessing 
or  building  any  reform  plan,  we  believe  nine  goals  should  be  paramount: 
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*  Basic  health  services  available  to  all:    All  individuals  must  have 
access  to,  at  a  minimum,  a  package  of  basic  health  care  services. 

*  High  quality:    Delivery  and  financing  arrangements  must  (1)  ensure  the 
effective  management  of  medical  conditions,  including  the  coordination 
of  care  among  providers  and  over  time;  and  (2)  promote  continuous 
improvement  in  the  quality  of  care. 

*  Affordable:     Patients  and  their  purchasers  must  be  able  to  select 
benefits  and  delivery  arrangements  that  emphasize  value,  so  that  needed 
care,  delivered  in  the  least  costly,  medically  appropriate  manner,  is 
obtainable  for  what  they  are  willing  and  able  to  pay. 

*  Ade<jua£ely  and  fairly  financed:     To  eliminate  cost-shifting,  any 
public  or  private  financing  program  must  itself  bear  the  full  cost  of 
the  services  provided  to  its  enrollees  or  beneficiaries  under  the 
benefits  it  promises. 

*  Efficiently  delivered:    Delivery,  financing,  and  insurance  systems 
must  align  the  incentives  of  facilities,  caregivers,  payers,  and  users, 
to  eliminate  conflicting  interests,  discourage  unnecessary  duplication 
of  services,  and  promote  continuous  improvement  in  the  efficient  use  of 
resources  to  restore  or  preserve  health. 

*  Community  focused/ patient  centered:    Delivery  and  financing 
arrangements  must  be  managed  at  the  local  level  to  recognize  appropriate 
community  variations  in  medical  practice  consistent  with  national 
standards,  health  care  needs,  and  the  resources  available  in  the 
community. 

*  Sufficient  supply  for  timely  access:     Delivery  and  financing 
arrangements  must  encourage  enrollees  or  beneficiaries  to  obtain  care 
when  and  where  it  is  most  likely  to  change  the  course  of  a  disease  or 
prevent  avoidable  illness,  loss  or  impairment  of  function,  or  death. 

*  User-friendly :    Delivery  and  financing  arrangements  must  enable 
patients,  practitioners,  providers,  purchasers,  and  insurers  to  obtain, 
deliver,  and  pay  for  care  with  minimum  uncertainty,  confusion,  and 
paperwork. 

*  Conducive  to  innovation:    Delivery  and  financing  systems  must  promote 
development  and  dissemination  of  new  and  more  effective  methods  of 
treating  and  preventing  illness  and  delivering  services. 

Once  we  reached  agreement  on  these  nine  goals,  we  moved  to  a  consideration  of 
a  preliminary  reform  strategy,  our  Starting  Point  for  debate.    While  we  are 
still  fine-tuning  our  proposal,  we  have  reached  agreement  on  the  overall 
approach,  which  is  to  build  on  the  strengths  of  our  existing  pluralistic 
health  care  delivery  and  financing  systems  to  enhance  access  by  everyone  to 
affordable,  quality  health  care.     Health  care  in  a  country  as  culturally 
diverse  as  ours  is  very  much  a  local  affair;  what  makes  sense  in  some 
communities  may  be  infeasible  or  ill-advised  in  others.     Pluralistic  financing 
facilitates  local  control  over  health  care  delivery,  permitting  variations 
based  on  area  resources  and  priorities.    Moreover,  while  the  administrative 
costs  of  a  pluralistic  system  of  financing  might  be  higher  than  a  monolithic 
system  such  as  Canada's,  a  pluralistic  system  spurs  innovation  and  enables 
health  care  costs  to  be  spread  among  individuals,  business,  and  governnien:, 
rather  than  concentrated  as  a  burden  on  one  funding  source. 

The  strategy  we  propose  as  the  starting  point  for  debate  has  five  parts: 
universal  coverage,  a  single  set  of  basic  benefits,  a  strategy  to  assure 
value,  a  sustained  commitment  to  medical  education  and  to  biomedical  and 
health  services  research,  and  a  staged  implementation  plan. 
Universal  coverage  would  be  provided  through  a  combination  of 
employment-based  plans  and  a  new  single  public  program  consolidating  and 
expanding  Medicare  and  Medicaid. 

*  Employment -based  coverage  of  basic  benefits  would  be  achieved  in 
stages.     First,  tax  and  other  laws  would  be  revised  to  help  employers 
sponsor  coverage  and  ensure  the  availability  of  more  affordable  private 
insurance  offerings:     (1)  Private  health  insurance  would  be  reformed  to 
preclude  the  use  of  preexisting  conditions  clauses  and  other 
underwriting  practices  designed  to  avoid  rather  than  manage  risk,  (2) 
state  laws  requiring  employers  or  employees  to  pay  for  coverage 
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exceeding  the  federally  defined  basic  benefit  package  would  be 
preempted,  (3)  the  health  care  responsibilities  and  obligations  of 
insured  and  self-insured  businesses  would  be  equalized,  (4)  tax 
subsidies  to  support  premium  contributions  for  low  income  employees 
would  be  provided,  and  (5)  insurance  through  the  community-rated  public 
program  would  be  made  available  to  small  employers  (with  fewer  than  25 
employees),  the  self-employed,  and  others  unable  to  obtain  private 
health  insurance  within  their  financial  means. 

At  the  end  of  a  specified  transition  period,  possibly  three  years,  any 
individuals  unable  or  unwilling  to  obtain  basic  benefits  coverage 
through  the  private  health  insurance  market  would  be  automatically 
enrolled  in  the  public  program  when  they  seek  services,  if  they  do  not 
enroll  on  their  own.     Employers  would  be  expected  to  pay  at  least  50 
percent  of  health  care  coverage  costs  for  full-time  permanent  employees 
and  their  dependents  and  a  prorated  amount  for  part-time  permanent 
workers  and  their  families.    The  coverage  provided  would  have  to  meet 
the  minimum  specifications  of  the  federally  defined  basic  benefit 
package,  although  employers  would  be  free  to  offer  more  than  the  basic 
health  benefit  if  they  and  their  employees  so  desire. 

*  A  new  federal  public  program  would  be  established  to  provide  basic 
benefits  coverage  to  everyone  not  covered  by  employer-based  or  other 
private  plans,  and  to  provide  catastrophic  coverage  to  everyone  in  the 
country.     This  program  would  consolidate  and  expand  Medicare  and 
Medicaid,  covering  a  broader  scope  of  services  than  government  programs 
now  provide,  in  particular  long-term  care  and  outpatient  prescription 
drugs.     It  would  be  financed  by  broadly  based  federal  tax  revenues 
dedicated  to  an  off-budget  trust  fund,  plus  premium  contributions  from 
enrollees  who  can  afford  them.     It  would  be  administered  through 
regional  contracts  with  private  insurers  who  demonstrate  the  ability  to 
hold  down  administrative  costs. 

*  Catastrophic  coverage  would  be  provided  under  the  public  program  for 
everyone,  whether  covered  by  the  public  or  a  private  basic  health 
benefits  program,  when  required  premiums  and  cost-sharing  reach 
extraordinary  levels  compared  to  an  individual's  ability  to  pay. 

A  single  set  of  basic  benefits  would  be  defined  for  the  public  plan  and 
would  serve  as  a  benefit  floor  for  private  health  insurance  plans.     To  ensure 
access  to  appropriate  and  effective  care,  a  full  range  of  services  from 
preventive  through  long-term  care  would  be  included  and  would  be  linked  to 
overall  cost  containment  goals  through  budget  targets  for  basic  benefits  set 
biannually  by  Congress.     Deductibles  and  copayments  would  apply  to  all 
services  except  preventive  care  (although  they  would  be  eliminated  or  reduced 
to  nominal  levels  for  those  with  limited  financial  resources  under  the  pubLic 
program).    A  public-private  commission  would  match  the  benefit  package  to  the 
dollars  available  through  the  federal  budget  and  beneficiary  cost  sharing  by 
those  able  to  contribute.     Allowable  approaches  for  meeting  the  budget  targets 
would  include  phasing  in  expanded  benefits,  limiting  basic  benefits,  adjusting 
cost-sharing  arrangements,  and  identifying  cost-ineffective  treatments  to  be 
specifically  excluded  from  basic  benefits. 

Value  would  be  ensured  through  health  care  delivery,  financing,  and  other 
reforms  designed  to  assure  that  care  is  managed  and  coordinated,  that  only 
appropriate  and  effective  care  is  provided,  and  that  system-wide  costs  are 
contained.    As  a  start,  we  recommend  changes  in  four  areas: 

*  Provider  accountability .     All  hospitals  would  need  to  continually 
evaluate  their  mission  and  performance  from  both  cost  and  quality 
perspectives.     In  any  given  community,  some  hospitals  might  need  *.o 
close,  to  merge,  to  consolidate  specialty  services,  and/or  to  join 
systems  or  form  alliances  with  other  health  care  providers.  Perforrance 
accountability  would  be  built  into  the  system  through  the  use  of  medical 
practice  paramenters,  wide  availability  of  information  on  individual 
practitioner  and  provider  cost  and  quality  outcomes,  and  guidelines  on 
the  cost-effective  deployment  and  use  of  new  and  existing  health  care 
technologies  and  specialized  services. 

*  Management  of  care.     Providers  would  be  expected  to  coordinate  the 
care  provided  to  patients  across  settings  and  over  time.     Licensure  and 
accreditation  standards  would  ensure  that,  at  a  minimum,  all  facilities 
were  linked  by  comprehensive  referral  and  medical  record  information 
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exchange  agreements  to  facilitate  the  process  of  managing  patient  care 
across  provider  settings  and  to  help  consumers  navigate  the  health  care 
system  more  easily.     Providers  and  purchasers  would  be  expected  to 
establish  by  contract  their  respective  roles  and  responsibilities  for 
managing  care  to  patients  within  enrolled  groups.    A  variety  of 
arrangements  for  effective  care  management  would  be  needed  to  reflect 
the  different  needs  of  specific,  defined  populations  and  the  different 
delivery  capacity  of  providers  in  diverse  geographic  areas.     But  the 
ultimate  goal  would  be  the  implementation  of  delivery  arrangements  that 
focus  on  improving  the  health  status  of  specific  populations  and  deliver 
value  when  it  comes  to  needed  medical  care. 

*  Payment  incentives.     Payment  incentives  for  different  types  of 
providers  and  between  providers  and  purchasers  must  be  realigned,  so 
that  all  parties  work  toward  common  objectives.    New  payment  approaches 
for  professional  and  institutional  components  of  care  need  to  be  tested, 
and  there  is  a  particular  need  to  identify  and  test  new  payment 
approaches  which  make  purchasers'  incentives  and  objectives  compatible 
with  those  of  providers  with  whom  they  contract.     For  example, 
purchasers  and  providers  in  a  region  might  share  each  year  any  overall 
financial  gains  or  losses  incurred  in  serving  a  defined  population 
enrolled  under  a  particular  arrangement  for  management  of  care. 

*  Climate  for  cost  containment.     Af f ordability  of  needed  services  would 
be  strongly  advanced  by  reform  of  the  medical  liability  tort  system  to 
obviate  the  need  for  defensive  medicine;  by  widespread  use  of  living 
wills  and  other  advance  directives  to  improve  patient  self-determination 
and  limit  non-beneficial  final  care;  and  by  changes  to  antitrust  law  and 
other  legislative  and  regulatory  barriers  to  effective  cost-containment. 

A  sustained  commitment  to  biomedical  and  health  services  research  and  to 
medical  education  would  help  ensure  that  all  Americans  continue  to  benefit 
from  medical  and  delivery  system  advances.    Health  system  reform  must  include 
support  for  innovation  and  the  evaluation  of  new  approaches.  Clinical 
training  is  an  integral  part  of  graduate  medical  education,  and  therefore  AHA 
proposes  the  continued  financing  of  graduate  medical  education  primarily  with 
patient  care  revenues.    Extended  periods  of  research  by  residents,  however, 
should  be  supported  by  funds  designated  for  this  purpose. 

Implementation  would  be  staged.     The  changes  we  envision  are  extensive,  and 
would  have  to  be  carefully  phased  in.     We  propose  step-by-step  implementation 
of  the  proposal  to  minimize  disruption  in  current  coverage  patterns  and  to 
facilitate  the  introduction  of  broader  benefits.     Starting  with  mothers  and 
zhildren,  coverage  of  the  poor  and  the  near  poor  who  are  not  currently  covered 
by  Medicaid  should  be  provided  by  the  public  program  over  a  pre-established 
period  of  time,  as  cost  savings  from  the  system  reforms  outlined  above  are 
added  to  other  available  revenues.     Those  able  to  pay  their  own  way  should  be 
added  to  the  public  program  if  they  are  unable  to  obtain  basic  benefits 
coverage  in  the  private  sector. 

As  new  benefits  are  added,  such  as  outpatient  prescription  drugs  and  long-term 
care,  current  public  program  participants,  as  well  as  new  enrollees  with 
incomes  exceeding  150  percent  of  federal  poverty  guidelines,  should 
contribute,  with  premiums,  deductibles  and  copayments  scaled  to  ability  to 
pay.     Only  in  the  final  implementation  stage,  and  only  if  anticipated  reform 
savings  fall  short,  would  increased  contributions  for  services  that  now  are 
subsidized  be  sought  from  current  Medicare  beneficiaries  who  are  able  to 
contribute. 

Staged  implementation  also  provides  the  opportunity  to  deal  with  major 
transition  issues,  such  as  the  Medicare  trust  fund,  and  realigning  state  ar.d 
local  government  responsibilities  as  the  federal  government  assumes 
responsibility  for  the  public  health  care  coverage  program. 


Conclusion 

AHA's  proposal  calls  on  everyone  to  contribute  to  reform,  but  it  also  provides 
benefits  for  everyone. 

Consumers  would  be  responsible  for  greater  cost-sharing,  either  paid 
out-of-pocket  or  through  private  supplemental  coverage  until  catastrophic 
limits  are  reached.    They  may  also  find  their  choices  narrowed  somewhat  by 
arrangements  to  manage  care.     In  return,  however,   they  would  gain  financial 
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access  to  a  full  range  of  coordinated  medical  services,  from  preventive  to 
long-term  care,  sharply  reducing  today's  difficulties  in  obtaining  needed 
care  and  the  confusion  that  can  accompany  negotiating  our  current  system. 
Delivery  system  incentives  would  focus  on  keeping  them  healthy,  and  no  one 
would  be  impoverished  by  health  care  bills. 

Employers  would  be  responsible  for  contributing  toward  basic  benefits 
coverage  for  their  permanent  employees  and  their  dependents,  but  they  would 
have  much  greater  access  to  affordable  health  insurance.    All  employers 
would  be  treated  equitably  under  tax  and  insurance  laws.     Tax  incentives, 
hardship  funds,  and  other  subsidies  would  ease  financial  pressures  of 
coverage.     The  hidden  tax  many  businesses  now  pay  to  cover  care  for  the 
uninsured  and  underinsured  would  drop  dramatically  as  more  and  more 
corporations  help  underwrite  insurance  coverage  for  their  employees  and  the 
government  pays  its  health  care  bill  in  full. 

Practitioners  and  health  care  facilities  would  be  accountable  for 
treatment  outcomes  on  both  cost  and  quality  grounds.     Information  on 
provider  cost  and  quality  performance  and  adherence  to  technology  diffusion 
guidelines  would  be  used  by  at  least  some  purchasers  in  making  selective 
contracting  decisions.    Medical  practice  parameters  would  be  used  by 
third-party  payers  as  payment  screens.     To  be  eligible  to  contract  with 
purchasers,  providers  would  have  to  accept  an  appropriate  share  of  the 
financial  risk  associated  with  the  cost  and  utilization  of  services. 
Hospitals  and  physicians  must  forge  effective  partnerships  that  lead  to  the 
elimination  of  excess  capacity,  of  duplicative  and  underused  technology, 
and  of  unnecessary  or  ineffective  care.    At  the  same  time,  health  care 
facilities  would  see  a  major  reduction  in  uncompensated  care  over  time  and 
would  be  fairly  paid  for  the  care  they  deliver,  and  government,  purchasers, 
and  the  public  would  join  health  care  providers  in  making  difficult  access 
choices  when  resources  are  inadequate  to  cover  all  services. 

Private  insurers  would  be  required  to  change  certain  underwriting 
practices,  and  face  competitive  pressure  to  keep  administrative  costs  down 
and  premiums  affordable.     At  the  same  time,  they  would  have  broader 
opportunities  to  market  affordable  basic  benefit  and  supplemental  insurance 
packages,  to  compete  without  negating  the  purpose  of  insurance  through 
carefully  constructed  insurance  reforms,  and  to  administer'  an  expanded 
public  program. 

Government  would  be  expected  to  meet  its  obligation  to  ensure  coverage 
for  all  those  unable  to  do  so  themselves  and  to  become  a  trustworthy 
partner  in  the  financing  and  delivery  of  health  care.     At  the  same  time, 
assisted  through  cost  sharing  by  beneficiaries  who  can  afford  it  and  a  more 
accountable  health  care  delivery  system,  government  would  be  better  able  to 
live  up  to  its  promises. 

All  purchasers  would  be  expected  to  pay  their  own  way  without  cost 
shifting,  but  all  would  achieve  greater  value  for  their  health  care 
dollars.     They  would  have  ready  access  to  soundly  developed  medical 
practice  protocols,  guidelines  on  appropriate  use  of  technology  and  special 
services,  and  information  on  the  cost  and  quality  of  care  delivered  by 
specific  providers. 

We  believe  that  the  future  lies  in  taking  the  best  of  the  current  American 
health  care  system  and  providing  the  necessary  incentives  to  move  toward  a 
more  integrated  system  focused  on  improving  the  health  status  of  all  and 
ensuring  the  availability  to  all  of  affordable,  quality  health  care  services. 
The  Association  offers  this  strategy  as  a  starting  point  to  stimulate 
discussion  and  debate.     Our  objective  is  to  continue  throughout  1991  to  shape 
the  Starting  Point  into  a  workable  proposal  for  reform  that  has  a  broad  base 
of  support.     By  early  1992,  the  AHA  Board  of  Trustees  expects  to  reach  closure 
on  all  major  modifications  and/or  expansions.     We  welcome  your  suggestions  in 
this  process,  and  we  look  forward  to  working  with  this  committee  closely  in 
the  months  and  years  to  come  in  achieving  a  long-term  health  care  strategy  to 
address  the  critical  issues  of  access  and  cost. 
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Chairman  Rostenkowski.  Dr.  Todd. 

STATEMENT  OF  JAMES  S.  TODD,  M.D.,  EXECUTIVE  VICE 
PRESIDENT,  AMERICAN  MEDICAL  ASSOCIATION 

Dr.  Todd.  Consensus  is  emerging  in  the  debate  about  health 
system  reform.  There  is  agreement  that  our  system  is  costly,  and 
that  for  many  there  are  barriers  to  access.  There  is  agreement  that 
our  system  at  its  best  offers  the  most  effective  and  sophisticated 
health  care  in  the  world.  There  is  agreement  that  change  must 
begin. 

I  am  Jim  Todd  and  I  represent  the  American  Medical  Associa- 
tion— an  association  that  encourages  this  consensus,  that  is  initiat- 
ing leadership  for  reform  and  that  is  working  with  others  to 
achieve  the  best  for  patients. 

We  advocate  reforms  that  build  on  the  strengths  of  our  current 
system  and  expand  the  public /private  partnership  upon  which  our 
system  is  based.  Other  approaches  to  reform  exist.  Yet,  among  the 
diverse  reform  proposals  there  is  now  much  common  ground.  By 
setting  aside  philosophical  and  political  differences  and  working  to- 
gether on  the  incremental  reforms  upon  which  we  agree,  we  can 
make  inroads  on  the  issues  of  cost  and  access. 

Cooperatively,  we  can  achieve  small  market  insurance  reform. 
We  can  reduce  insurance  costs  by  replacing  State  mandates  with  a 
more  affordable  essential  benefits  package.  We  can  equalize  em- 
ployer responsibility  for  health  coverage  by  requiring  the  self-in- 
sured to  participate  in  risk  pools,  and  we  can  implement  profes- 
sional liability  reforms  proven  to  be  effective. 

Mr.  Chairman,  we  view  these  proposals  as  essential  first  steps  in 
any  strategy  for  systemwide  reform.  Health  Access  America, 
AMA's  reform  proposal,  would  combine  these  reforms  with  other 
proposals  to  address  the  primary  problems  of  access  and  cost. 

In  developing  Health  Access  America,  we  struggled  with  two 
issues:  the  effectiveness  of  the  current  health  system,  and  the 
proper  role  of  Government  in  assuring  Americans'  access  to  care. 
We  concluded  that  our  system  has  many  strengths.  It  already  pro- 
vides insurance  coverage  to  87  percent  of  all  Americans,  and  offers 
the  most  sophisticated  health  care  in  the  world.  We  also  concluded 
that  the  Federal  Government  should  play  a  significant  role  in 
health  reform  by  promoting  private  sector  coverage  and  targeting 
its  resources  to  help  those  unable  to  help  themselves. 

Health  Access  America  would  expand  access  to  the  over  20  mil- 
lion employed  but  uninsured  by  requiring  employment-based 
health  insurance.  Initially,  only  very  large  employers  would  be  sub- 
ject to  this  requirement.  Over  time,  it  would  apply  to  all  employ- 
ers. 

The  AMA  realizes  this  is  a  tall  order  for  some  employers,  espe- 
cially those  with  small  or  new  businesses.  Given  the  fact  that  many 
of  our  members'  practices  are  in  effect  small  businesses,  we  are 
acutely  aware  of  the  needs  of  these  small  businesses.  These  needs 
should  be  met  through  a  series  of  significant  insurance  market  re- 
forms and  financial  incentives. 

In  combination  with  employer-provided  health  insurance,  we  sup- 
port Medicaid  reform  to  ensure  that  everyone  below  the  Federal 
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poverty  level  receives  uniform  basic  benefits.  The  Congress'  expan- 
sion of  Medicaid  last  year  began  the  incremental  reform  necessary 
to  attain  this  goal. 

Mr.  Chairman,  we  know  that  our  health  care  system  is  costly, 
and  it  continues  to  require  more  and  more  resources.  The  cost  is 
driven  by  several  factors — including  new  and  expensive  technology, 
aggregate  population  growth,  more  health-conscious  consumers 
who  utilize  more  services  and  technology  inflation,  and  the  health 
consequences  associated  with  increasing  societal  problems  such  as 
AIDS,  violence,  and  drug  abuse. 

Health  Access  America  addresses  the  "cost"  dimension  of  health 
care  through  the  development  of  practice  parameters;  technology 
assessment  and  outcomes  research;  replacement  of  State  mandates 
in  the  context  of  employer-provided  insurance  with  a  less  costly  es- 
sential benefits  package,  such  as  the  one  the  AMA  has  developed; 
medical  liability  reform;  amendment  of  the  Federal  antitrust  laws 
to  allow  the  profession  to  assume  responsibility  for  curtailing  ex- 
cessive fees  through  fee  review;  physician  payment  reform;  health 
promotion  and  disease  prevention;  continued  societal  examination 
of  the  process  by  which  we  set  priorities  for  health  care;  and,  final- 
ly, sensitizing  patients  to  the  utilization  of  health  resources 
through  appropriate  cost  sharing. 

Mr.  Chairman,  the  AMA  strongly  supports  a  major  role  for  the 
Federal  Government  in  achieving  health  care  changes  needed  in 
this  country. 

The  time  to  begin  health  system  reform  is  now. 

The  AMA  endorses  reform  that  builds  on  our  public /private 
partnership.  We  do  not,  however,  believe  that  partisan  or  philo- 
sophical views  should  stand  in  the  way  of  incremental  reforms  that 
are  achievable  in  the  short  term.  Working  together,  we  can  achieve 
changes  that  will  offer  some  immediate  relief  from  the  access  and 
cost  problems.  Let  us  begin  that  collaborative  process  now,  with  the 
understanding  that  the  debate  over  the  optimal  longer  term  strate- 
gy will  indeed  continue. 

Mr.  Chairman,  I  thank  you  for  the  opportunity  to  appear  before 
you.  I  would  be  happy  to  answer  any  questions  at  the  appropriate 
time. 

Chairman  Rostenkowski.  Thank  you,  Dr.  Todd. 
[The  prepared  statement  follows:] 
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STATEMENT 
of  the 

AMERICAN  MEDICAL  ASSOCIATION 
to  the 

COMMITTEE  ON  WAYS  AND  MEANS 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

Presented  by 

JAMES  S.  TODD,  MD 

RE:    REFORM  OF  THE  AMERICAN  HEALTH  CARE  SYSTEM 


April  25,  1991 


Mr.  Chairman  and  Members  of  the  Committee: 

Every  American  should  have  access  to  essential  health  care.  To 
achieve  this  goal,  the  American  Medical  Association  (AMA)  strongly 
supports  reforming  the  health  care  system  by  building  on  its  strengths, 
and  expanding  the  private/public  partnership  upon  which  the  system  is 
founded. 

The  AMA  recognizes  that  there  are  many  approaches  to  health  system 
reform.    Among  these  diverse  proposals,  a  consensus  is  forming  on 
significant  incremental  reforms  that  are  achievable  in  the  102nd 
Congress.    We  encourage  all  participants  in  the  reform  debate  to  set 
aside  philosophical  and  political  differences,  and  work  together  to 
achieve  these  reforms,  understanding  that  the  larger  reform  debate  will 
continue. 

We  believe  that  small  market  insurance  reform  is  the  first  step  in 
achieving  svstem-wide  reform.    Other  reforms  we  view  as  the  most 
achievable  in  the  short  term  include:    reducing  insurance  costs  by 
replacing  state  mandates  with  a  more  affordable  essential  benefits 
package;  equalizing  employer  responsibility  for  health  coverage  by 
requiring  the  self-insured  to  participate  in  risk  pools;  and  implementing 
professional  liability  reforms  proven  to  be  effective.    Working  together, 
we  believe  that  we  can  accomplish  these  reforms  while  accommodating 
current  budget  constraints. 

THE  NEED  FOR  REFORM 

Medicine  sees  the  need  for  reform  from  two  perspectives.    First,  as 
care-givers,  we  witness  the  grim  results  of  33  million  uninsured.  We 
care  for  those  who  access  the  system  only  in  times  of  emergency,  and  who 
are  unable  to  maintain  an  ongoing  physician/patient  relationship.  We 
view  the  uninsured  and  underinsured  not  as  statistics,  but  as  the  women, 
men  and  children  who  seek  care  at  our  emergency  departments,  clinics  and 
offices.    As  physicians,  we  see  the  pain  and  illness  of  this  population. 
We  must  find  a  way  to  help  them. 

Medicine  also  sees  the  need  for  reform  from  the  societal 
perspective.    Society  is  demanding  health  system  reform,  as  recent 
surveys  indicate.    Polls  conducted  by  Lou  Harris  and  Associates,  Inc., 
show  that  although  the  majority  of  Americans  are  very  satisfied  with 
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their  physicians  and  their  access  to  care,  they  are  critical  of  the 
health  care  system  as  a  whole.    More  recent  information,  collected  by  the 
Gallup  Organization  on  behalf  of  the  AMA,  identifies  the  main  problems  of 
the  system  as  cost  and  uneven  access.    (Poll  results  attached.) 

The  recent  polls  also  provide  insight  about  the  type  of  reform 
society  wants.    They  show  that  the  public  wants  a  national  health  policy 
—  but  not  a  government- run  program  of  national  health  insurance.  Eighty 
percent  of  those  polled  by  Gallup  favor  increasing  access  through  the 
private  sector  by  requiring  employers  to  provide  coverage  to  their 
employees . 

These  findings  were  largely  echoed  in  another  recent  Gallup  survey, 
commissioned  by  the  Robert  Wood  Johnson  Foundation,  of  executives  of  this 
country's  largest  corporations.    Although  the  majority  believe  that 
government  intervention  is  necessary,  only  9%  support  creation  of  a 
universal,  government-administered  program,  and  75%  favor  retaining  the 
employment-based  model. 

Society  is  right  to  demand  reform.    The  current  system,  for  all  its 
attributes,  is  costly,  and  there  are  barriers  to  access.  Organized 
medicine  is  committed  to  helping  to  craft  a  solution  to  this  problem,  and 
has  been  working  to  that  end  for  many  years.    Our  efforts  have  resulted 
in  Health  Access  America,  the  AMA's  proposal  for  health  system  reform. 


HEALTH  ACCESS  AMERICA 

Health  Access  America  is  premised  upon  the  fundamental  principle  that 
our  current  health  system  has  many  strengths.    Our  system  serves  the  vast 
majority  of  America;  approximately  213  million  or  87%  of  all  Americans 
enjoy  access  to  health  services  through  existing  public  or  private 
insurance.     In  addition,  our  system  offers  the  most  sophisticated  health 
care  in  the  world.    A  key  element  of  our  success  has  been  our  reliance  on 
the  private  sector  and  freedom  of  choice,  which  promote  innovation  and 
diversity. 

We  believe  that  the  existing  public/private  partnership  in  health 
care  must  be  maintained  to  ensure  that  the  "best"  of  our  system  survives 
and  prospers.    Other  countries'  experiences  have  shown  that  the 
fundamental  strengths  of  our  system  —  technological  superiority, 
quality,  competition  and  freedom  of  choice  —  would  not  survive  in  a 
monolithic,  centralized  system.    Accordingly,  the  AMA  advocates 
strengthening,  not  abandoning,  our  current  health  care  system.  This 
approach  will  allow  us  to  improve  access  and  eliminate  unnecessary  costs 
without  jeopardizing  the  access  currently  available  to  87%  of  all 
Americans. 

Employment-based  Coverage 

The  cornerstone  of  Health  Access  America  is  expanding  access  to  the 
over  20  million  employed  but  uninsured  by  requiring  employment -based 
health  insurance.    The  proposal  calls  for  a  phased-in  requirement  that 
employers  provide  coverage  to  all  full-time  employees  and  their 
dependents.    Initially,  only  very  large  employers  would  be  subject  to 
this  requirement;  over  time,  the  requirement  would  apply  to  all 
employers,  including  smaller  and  new  businesses. 

The  AMA  realizes  that  this  is  a  tall  order  for  some  employers, 
especially  those  with  small  and  new  businesses.    Given  the  fact  that  many 
of  our  members'  practices  are  small  businesses,  we  are  acutely  attuned  to 
the  interests  and  needs  of  small  companies.    We  propose  to  meet  these 
needs  and  interests  by  providing  a  series  of  significant  insurance  market 
reforms  and  financial  incentives. 


Insurance  Market  Reform  apd  other  incentives  for  Small  Pysingss 

Before  small  employers  can  be  expected  to  provide  health  coverage, 
small  group  insurance  must  be  made  affordable  and  accessible.  The 
following  reforms  are  essential: 
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•  community  rating  across  all  small  groups; 

•  no  pre-existing  condition  limitations; 

•  guaranteed  acceptance  of  all  employees,  possibly  through  an 
assigned-risk  approach,  with  an  initial  minimum  coverage  period 
of  two  years; 

•  guaranteed  renewability  with  limits  on  premium  increases;  and 

•  the  required  offering  by  carriers  of  an  essential  benefits 
health  pol icy. 

These  insurance  market  reform  concepts  are  necessary  to  eliminate  the 
industry  practices  of  denying  or  limiting  coverage,  and  employing 
"low-bal 1 /high-ball"  techniques  that  inevitably  cause  employers  to 
forfeit  coverage.    We  see  small  market  reform  as  the  first  step  in 
obtaining  svstem-wide  reform. 

Additional  reforms  and  incentives  that  must  accompany 
employer-provided  insurance  include  amending  federal  law  to  provide  for 
the  participation  of  self-insured  entities  in  risk  pools,  making 
permanent  and  increasing  to  100%  the  deduction  allowed  the  self-employed 
for  their  health  insurance  premiums,  and  providing  tax  incentives  to  new 
and  small  businesses.    Finally,  the  approximate  800  state  benefit 
mandates  should  be  replaced  with  an  essential  benefit  package,  such  as 
the  Health  Access  America  package,  that  provides  essential  coverage  at  an 
affordable  price. 

Medicaid  Reform 

In  combination  with  employer-provided  health  insurance,  the  AMA 
strongly  supports  Medicaid  reform  to  ensure  that  everyone  below  the 
federal  poverty  level  (state-adjusted)  would  receive  a  uniform  basic 
benefits  package.    By  concentrating  Medicaid  coverage  on  such  health 
services  for  the  needy,  the  existing  hodgepodge  of  state  programs  will  be 
supplanted  with  a  more  efficient,  comprehensive  program.  Streamlining 
coverage  in  this  manner  will  improve  access  while  maintaining  the 
af fordabi 1 ity  of  the  program. 

We  also  support  increasing  Medicaid  reimbursement  to  a  floor  based  on 
Medicare  levels  to  ensure  that  the  poor  have  access  to  health  services. 
The  Physician  Payment  Review  Commission's  recent  documentation  of  the 
large  variation  of  Medicaid  reimbursement  levels  among  states,  and  the 
sheer  inadequacy  of  reimbursement  in  some  states,  demonstrates  the  need 
for  adequate  Medicaid  payment  rates  across  the  nation. 

Cost-effectiveness  and  Cost  Savings 

Our  health  care  system  is  costly,  and  it  continues  to  require  more 
and  more  of  our  resources.    The  cost  is  driven  by  several  factors  — 
including  new  and  expensive  technology,  aggregate  population  growth,  more 
health-conscious  consumers  who  utilize  more  services  and  technology, 
inflation,  and  the  health  problems  associated  with  increasing  societal 
problems  such  as  AIDS,  violence  and  drug  abuse.*   The  AMA  addresses  the 
"cost"  dimension  of  health  care  through  various  measures  that  respond  to 
many  of  these  factors. 

(1)    Practice  Parameters  —  The  AMA  supports  measures  that  will 
enhance  the  value  of  every  health  care  dollar  spent. 
For  example,  the  AMA  has  been  a  leader  in  the  development  of 
practice  parameters,  and  is  working  with  the  nation's  medical 
specialties  and  the  Agency  for  Health  Care  Policy  and  Research 
on  this  important  issue.    We  believe  that  appropriately 
developed  parameters,  which  will  identify  the  medical  consensus 
on  the  most  effective  treatment  strategies  for  a  given  medical 
condition,  will  enhance  the  value  of  health  care  by  helping  to 
eliminate  ineffective  treatments  and  services. 


*  An  analysis  of  national  health  expenditures  is  attached. 
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(2)  Technology  Assessment  and  Outcomes  Research  —  We  support 
outcomes  research  and  technology  assessment  to  determine  the 
effectiveness  of  medical  treatments.    The  AMA  devotes 
significant  resources  to  technology  assessment  through  its 
Diagnostic  and  Therapeutic  Technology  Assessment  (DATTA) 
program.*    Since  1982,  DATTA  has  been  evaluating  the  safety  and 
effectiveness  of  drugs,  devices,  procedures  and  techniques  used 
in  the  practice  of  medicine.    DATTA  draws  from  a  panel  of  2,500 
expert  physicians  who  evaluate  new  and  emerging  technologies. 
The  results  of  these  assessments  are  communicated  to  practicing 
physicians  and  more  than  1,150  health  care  organizations, 
primarily  through  AMA  publications. 

(3)  Essential  Benefits  in  Lieu  of  State  Mandates  —  The  AMA  endorses 
preemption  of  state  benefit  mandates  in  the  context  of 
employer- required  insurance.    In  lieu  of  those  mandates,  which 
often  require  rich  packages,  employers  should  be  allowed  to 
provide  a  less  costly  essential  benefits  package  such  as  the  one 
the  AMA  has  developed. 

(4)  Liability  Reform  —  The  AMA  supports  federal  reform  of  the 
medical  liability  system.**    The  estimated  $20.7  billion 
attributable  to  defensive  medicine  and  liability  insurance 
premiums  in  1989  is  staggering.    These  costs  contribute 
significantly  to  the  access  problem  by  causing  physicians  to 
abandon  certain  procedures  and  areas  of  the  country.    In  1987, 
former  Health  and  Human  Services  Secretary  Bowen's  task  force  on 
liability  reported  decreased  access  attributable  to  liability  in 
26  states,  with  obstetrical  and  gynecological  services  the  most 
likely  to  be  affected,  and  low-income  individuals  the  most 
likely  to  be  deprived.    This  access  problem  has  reached  its 
extreme  in  states  such  as  Georgia,  where  57  counties  have  no. 
providers  of  obstetric  care. 

(5)  Antitrust  Protection  —  The  AMA  supports  fee  review  at  the  local 
level  by  physician  groups.    Amendment  of  federal  antitrust  laws 
would  allow  local  medical  societies  to  conduct  this  effective 
type  of  review  without  the  fear  of  antitrust  liability,  and  the 
profession  to  assume  responsibility  for  the  issue  of  excessive 
fees . 


*  An  example  of  the  cost  savings  and  quality  enhancement  attributable 
to  technology  assessment  is  found  in  DATTA' s  evaluation  of  the  Garren 
gastric  bubble,  a  weight  loss  device.  Although  the  Food  and  Drug 
Administration  approved  the  device  in  1985,  the  DATTA  assessment 
concluded  in  1986  that  use  of  the  bubble  in  treating  morbid  obesity 
was  "investigational,"  and  called  for  controlled  clinical  trials  to 
establish  the  long-term  safety  and  efficacy  of  the  bubble.    The  DATTA 
assessment  was  published  in  December,  1986.    In  the  months  after 
publication,  use  of  the  device  dropped  abruptly.    By  early  1989,  the 
manufacturer  discontinued  marketing  the  device.    Thus,  DATTA 
contributed  to  the  elimination  of  a  device  that  involved  total  and 
premature  health  expenditures  of  approximately  $50  million. 

**  The  AMA  supports  the  following  federal  reforms:    a  cap  on 
non-economic  damages  of  $250,000  or  less;  offset  of  collateral  source 
benefits;  periodic  payment  of  future  damages;  tolling  the  statute  of 
limitations  for  minors  for  no  more  than  six  years  from  birth;  and 
establishing  a  decreasing  sliding  scale  for  attorney  contingent  fee 
regulation.    We  also  support  minimum  expert  witness  criteria, 
requiring  that  a  certificate  of  merit  be  filed  as  a  condition  to 
filing  a  liability  suit  and  demonstration  of  fault-based 
administrative  dispute  resolution  systems  such  as  the  one  we 
developed  in  conjunction  with  medical  specialty  societies. 
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(6)  Physician  Payment  Reform  —  From  the  start,  the  AMA  has  been  a 
major  supporter  of  physician  payment  reform.    The  basis  for  such 
reform,  which  was  enacted  by  the  Congress  in  1989,  is  a 
standardized  Medicare  payment  schedule  using  a  resource-based 
relative  value  scale  (RBRVS).    Clearly,  a  major  impetus  for 
payment  reform  was  a  widespread  perception  among  federal  policy 
makers  that  the  current  Medicare  physician  payment  system  has 
contained  incentives  for  more  expensive  care  and  been 
inflationary.    An  RBRVS-based  payment  schedule  eliminates  any 
inflationary  pressures  imbedded  in  the  current  Medicare  payment 
system  and  creates  "incentive  neutral"  payments.  Recognizing 
the  growing  interest  in  using  such  a  system  in  other  payment 
programs,  the  AMA  underscores  the  substantial  uncertainties  that 
will  accompany  this  ground-breaking  change  in  Medicare  payment, 
and  urges  that  the  Medicare  experience  be  carefully  studied 
prior  to  any  decisions  regarding  its  expansion  to  other  payment 
systems. 

(7)  Health  Promotion  —  The  AMA  supports  health  promotion  and 
preventive  health  measures.    Society  must  be  made  aware  of  the 
severe  and  costly  effects  of  lifestyle  choices  such  as  smoking, 
substance  abuse,  poor  nutrition  and  lack  of  exercise.    The  AMA 
strongly  supports  and  lobbies  for  health  effects  advertising, 
effective  hand  gun  control  and  restrictions  on  tobacco  and 
alcohol  promotion. 

(8)  Rationalizing  Health  Expenditures  —  Society  must  continue  to 
study  the  process  by  which  it  sets  priorities  for  health  care, 
with  the  ultimate  goal  not  of  limiting  care  per  se,  but  of 
rationalizing  our  health  care  spending. 

(9)  Patient  Cost-sharing  —  The  AMA  believes  that  patients  must  be 
sensitized  to  the  utilization  of  health  resources  through 
appropriate  cost-sharing  and  limited  favorable  tax  treatment  of 
employer-provided  coverage.    The  Congressional  Budget  Office 
estimated  in  1989  that  taxing  employer  contributions  that  exceed 
$250  a  month  for  family  coverage  and  $100  a  month  for  individual 
coverage  would  "raise  income  tax  revenues  by  about  $40  billion 
and  payroll  tax  revenues  by  about  $21  billion  over  the  1990  - 
1994  period."    An  average  $12  billion  per  year  over  five  years 
would  go  far  to  meet  the  needs  of  the  uninsured. 

Long-term  Care 

The  AMA  supports  development  of  a  national  health  policy  on  long-term 
care  (LTC).    Given  our  aging  population  —  which,  due  to  medical 
technology,  will  live  longer  than  ever  before  —  and  the  relative  lack  of 
LTC  insurance  purchased  to  date,  LTC  is  a  vital  component  of 
comprehensive  health  system  reform.    We  cannot  neglect  our  senior 
citizens.    We  must  plan  for  our  aging  population,  and  anticipate  its 
health  needs  in  the  way  that  the  federal  government  anticipated  the  needs 
of  the  Medicare  population  twenty-six  years  ago. 

In  line  with  our  views  on  health  coverage,  we  believe  that  LTC 
coverage  should  be  provided  primarily  by  the  private  sector,  with  the 
government  acting  as  a  catalyst  to  stimulate  new  markets  for  private 
coverage,  and  as  a  guarantor  for  individuals  unable  to  help  themselves. 
Health  Access  America  would  broaden  private  LTC  financing  through  tax 
incentives  and  an  asset  protection  program.    Individuals  between  100%  and 
200%  of  poverty  would  receive  sliding  scale  subsidies  to  purchase  LTC 
insurance.    Employment-based  LTC  coverage  would  receive  the  same  tax 
treatment  as  employment -based  health  coverage,  and  tax  incentives  would 
be  developed  to  encourage  family  care-giving. 

In  addition  to  these  major  components  of  Health  Access  America,  our 
proposal  calls  for  other  measures  —  such  as  expanding  federal  support 
for  medical  education,  research,  and  the  National  Institutes  of  Health  — 
that  are  essential  to  systemic  reform.   We  have  included  as  an  attachment 
brochures  on  Health  Access  America  and  its  accompanying  essential  benefit 
package . 
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CONCLUSION 

The  time  for  health  system  reform  is  now.    The  reform  proposals  being 
debated  are  as  diverse  and  complex  as  the  health  problems  this  country 
faces.    Yet,  a  consensus  is  emerging  on  incremental  reforms  that  will  go 
far  to  address  the  primary  problems  of  cost  and  access.    The  American 
Medical  Association  believes  these  reforms  are  attainable  in  the  102nd 
Congress.    Let  us  work  together  toward  that  goal. 

Mr.  Chairman,  thank  you  for  the  opportunity  to  testify.    I  will 
respond  to  questions  at  the  appropriate  time. 
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Summary  off  AMA  Proposal 

The  elements  of  the  AMA  proposed  plan  may  be  summarized  in  the  following  16  points: 

1.  Increase  access  by  enacting  major  Medicaid  Reform. 

2.  Increase  access  by  requiring  employer  provision  of  health  insurance. 

3.  Increase  access  by  creating  state-level  risk  pools  in  all  states. 

4.  Maintain  access  and  reduce  costs  for  the  elderly  by  enacting  Medicare  Reform. 

5.  Increase  access  and  reduce  costs  for  the  elderly  by  enacting  necessary  legislation  to 
finance  expanded  long-term  care  coverage. 

6.  Reduce  health  care  costs  through  professional  liability  reform. 

7.  Maintain  quality  and  reduce  costs  through  development  of  professional  practice 
parameters. 

8.  Reduce  health  care  costs  through  altering  the  tax  treatment  of  employee  health 
care  benefits. 

9.  Reduce  costs  by  encouraging  cost-conscious  decisions  by  patients. 

10.  Reduce  costs  by  seeking  innovation  in  insurance  underwriting. 

1 1 .  Maintain  quality  through  expanded  federal  support  for  medical  education,  research  and 
the  National  Institutes  of  Health  (NIH). 

12.  Maintain  quality  and  reduce  costs  through  increased  health  promotion  and  disease 
prevention. 

13.  Reduce  costs  and  increase  access  by  amending  ERISA  or  the  federal  tax  code  to  equalize 
treatment  of  self-insured  and  insurance  plans. 

14.  Reduce  costs  and  increase  access  by  repealing  or  overriding  state-mandated  benefit  laws. 

1 5.  Reduce  costs  by  reducing  administrative  costs  and  paperwork. 

16.  Maintain  quality  and  access  through  encouraging  physicians  to  practice  in  accordance 
with  the  highest  ethical  standards  and  to  provide  voluntary  care. 

Conclusion 

Accomplishing  the  goal  of  strengthening  the  American  health  care  system  through  the  elements 
contained  in  this  AMA  proposal  will  present  an  enormous  challenge  to  all  concerned.  For  its 
part,  the  AMA  intends  to  move  forward  vigorously  on  legislative  and  other  fronts.  The  AMA 
welcomes  and  encourages  the  support  of  others  to  help  bring  about  an  improved  American 
health  care  system. 

February  1990 

ZAA:90-79(A):20M:10/90 
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EXECUTIVE  SUMMARY 
PUBLIC  OPINION  ON  HEALTH  CARE  ISSUES,  1991 


The  American  Medical  Association  commissioned  The  Gallup  Organization  to 
conduct  the  1991  Survey  of  Public  Opinion  on  Health  Care  Issues.     Gallup* s 
office  in  Houston  completed  telephone  interviews  with  1,500  randomly  selected 
U.S.  adults  during  the  period  of  January  3-6,  1991. 

Major  findings  of  the  survey  are  listed  below.    Margin  of  error  for  the 
study  is  plus  or  minus  2.5%. 

•  Almost  two-thirds  of  American  adults  (64%)  think  cost  is  the  main  problem 
facing  health  care  and  medicine. 

•  By  a  slight  majority  (51%),  Americans  feel  they  receive  better  health  care 
than  citizens  of  other  industrialized  nations.    One  in  five  (19%)  believe 
U.S.  health  care  is  worse. 

•  Only  one-third  (34%)  agree  that  the  elderly  are  able  to  get  needed  medical 
care  and  only  one-fourth  (25%)  believe  that  poor  people  can  get  needed  care. 

•  Thirty-nine  percent  (39%)  of  Americans  think  the  quality  of  care  under 
Medicare  is  lower  than  the  quality  of  care  available  to  the  general 
population.     Even  more  (45%)  think  Medicaid  quality  is  lower. 

•  By  a  large  majority  (69%),  Americans  say  the  federal  government  should  spend 
more  on  the  delivery  of  health  care,  even  if  that  means  an  increase  in 
taxes.     Still,  most  of  those  estimating  how  much  more  they  would  be  willing 
to  pay  do  not  want  taxes  increased  by  over  $100  a  year.     A  majority  would 
like  to  see  federal  programs  expanded  to  cover  only  people  not  already 
insured,  rather  than  the  establishment  of  broad-based  federal  programs  to 
cover  all  citizens. 

•  A  majority  of  the  public  (60%)  feel  that  upscale  elderly  patients  should  pay 
a  percentage  of  their  own  health  care  costs,  based  on  their  income. 

•  Three  out  of  four  American  citizens  (75%)  want  Medicare  to  help  pay  for 
long-term  nursing  home  care,  even  it  it  means  an  increase  in  taxes. 

•  A  majority  of  Americans  are  at  least  somewhat  confident  that  they  have 
enough  money  or  insurance  to  pay  for  usual  medical  costs  (78%)  and  for  a 
major  illness  (63%),  but  only  40%  are  confident  that  they  could  afford  long- 
term  care. 

•  Slightly  more  than  one  in  five  Americans  (22%)  report  they  or  a  family 
member  delayed  medical  treatment  last  year  because  of  cost  considerations. 
Among  all  citizens,  12%  delayed  treatment  for  conditions  they  said  were 
serious. 


792 


•  Eighty-eight  percent  (88%)  of  survey  respondents  said  they  were  covered  by 
some  kind  of  health  insurance  plan. 

•  The  survey  indicates  that  a  strong  majority  of  citizens  (80%)  think 
government  should  require  employers  to  provide  health  insurance  for  their 
workers.     Two-thirds  of  the  population  (66%)  would  give  small  businesses 
affected  by  this  ruling  a  tax  break. 

•  Americans  are  split  in  their  response  to  the  idea  of  increasing  cost- 
consciousness  by  requiring  more  out-of-pocket  payments  for  routine  care 
while  reducing  the  cost  of  health  insurance:     43%  favor  that  approach  and 
46%  oppose  it. 

•  A  majority  of  respondents  (55%)  would  rather  pay  higher  health  care  costs  to 
private  doctors  and  hospitals,  than  have  the  government  control  medicine. 

•  A  majority  of  citizens  (57%)  would  rather  pay  higher  health  care  costs  to 
have  the  latest  medical  technology  located  within  their  community  rather 
than  pay  less  for  health  care  and  have  the  latest  technology  located  only  in 
in  regional  centers. 

•  A  large  majority  of  the  public  (80%)  would  rather  pay  higher  health  care 
costs  and  have  immediate  care  available,  than  pay  lower  costs  and  have  care 
delayed. 

•  A  strong  majority  of  Americans  (79%)  would  rather  pay  higher  rates  for 
health  care  in  order  to  be  able  to  choose  a  personal  physician,  rather  than 
pay  lower  rates  and  be  assigned  a  physician. 

•  Three-fourths  of  citizens  (74%)  would  rather  pay  higher  health  care  costs 
and  be  able  to  choose  their  hospital,  rather  than  pay  lower  costs  and  be 
assigned  a  hospital. 

•  A  large  majority  of  respondents  were  either  very  satisfied  or  somewhat 
satisfied  with  the  following  aspects  of  their  most  recent  visit  to  a  medical 
doctor:     the  medical  care  they  received  (91%);  the  way  the  doctor's  staff 
treated  them  (94%);  the  way  the  doctor  explained  things  (89%);  the  amount  of 
time  they  had  to  wait  to  get  an  appointment  (82%);  the  amount  of  time  they 
had  to  wait  before  seeing  the  doctor  (78%);  the  fee  the  doctor  charged 
(75%).    Ninety-two  percent  were  either  very  satisfied  or  somewhat  satisfied 
with  the  visit  overall. 

•  A  minority  of  Americans  (38%,  up  from  35%  in  1988)  think  doctors  act  like 
they're  better  than  other  people.  Sixty-nine  percent  (up  5%  since  1986)  say 
that  people  are  losing  faith  in  doctors,  and  63%  (down  from  67%  in  1989)  say 
doctors  are  too  interested  in  making  money.  Forty-two  percent  think  doctors 
usually  explain  things  well  (at  the  same  level  as  in  1989,  but  down  from  55% 
in  1982).  Less  than  one  third  (31%)  think  most  doctors  spend  enough  time 
with  their  patients  (up  2%  from  1989,  but  down  from  46%  in  1982). 
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•  The  image  individuals  have  of  their  own  personal  physicians  is  significantly 
more  positive  than  the  image  of  physicians  in  general:     87%  think  their 
doctor  explains  things  well;  78%  say  their  doctor  spends  enough  time  with 
them;  10%  say  their  doctor  acts  like  he  or  she  is  better  than  other  people; 
10%  are  beginning  to  lose  faith  in  their  own  physician;  18%  think  their 
doctor  is  too  interested  in  making  money.    Each  of  these  measures  is  at 
least  slightly  more  positive  than  in  1983. 

•  When  it  comes  to  proposing  fair  and  workable  health  policies,  81%  of 
Americans  place  a  great  deal  or  some  trust  in  consumer  organizations,  71%  in 
organizations  of  doctors,  69%  in  business  or  employer  groups,  55%  in  labor 
unions,  48%  in  health  insurance  companies,  and  40%  in  Congress  and  other 
federal  government  officials. 

•  The  American  Medical  Association  is  seen  as  a  reliable  source  of  health- 
related  information  by  81%  of  the  American  public.    After  two  years  of 
declining  scores,  the  1991  survey  shows  stability  in  the  public's  evaluation 
of  the  job  the  Association  is  doing  to  help  assure  quality  medical  care  in 
the  United  States:    8%  say  the  Association  is  doing  an  excellent  job;  an 
additional  43%  say  it  is  doing  a  good  job. 
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Chairman  Rostenkowski.  Mr.  Moynahan. 

STATEMENT  OF  JOHN  D.  MOYNAHAN,  JR.,  EXECUTIVE  VICE 
PRESIDENT,  METROPOLITAN  LIFE  INSURANCE  CO.,  ACCOMPA- 
NIED BY  ROBERT  LEITMAN,  SENIOR  VICE  PRESIDENT,  LOUIS 
HARRIS  &  ASSOCIATES,  NEW  YORK,  N.Y. 

Mr.  Moynahan.  Thank  you,  Mr.  Chairman.  I  am  Jack  Moyna- 
han. I  am  the  executive  vice  president  responsible  for  group  oper- 
ations at  MetLife  in  the  United  States.  Accompanying  me  is  Mr. 
Robert  Leitman,  senior  vice  president  of  the  Louis  Harris  organiza- 
tion from  New  York.  We  are  pleased  to  be  here  to  present  the  find- 
ings of  the  tradeoffs  and  choices  survey  that  MetLife  commis- 
sioned. We  encourage  you  all  to  spend  some  time  with  the  full 
report. 

When  the  need  for  reform  is  recognized,  it  is  valuable  to  know 
the  opinions  of  key  health  care  leaders,  those  in  a  position  to  effect 
change,  and  upon  whom  we  will,  in  fact,  ultimately  rely,  to  im- 
prove the  American  health  care  system.  This  survey  was  designed 
to  get  these  leaders  thinking  about  accommodation  and  avenues  of 
agreement. 

All  groups  surveyed  expressed  the  opinion  that  fundamental 
changes  were  necessary  to  make  our  system  work  better  and  fur- 
ther agreed  that  such  reform  is  likely  to  occur.  Eight  of  the  nine 
groups  also  believe  that  change  should  come  incrementally  with 
only  union  leaders  feeling  the  change  should  be  comprehensive  and 
rapid. 

A  key  objective  was  to  uncover  the  tradeoffs  that  stakeholders 
might  be  willing  to  make  as  part  of  a  total  plan  in  which  everyone 
gave  up  something.  Each  surveyed  group  said  they  would  be  will- 
ing to  compromise  to  effect  reform. 

I  would  like  to  highlight  for  you  some  of  the  interesting  tradeoffs 
we  found  stakeholders  willing  to  make.  Physician  leaders  found  ac- 
ceptable being  required  to  follow  guidelines  on  how  to  treat  differ- 
ent conditions,  requiring  patients  to  obtain  the  approval  of  a  pri- 
mary care  doctor  in  order  to  see  specialists,  and  being  compensated 
on  a  fee-for-service  basis  from  a  fixed  budget  with  an  expenditure 
cap. 

Other  reimbursement  mechanisms  were  not  acceptable,  such  as  a 
uniform  national  fee  schedule  for  all  plans,  public  and  private. 
Compensation  only  on  a  per  capita  basis  or  on  a  pure  salary  basis. 
Hospital  CEOs  are  willing  to  care  for  all  patients  even  if  reim- 
bursement for  some  is  below  cost  and  accept  a  uniform  one-payer 
s>  stem  with  prospective  fees. 

The  majority  of  corporate  executives,  even  in  the  smallest  firms, 
agreed  that  being  required  to  provide  a  basic  health  benefit  to  all 
full-time  employees  was  acceptable.  Keep  in  mind  that  this  is  in 
the  context  of  a  tradeoff  situation  and  a  compromise  environment. 

On  the  other  hand,  CEOs  generally  felt  it  was  not  acceptable 
that  they  be  required  to  provide  coverage  for  part-time  employees. 

Labor  leaders  found  acceptable  being  limited  to  a  health  plan 
that  is  the  same  for  every  employer  and  to  be  required  to  belong  to 
managed  care  plans,  such  as  HMOs.  They  are  willing  to  work  with 
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management  to  contain  costs  if  the  savings  would  be  used  for 
wages. 

As  to  the  small  employer  insurance  market  carriers,  to  the 
extent  a  reinsurance  mechanism  is  available  to  spread  companies' 
losses,  they  show  very  strong  willingness  to  provide  insurance  re- 
gardless of  health  status,  and  change  other  underwriting  practices 
for  the  small  business  market. 

Interestingly,  they  also  agree  that  in  the  context  of  tradeoffs  and 
compromises,  operating  on  some  form  of  community  rating,  for  the 
small  case  market  is  acceptable. 

All  the  stakeholders  were  asked  if  it  were  part  of  a  program  to 
reach  consensus,  would  higher  income  taxes  be  acceptable? 

The  majority  of  each  group  found  it  so.  Keep  in  mind  these  are 
sophisticated  individuals  who  likely  understand  the  magnitude  of 
the  taxes  required.  Asked  if  they  would  be  willing  to  accept  a  tax 
on  health  care  premiums  paid  by  employers,  the  results  were 
mixed. 

Five  of  the  nine  surveyed  groups  said  it  was  acceptable.  Four 
were  opposed.  Legislators  were  split.  Surprisingly,  corporate  CEOs 
and  union  leaders  are  together  in  opposing  this  option.  As  to  the 
appropriate  role  of  Government  in  health  system  reform,  respond- 
ents felt  overwhelmingly  that  major  Government  initiatives  will  be 
necessary  to  reform  the  health  care  system,  but  that  the  Federal 
Governments'  appropriate  role  was  as  a  rule  maker,  rather  than  as 
an  operator  or  manager  of  the  system. 

While  the  debate  over  reform  is  quite  contentious  at  this  point, 
we  at  MetLife  believe  these  findings  should  provide  encourage- 
ment. 

In  summary,  the  survey  showed  that  leaders  believe  that  change 
is  needed.  There  is  some  agreement  among  them  that  change  is 
likely  and  it  is  best  made  incrementally.  And  importantly,  there  is 
a  clear  willingness  to  compromise  to  create  a  better  system  for  all 
Americans. 

Thank  you,  Mr.  Chairman.  We  would  be  happy  to  answer  ques- 
tions. 

[The  prepared  statement  follows:] 


45-304   0—92  26 
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TESTIMONY  OF  JOHN  D.  MOYNAHAN,  JR. 
METROPOLITAN  LIFE  INSURANCE  COMPANY 

Trade-Offs  and  Choices:  Health  Policy  Options  for  the  1990s 

Good  afternoon.  My  name  is  Jack  Moynahan.  I  am  the  Executive  Vice-President  responsible  for  group 
operations  at  MetLife  in  the  United  States.  I  am  accompanied  today  by  Mr.  Robert  Leitman,  Senior 
Vice  President  of  the  Louis  Harris  organization. 

The  findings  we  present  today  are  a  brief  summary  of  the  complete  study.  The  survey  included  84 
questions,  many  of  which  had  several  alternatives  as  possible  responses,  and  the  full  printed  report  runs 
approximately  100  pages.  An  executive  summary  and  a  copy  of  the  full  report  has  been  delivered  to 
your  office.  We  encourage  you  to  read  the  full  report  and  not  rely  only  on  the  summary  we  are  limited 
to  presenting  at  this  hearing. 

Introduction 

Virtually  everyone  agrees  that  America's  health  care  system  needs  important  change.  Several  public 
opinion  polls  have  been  taken  recently,  all  giving  that  clear  message.  When  need  for  change  and  reform 
is  generally  recognized,  it's  valuable  to  know  the  opinions,  not  only  of  the  general  public,  but  especially 
of  key  health  care  leaders  —  those  in  a  position  to  effect  change,  and  upon  whom  we  will,  in  fact, 
ultimately  rely,  to  improve  the  American  health  care  system. 

To  move  discussion  and  debate  forward  toward  consensus  and  action,  compromises,  trade-offs  and 
choices  by  those  leaders  will  have  to  be  made.  In  the  process,  most  stakeholders  in  our  current  system 
will  almost  certainly  have  to  settle  for  less  than  they  insist  upon  today. 

Purpose  of  Study  and  Methodology 

It  was  with  this  in  mind  that  we  undertook  this  project:  our  purpose  was  to  make  available  as  reliable 
a  database  as  we  could,  to  define  leadership  positions  on  key  issues  as  they  currently  stand,  and  to 
explore  what  trade-offs  might  be  available  to  help  the  nation  reach  the  common  ground  on  which  an 
improved  health  care  system  can  be  built. 

We  commissioned  Louis  Harris  and  Associates  to  conduct  a  survey  of  more  than  2,000  leaders:  1,175 
senior  executives  of  both  large  and  small  corporations,  260  Federal  legislators,  25  key  legislative 
committee  staff,  15  Health  and  Human  Services  and  Health  Care  Financing  Administration  senior 
executives,  50  union  leaders,  201  physician  leaders,  251  hospital  CEOs,  50  state  representatives,  and 
21  senior  executives  of  major  health  insurers. 

The  survey  was  designed  to  get  people  thinking  about  accommodation  within  the  health  care  system  and 
to  react  to  at  least  some  avenues  along  which  agreement  might  be  reached.  The  largest  samples  - 
corporate  executives,  Federal  legislators  and  hospital  CEOs  -  are  systematic  probability  samples.  The 
smaller  samples  represent  a  high  percentage  of  all  possible  respondents.  In  other  words,  a  very  large 
percentage  of  those  within  a  stakeholder  group  who  could  have  been  interviewed  were.  2,048  telephone 
interviews  were  conducted,  each  taking  approximately  30  minutes. 

It  is  worth  noting  the  unique  aspects  of  the  survey.  It's  more  involved  than  the  tide  "Trade-Offs  and 
Choices"  suggests,  though  this  concept  is  at  the  heart  of  the  study.  In  addition  to  being  a  large  survey, 
in  its  total,  nine  different  groups  of  respondents  were  involved.  One  can  think  of  the  study,  therefore, 
as  a  series  of  nine  separate  ones,  which  allows  comparison  and  contrast  within  and  across  stakeholder 

groups. 

In  addition  to  the  Harris  organization,  represented  by  Humphrey  Taylor  and  Bob  Leitman,  we  enlisted 
the  aid  of  several  independent  authorities  on  health  policy  to  critique  the  survey  questions  and  help  us 
maintain  objectivity.  For  their  help,  we  thank  Eli  Ginzberg,  of  Columbia  University;  Dr.  Robert  J. 
Glaser,  Trustee  and  Director  of  Medical  Science  for  the  Lucille  P.  Markey  Charitable  Trust;  John 
Iglehart,  Editor  of  Health  Affairs:  and  Edward  Connors,  former  Chairman  of  the  Board  of  the  American 
Hospital  Association. 

In  the  conduct  of  the  survey,  the  stakeholders  -  each  representing  a  different  perspective  -  were  asked 
questions  in  order  to  construct  a  brief  assessment  of  their  views  on  the  U.S.  health  care  system. 
Respondents  were  then  probed  further  to  uncover  how  change  within  the  system  might  occur,  and 
further  still,  to  discern  each  stakeholder's  willingness  to  compromise  on  specific  issues. 
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The  "trade-ofP  questions  were  asked  after  a  preamble  which  included  the  words,  "If  it  were  part  of 
a  program  where  each  group  would  make  some  concessions  in  order  to  reach  a  consensus,..."  and  then 
the  question  was  posed.  The  willingness  of  respondents  to  accept  compromises  and  trade-offs  must  be 
interpreted  in  that  context.  Their  expressed  willingness  to  accept  a  proposal  does  not  necessarily  mean 
they  favor  it. 

While  we  believe  this  study  to  be  important,  we  don't  hold  it  out  as  definitive.  Much  more  can  be  done 
to  develop  sound  information  to  help  in  the  national  debate,  and  we  encourage  that.  We  encourage 
concerned  persons  to  analyze  the  data  independently,  to  work  it  if  you  will,  and  use  it  along  with  data 
from  other  studies  already  done  and  yet  to  be  done  and  to  collaborate  in  creating  a  world  leading  health 
care  system  on  which  we  can  all  rely  with  confidence. 

Attitudes  About  Change 

This  section  of  the  survey  examined  stakeholders'  underlying  values  and  assumptions  about  the  nation's 
health  care  system  and  probed  for  the  type  of  system  stakeholders  agree  is  needed.  It  also  measured 
their  willingness  to  help  improve  the  system.  Majorities  of  all  stakeholder  groups  expressed  the  opinion 
that  changes  are  necessary  to  make  the  health  care  system  work  better. 

On  this  issue  of  needed  reform,  stakeholders  were  asked  if  in  their  view  the  health  care  system,  first, 
works  pretty  well  and  only  minor  changes  are  necessary,  or  alternatively,  if  fundamental  changes  are 
required.  Apart  from  31  %  of  physician  leaders,  no  more  than  14%  of  any  group  felt  the  current  system 
requires  only  minor  changes.  There  is  overwhelming  support  among  all  groups  for  fundamental  change. 
Over  80%  of  all  groups,  with  the  exception  of  physicians  who  support  fundamental  change  by  a  68% 
majority,  feel  the  system  needs  fundamental  change. 

Having  established  that  the  system  is  in  need  of  fundamental  change,  Harris  next  probed  stakeholders 
on  the  nature  of  such  change  and  learned  not  only  that  reform  should  occur,  but  that  reform  is  seen  as 
very  likely  to  occur.  They  also  found  that  eight  of  the  nine  stakeholder  groups  believe  change  should 
come  incrementally.  Only  unions,  feel  change  should  be  comprehensive  and  rapid. 

Large  majorities  of  all  stakeholder  groups  agree  that  everyone  win  have  some  kind  of  health  insurance 
coverage.  This  finding  may  be  the  single  strongest  finding  of  the  survey  and  brings  us  to  what  everyone 
generally  agrees  is  the  issue:  balancing  access  and  cost  in  the  health  care  system. 

Reform  Through  Trade-Offs:  Financing  and  Benefits 

A  key  objective  of  the  survey  was  to  uncover  the  trade-offs  stakeholders  would  be  willing  to  make  as 
part  of  a  total  plan  in  which  everyone  gave  up  something  to  ultimately  improve  the  system.  It  seems 
likely  that  changes,  particularly  any  major  changes  in  coverage  or  cost  containment,  will  inevitably 
involve  compromises  by  several,  if  not  all,  the  major  groups  surveyed. 

When  each  group  was  asked  if  compromise  was  acceptable  to  achieve  health  care  reforms,  all  groups 
said  "yes,"  they  are  willing  to  compromise.  Very  large  majorities  of  physician  leaders,  insurers, 
hospital  CEOs,  union  leaders,  and  corporate  executives  all  believe  that  their  own  groups  should  be 
willing  to  compromise  to  achieve  viable  reforms. 

The  first  trade-off  issue  to  examine  is  a  practical  one:  how  to  pay  for  universal  coverage.  One  way 
to  finance  reform  is  to  reallocate  existing  resources.  Stakeholders  were  asked  if  the  additional  cost  of 
covering  31  million  uninsured  meant  $50  billion  less  spent  on  other  goods  and  services  ~  would  they 
favor  or  oppose  such  a  reallocation?  Majorities  of  most  groups  favor  such  a  reallocation  to  cover  the 
uninsured. 

An  alternative  to  reallocating  resources  is  to  raise  more  revenues.  Stakeholders  were  asked,  if  it  were 
part  of  a  program  in  which  all  made  compromises  to  reach  a  consensus,  how  acceptable  would  higher 
income  taxes  be?  Higher  taxes  were  more  acceptable  than  reallocation  of  existing  funds.  More  than 
65%  of  all  groups  found  payment  of  higher  income  taxes  acceptable  but  corporate  executives  (at  57%) 
find  higher  income  taxes  less  acceptable  than  other  groups.  By  the  way,  keep  in  mind  these  respondents 
are  sophisticated  individuals  who  likely  understand  the  magnitude  of  the  taxes  required. 

To  probe  the  acceptability  of  the  tax  question  even  further,  corporate  CEOs  were  asked  for  their 
attitudes  on  payroll  taxes.  We  find  that,  regardless  of  size,  CEOs  are  overwhelmingly  opposed.  Even 
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though  they  find  higher  income  taxes  less  acceptable  to  them  than  other  groups,  income  taxes  are  more 
acceptable  than  payroll  taxes  as  a  method  of  raising  revenues. 

To  learn  the  acceptability  of  taxing  insurance  premiums  we  asked  stakeholders  if,  again  as  part  of  a  total 
plan  in  which  each  group  would  make  concessions,  they  would  be  willing  to  accept  paying  income  tax 
on  health  care  premiums  paid  by  employers.  Results  were  somewhat  mixed.  Five  of  the  nine  groups 
said  it's  acceptable.  Four  oppose  the  idea,  and  legislators  are  split.  Interestingly,  corporate  CEOs  and 
union  leaders,  who  frequently  do  not  agree,  are  together  in  leading  opposition  to  this  option.  (See 
Attachment  A:  "Taxing  Employer  Paid  Premiums.") 

Another  approach  to  reforming  the  system  is  to  examine  the  benefit  plan.  One  way  to  make  coverage 
available  to  increased  numbers  of  people  is  to  address  cost  by  modifying  the  scope  and  level  of  benefits. 
When  asked  their  opinion  of  having  to  pay  a  substantially  higher  portion  of  the  cost  of  health  care 
services  out-of  pocket,  majorities  in  7  of  the  9  groups  said  cost-sharing  is  acceptable  as  part  of  a  total 
plan  in  which  everyone  makes  compromises.  We  should  note,  however,  the  very  strong  opposition  of 
union  leaders  to  this  approach. 

While  most  union  leaders  find  cost-sharing  unacceptable,  they  do  say  they  are  willing  to  enter  into 
cooperative  ventures  with  management  if  savings  are  used  for  wage  increases,  improved  competitiveness 
of  their  companies,  or  shared  equally  between  the  two.  (See  Attachment  B:  "Unions  Will  Work  With 
Management  If  Savings  are  Used  For:") 

Again,  as  part  of  a  total  plan  in  which  everyone  makes  compromises,  Harris  asked  stakeholders  how 
acceptable  it  would  be  to  be  required  to  obtain  care  as  a  member  of  a  managed  care  plan,  specifically 
such  as  an  HMO,  as  one  way  of  making  health  insurance  more  affordable.  Majorities  of  all  groups  said 
that  having  to  obtain  care  as  a  member  of  an  HMO  is  acceptable.  While  union  leaders  voiced 
opposition  to  out-of-pocket-cost-sharing,  managed  care  appears  quite  acceptable.  (See  Attachment  C: 
"Acceptability  of  Managed  Care.") 

Consistent  with  stakeholders  attitudes  about  mandatory  managed  care,  the  idea  of  being  a  member  of 
a  health  plan  that  limits  members  to  the  most  cost-effective  providers,  and  excludes  other  providers,  is 
also  acceptable  to  large  majorities.  Interestingly,  although  consumers  were  not  interviewed  in  this 
survey,  respondents  here,  when  asked,  agreed  that  the  consumer  will  be  a  tough  sell  when  it  comes  to 
limiting  their  range  of  choice  of  doctors. 

Respondents  were  also  surveyed  about  a  variety  of  other  potential  changes  in  benefit  plan  design.  In 
this  series  of  questions,  we  learned  that  stakeholders  agree  that  having  to  obtain  a  primary  care  doctor's 
approval  for  referral  to  specialty  care  is  acceptable.  Reactions  to  the  idea  of  waiting  several  months 
for  non-emergency  elective  surgery  are  mixed.  Five  groups  found  this  acceptable.  Union  leaders  are 
equally  divided.  And  three  found  it  unacceptable:  physicians,  insurers,  Federal  legislators.  Being  a 
member  of  a  health  plan  which  does  not  cover  certain  expensive  procedures  and  treatments  is  another 
issue  on  which  no  consensus  emerges,  but  which  slim  majorities  in  7  groups  find  acceptable.  Except 
for  union  leaders,  who  are  equally  divided,  majorities  of  all  other  groups  believe  it  will  be  necessary 
to  somehow  ration  high-tech  services. 

One  way  to  make  health  insurance  more  affordable  is  to  make  health  care  more  affordable.  This  section 
examines  trade-offs  which  physician  leaders  and  hospital  chief  executives  said  they  are  willing  or 
unwilling  to  accept  as  part  of  a  plan  in  which  every  group  makes  concessions. 

Physician  Trade-Offs 

First,  let's  focus  on  physicians,  who  are  in  the  front  lines  in  the  delivery  of  care.  Physician  leaders 
found  these  items  acceptable:  (1)  being  required  to  generally  follow  practice  guidelines  on  how  to  treat 
different  conditions;  (2)  requiring  patients  to  obtain  the  prior  approval  of  a  primary  care  doctor  in  order 
to  see  specialists  for  non-emergency  care;  and  (3)  being  compensated  on  a  fee-for- service  basis,  but 
entirely  from  a  fixed  budget  with  an  expenditure  cap.  (See  Attachment  D:  "Physicians  Will  Accept.") 

What  was  not  acceptable  were  other  types  of  reimbursement  mechanisms  that  doctors  apparentiy  feel 
intrude  more  on  their  practice.  These  include:  (1)  having  a  uniform  national  fee  schedule  for  all  health 
plans,  public  and  private,  with  no  balance  billing  allowed;  (2)  being  compensated  only  on  a  capitated 
basis;  and  (3)  being  compensated  on  a  purely  salaried  basis.  (See  Attachment  E:  "Physicians  Will  Not 
Accept.") 
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For  more  autonomy,  however,  physicians  are  willing  to  give  up  a  portion  of  their  income  in  exchange 
for  fewer  complications  and  less  "outside  interference"  in  their  practices.  Specifically,  very  large 
majorities  would  be  willing  to  trade  a  10%  reduction  in  income  in  return  for  any  one  of  these:  (1)  a 
substantial  reduction  in  paperwork;  (2)  malpractice  reform  with  limits  on  punitive  damages  and  damages 
for  pain  and  suffering;  or  (3)  substantially  increased  autonomy  with  less  utilization  review  and  less 
regulation.  (See  Attachment  F:  "10%  Less  Income  for  Less  'Hassle.'") 

Interestingly,  when  asked  to  accept  national  health  insurance  with  these  same  three  benefits,  plus 
guaranteed  payment  of  fees,  but  be  required  to  negotiate  fees  with  the  government,  physicians  refused. 
Sixty-three  percent  say  they  are  not  willing  to  accept  such  a  system. 

Hospital  Trade-Offs 

Hospital  CEOs  were  surveyed  about  the  acceptability  of  various  trade-offs  for  them.  Recognizing  that 
capital  expenditures  have  been  more  or  less  regulated  for  hospitals  for  over  twenty  years,  hospital 
CEOs,  by  a  two  to  one  margin,  said  that  even  tougher  constraints  on  capital  expenditures  are  acceptable. 
On  several  other  issues,  hospital  CEOs  expressed  a  willingness  to  control  costs  by:  (1)  treating  all 
patients  even  if  reimbursement  is  below  their  cost;  (2)  accepting  global  budgets,  or  a  pre-set  total  annual 
hospital  budget,  a  method  used  in  many  foreign  countries;  and  (3)  accepting  a  uniform  one-payer  system 
with  prospective  payment  fees  for  all  health  plans,  public  and  private.  (See  Attachment  G:  "Hospital 
CEOs  Will  Accept.") 

As  to  what  hospital  chief  executives  will  not  accept,  the  specific  question  posed  pertained  to  two  well 
known  special  aspects  of  hospital  finance.  Not  surprisingly,  hospital  CEOs,  by  more  than  three  to  one, 
find  unacceptable  any  loss  of  tax-exempt  status  or  the  right  to  issue  tax-free  bonds  or  the  loss  of 
separate  Medicare  reimbursement  for  their  capital  expenses.  (See  Attachment  H:  "Hospital  CEOs  Will 
Not  Accept. ") 

Insurer  Trade-Offs 

In  the  context  of  a  better  system  for  all,  insurers  were  asked  about  their  willingness  to  change  the  way 
in  which  they  write  insurance  for  small  businesses  where  access  has  proved  to  be  a  systematic  problem. 

To  the  extent  a  reinsurance  mechanism  is  available  to  spread  the  cost  of  excess  losses,  the  insurance 
companies  show  a  very  strong  willingness  to  provide  insurance  on  a  guaranteed  renewable  basis,  to 
somehow  guarantee  issue  of  insurance  regardless  of  health  status,  and  to  change  other  underwriting 
practices  for  the  small  case  market,  such  as  the  use  of  pre-existing  condition  limitations.  Insurers  also 
seem  to  agree  overwhelmingly  (74%)  that  operating  on  some  form  of  community  rating  for  all  health 
insurance  risks  in  the  small  case  market  is  acceptable.  (See  Attachment  I:  "Insurers  Will  Accept  With 
Reinsurance  Mechanism.") 

Corporation  Trade-Offs 

Again,  as  part  of  a  total  plan  in  which  everyone  makes  concessions,  corporations  and,  surprisingly,  even 
the  larger  size  employers,  also  showed  willingness  to  accept  community  rating  for  the  health  benefit 
programs  of  their  employees. 

Majorities  of  corporate  executives  in  this  survey  agreed  that  being  required  to  provide  a  basic  health 
insurance  benefit  to  all  full-time  employees  and  dependents  was  acceptable.  Of  particular  note  is  the 
willingness  of  even  the  smallest  employers  surveyed  to  consider  this  acceptable  in  a  trade-off  situation. 
Corporate  CEOs  also  seemed  generally  willing,  though  not  quite  as  much,  to  be  required  to  provide 
health  insurance  benefits  to  retirees  under  65  who  are  not  yet  eligible  for  Medicare.  (See  Attachment  J: 
"Corporations  Will  Accept  Mandated  Coverage  for  Full-Timers. ") 

On  the  other  hand,  corporate  CEOs  generally  felt  that  it  is  not  acceptable  that  they  be  required  to 
provide  health  insurance  coverage  to  part-timers,  defined  as  those  working  at  least  20  hours  a  week. 
Interestingly,  CEOs  of  businesses  with  10,000  or  more  employees,  found  the  concession  slightly 
acceptable. 
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Universal  Coverage  Issues 

Probing  as  to  corporations'  attitudes  on  national  health  insurance,  we  asked  the  question:  "If  the  only 
way  to  prevent  the  introduction  of  a  national  health  insurance  system  is  for  employers  to  introduce  a 
much  more  aggressively  managed  care  plan  with  less  freedom  of  choice  and  higher  cost  sharing,  how 
willing  would  you  be  to  introduce  such  a  plan  for  all  your  employees?"  The  majority,  even  among  the 
smaller  employers,  are  willing  to  take  that  course  of  action,  rather  than  adopt  a  national  plan. 

Probing  further  on  the  expected  effects  of  public/private  universal  coverage  or  government  universal 
coverage,  stakeholders  were  asked,  first,  to  assume  we  adopted  a  public/private  system  in  which 
employers  are  mandated  to  provide  health  insurance  to  employees  and  dependents  and  the  government 
insures  all  the  unemployed.  Given  that  scenario,  what  were  their  expectations  as  to  the  effect  on  costs 
and  quality  of  care.  Majorities  said  both  would  increase.  Cost  would  go  up,  but  so  would  quality. 
When  asked  the  same  question  with  respect  to  a  government  health  insurance  system,  stakeholders 
agreed  that  cost  would  increase  under  such  an  alternative.  With  the  exception  of  union  leaders, 
however,  everyone  else  believed  that  the  quality  of  health  services  would  deteriorate. 

Given  that  all  stakeholders  find  universal  coverage  to  be  the  highest  priority  for  change,  the  issue  is  how 
to  achieve  that  coverage,  while  balancing  the  realities  of  cost  and  the  scarcity  of  funding.  A  number 
of  plans  have  been  proposed.  For  the  most  part,  they  fall  into  three  categories.  Harris  asked  the 
stakeholders  to  look  ahead  10  years  and  say  which  of  three  alternatives  is  most  likely  in  their  view. 
We  learned  that  only  a  small  minority  of  stakeholders  feel  the  current  system  of  private  health 
insurance,  mostly  through  employers,  plus  Medicare  and  Medicaid,  will  remain  in  place  through  the 
year  2000. 

In  a  series  of  questions,  Harris  became  more  specific  and  defined  two  changes  which  could  be  made 
to  modify  the  system:  the  present  arrangement  modified  by  a  law  requiring  mandatory  employer- 
provided  health  insurance  with  government  providing  insurance  to  all  the  unemployed,  or  alternatively 
a  comprehensive  government  health  insurance  program  covering  everyone  -  "national  health 
insurance. " 

Of  those  expecting  fundamental  change,  very  strong  majorities  in  seven  of  the  nine  stakeholder  groups 
expect  the  fundamental  change  to  take  the  form  of  the  present  system  with  two  modifications.  Notably, 
while  the  majorities  agree  with  the  other,  a  significant  minority  percentage  of  both  unions  and  corporate 
CEOs  think  a  government  health  insurance  program  likely. 

When  asked  if  they  agree  or  disagree  that  our  health  insurance  system  should  continue  to  operate  largely 
through  employment-based  plans,  a  majority  in  all  but  one  stakeholder  group  agreed.  Union  leaders, 
however,  are  equally  divided  on  this  issue. 

We  asked  if  stakeholders  thought  the  appropriate  role  for  the  Federal  government  in  the  future  of  the 
health  care  system  should  be  as  a  manager  and  administrator  or  rather,  more  as  a  rulemaker  setting  the 
rules  for  the  private  sector.  Majorities  of  all  groups  except  for  union  leaders,  who  were  roughly  equally 
split,  believe  that  the  Federal  government's  role  in  the  future  health  care  system  should  be  to  serve  as 
rulemaker,  setting  the  rules  for  the  private  sector  rather  than  manager. 

Since  the  task  of  improving  the  health  care  system  has  so  many  different  dimensions,  Harris  asked,  in 
a  further  series  of  questions  specifically  who  should  have  principal  responsibility  for  ensuring  access, 
for  containing  costs,  and  for  assuring  the  quality  of  health  care  services.  Principal  responsibility  for 
improvements  in  access  and  cost  containment  was  seen  as  belonging  to  government.  On  quality  issues 
principal  leadership  was  sought  from  physicians'  organizations,  the  hospital  industry  and  the  Federal 
government. 

Conclusion 

What  we  find  most  important  are  the  following  points:  (1)  change  is  needed;  (2)  there  is  strong 
agreement  among  them  that  change  is  likely;  (3)  there  is  agreement  that  change  is  best  made 
incrementally;  and  (4)  there  is  a  clear  willingness  among  them  to  compromise  to  create  a  better  system 
for  all  Americans. 

We  find  that  most  encouraging  and  hope  you  do  as  well.  We  also  hope  the  findings  of  this  survey  can 
help  in  bringing  these  expectations  to  reality. 
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Chairman  Rostenkowski.  Mr.  Leitman,  do  you  have  something 
to  say? 

Mr.  Leitman.  No.  I  am  here  to  answer  questions  at  your  request. 

Chairman  Rostenkowski.  It  is  interesting,  Mr.  Moynahan,  that 
you  testified  that  you  find  that  people  are  willing  to  incur  some 
more  burdens  in  the  tax  area.  I  think  that  some  of  us  up  here  are 
truly  gun  shy  about  digging  further  in  our  constituents'  pocket- 
book. 

As  you  know,  we  took  a  dramatic  step  3  or  5  months  ago  and 
raised  gas  taxes  and  luxury  taxes.  We  heard  about  them  during  the 
month  of  December.  But  I  haven't  heard  a  thing  about  them  since. 
The  problem  in  this  country,  I  think  more  than  anything  else,  is 
the  fact  that  we  lose  faith  in  the  American  people.  If  you  give  them 
a  good  product,  they  will  pay  the  price. 

We  must  try  to  prove  to  them  that  if  we,  the  Government,  are 
going  to  ask  them  for  revenue  increases,  then  we  will  give  them  a 
good  product.  And  I  think  they  would  be  willing  to  accept  that. 
There  is  no  question  in  my  mind  that  the  public  today  knows  we 
have  got  a  crisis  in  the  health  care  delivery  system.  We  have  just 
got  a  crisis,  and  something  has  to  be  done  about  it.  I  would  like  to 
get  some  ideas  from  the  private  sector  as  well.  As  a  matter  of  fact, 
we  went  on  a  retreat — Dr.  Smith,  you  have  been  on  one  with  us — 
and  we  discussed  this  over  a  long  weekend.  I  can  take  the  pulse  of 
this  committee  pretty  well,  and  I  think  my  members,  both  Demo- 
cratic and  Republican,  are  getting  ready  to  move. 

I  just  hope  that  before  we  make  the  inevitable  mistakes,  that  you 
will  help  us  foresee  where  those  mistakes  might  be  and  help  us  try 
to  correct  them. 

Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

Mr.  Moynahan,  does  your  survey  give  us  any  insight  into  public 
understanding  of  why  costs  have  gone  up?  If  you  look  at  the  differ- 
ence between  Canadian  costs  and  American  costs,  our  data  is  all 
great.  The  United  States  has  fewer  hospital  beds  per  population, 
shorter  lengths  of  stay,  fewer  physicians  per  capita,  and  all  of  those 
things. 

What  comes  out  loud  and  clear  is  that  our  costs  are  higher  be- 
cause our  diagnostic  techniques  and  treatment  capability  are  much 
more  sophisticated  and  so  on  and  so  forth. 

Does  your  survey  show  any  public  understanding  of  this,  or  any 
understanding  that  perhaps  the  opportunity  for  staying  alive  is 
greater  and  that  that  has  something  to  do  with  the  cost? 

Mr.  Moynahan.  Let  me  respond  this  way.  This  survey  was  di- 
rected to  opinion  leaders  that  we  selected,  2,000  of  them.  This  is 
not  a  public  opinion  poll.  We  focused  on  this  particular  group  so 
that  we  could  add  this  part  of  the  information  to  the  data  base.  We 
don't  expect  this  to  be  the  entire  data  base. 

So  this  survey  would  not  show  general  public  opinion  about  the 
understanding  of  those  questions.  These  people  that  we  surveyed,  I 
think,  do  have  a  significant  understanding  of  the  efficiency  of  our 
system,  and  some  of  the  structural  limits  of  the  system  that  would 
add  to  the  cost  level  in  the  United  States. 

Mrs.  Johnson.  But  you  didn't  go  for  this  aspect  specifically,  as  to 
their  understanding  of  the  relationship  of  cost  and  quality  of  care? 
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Mr.  Moynahan.  The  questions  we  asked  I  don't  think  focused 
specifically  on  whether  those  surveyed  understood  the  relationship. 
Our  survey  assumed  these  people  would  know. 

Mrs.  Johnson.  The  reason  I  raise  this  is  that  I  assumed  in  your 
survey  costs  were  a  great  concern. 

Mr.  Moynahan.  No  question  about  that. 

Mrs.  Johnson.  If  what  you  found  was  that  they  want  the  Gov- 
ernment to  do  a  better  job  of  rulemaking,  then  what  is  their  vision 
of  our  rulemaking  role?  Did  anything  you  ask  indicate  that?  Be- 
cause clearly,  if  rulemaking  is  going  to  be  connected  with  cost,  it 
has  got  to  clearly  do  something  different  about  technology  and 
something  different  about  access  to  testing  and  access  to  proce- 
dures. 

Do  they  understand  that  our  making  rules  is  going  to  manage 
their  care?  Or  are  they  trying  to  tell  you  they  want  us  to  take 
some  more  distant  role,  and  yet  

Mr.  Moynahan.  I  think,  and  Bob,  you  can  confirm  on  this — Bob 
has  a  more  encyclopedic  memory  of  each  of  those  questions  than  I 
have,  but  my  impression,  first,  of  the  results  here  is  that  the  people 
surveyed  do  understand  that  rulemaking  will  require  a  change  in 
behavior. 

Certainly,  the  insurance  industry  understands  that.  I  think  medi- 
cal professionals,  hospitals,  and  physicians,  understand  that.  I  am 
certain  employers  do.  As  these  questions  came  forward,  while  not 
posed  in  exactly  that  context,  Congresswoman,  I  think  they  under- 
stood it. 

Bob,  do  you  want  to  add  something  to  that? 

Mr.  Leitman.  The  only  question  that  really  gets  very  specifically 
to,  I  believe,  some  of  the  issues  you  are  raising,  is  the  one  about 
rationing.  If  I  can  just  mention  a  couple  of  things  that  were  found 
in  the  survey  with  regard  to  expensive  high  cost  technology,  all  of 
the  respondents  were  asked  whether  they  believe  that  in  order  to 
provide  health  insurance  for  everyone  and  control  costs,  it  would 
be  necessary  to  limit  or  ration  the  availability  of  expensive,  high- 
tech medical  services  or  not. 

And  63  percent  of  those  who  were  in  the  survey  said  they  be- 
lieved that  that  would  be  necessary.  And  again,  I  want  to  empha- 
size "necessary"  is  different  than  "desirable,"  in  the  context  of 
tradeoffs  and  choices. 

Mr.  Moynahan.  Importantly,  here,  not  everyone  would  do  the 
things  if  asked  solely,  would  you  do  this?  In  the  context  that  every- 
body is  giving  up  something,  meeting  each  other  half  way,  would 
you  consider  doing  these  things?  Would  they  be  acceptable  or  total- 
ly unacceptable? 

What  really  surprised  us,  I  think,  most  out  of  this  was  the  extent 
of  the  willingness  to  consider  many  of  these  things  to  be  acceptable 
given  everybody  is  cooperating  with  system  change. 

Mrs.  Johnson.  Thank  you.  It  sounds  like  very  useful  information 
for  us. 

Mr.  Downey.  Mr.  Chairman,  thank  you. 

Mr.  Moynahan,  I  had  an  opportunity  to  talk  with  you  to  review 
the  report,  and  I  also  want  to  suggest  to  members  of  the  commit- 
tee, hopefully  we  will  have  an  opportunity  to  take  a  look  at  it.  I 
think  it  is  an  excellent  report. 
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What  I  would  like  to  know,  you  said  that  there  is  a  willingness 
in  terms  of  health  reform  for  people  to  compromise  and  there  is  a 
also  a  further  willingness  to  see  a  shift  in  resources,  which  I  think 
is  a  step  in  the  right  direction.  Can  you  give  me  some  insight  on 
who  makes  these  reforms  and  who  shifts  these  resources? 

Is  there  some  sense  among  the  people  who  were  polled  that  this 
was  going  to  have  to  come  from  the  Government  and  everyone  is 
going  to  have  to  pitch  in?  Is  that  the  understanding,  that  we  are 
going  to  have  to  take  the  lead  here? 

Mr.  Moynahan.  Yes,  I  think  it  is  integral  to  their  understanding 
of  the  role  of  Government.  I  think  most  of  those  people  would 
expect  to  see  it  at  the  State  level  and  most  of  the  interviewees 
expect  to  see  it  at  the  Federal  level  as  well.  How  we  come  to  form- 
ing exactly  which  choices  and  tradeoffs  are  going  to  be  made,  that 
is  indeed  a  complex,  complex  issue. 

The  hope  of  this,  Congressman  Downey,  was  that  we  would  begin 
to  open  a  view  on  a  broader  road  to  that  sort  of  a  consensus  build- 
ing and  compromise. 

Mr.  Downey.  I  notice  with  respect  to  physicians,  in  your  summa- 
ry report  here,  that  they  are  willing  to  accept  guidelines,  they  are 
willing  to  obtain  prior  approval  from  a  primary  care  physician,  and 
they  are  willing  to  accept  fees  based  on — compensated  on  a  fee-for- 
services  basis  from  fixed  expenditures  and  other  potential  re- 
straints, but  that  they  were  not  prepared  to  accept  certain  other 
things. 

And  I  think  the  way  the  survey  was  done,  you  listed  things 
people  would  accept,  and  things  people  wouldn't  accept.  How  much 
attention  should  I  be  paying  to  the  things  the  stakeholders  won't 
accept  as  reasons  for  not  doing  something? 

Mr.  Moynahan.  I  think  a  fair  amount  of  attention  should  be 
paid  to  that.  I  think  each  one  of  the  parties  that  is  going  to  play  a 
role  in  this  needs  to  in  some  way  be  served  by  it.  I  think  a  compro- 
mise needs  to  be  reached.  Each  party  is  going  to  have  to  give  up 
something  in  this  context.  I  think  we  need  to  be  somewhat  careful 
about  what  people  really  have  problems  with. 

I  think  labor  has  problems  with  certain  things,  physicians  have 
problems  with  certain  things,  and  insurers  do,  and  so  forth.  But  I 
think  one  of  the  interesting  things  about  this  survey,  however,  is 
where  you  find  one  segment  of  physicians  against  a  particular 
tradeoff  to  look  carefully  at  just  how  seriously  they  are  against  it. 

There  are  four  categories.  This  was  totally  acceptable,  somewhat 
acceptable,  somewhat  unacceptable,  and  totally  unacceptable.  A 
majority  of  these  things  may  be  unacceptable,  but  far  larger  por- 
tions of  those  are  somewhat  acceptable.  So  there  seem  to  be  indica- 
tors for  possible  further  areas  of  discussion,  persuasion,  and  com- 
promise there,  too. 

Mr.  Downey.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Any  further  questions? 

Thank  you  very  much,  gentlemen.  Thank  you  very  much. 

The  hearing  stands  adjourned. 

[Whereupon,  at  12:50  p.m.,  the  hearings  were  adjourned.] 
[Submissions  for  the  record  follow:] 


809 


Statement  of  Russell  Travis,  M,D.,  on  behalf  of  American  Association  of  Neurological 
Surgeons  and  Congress  of  Neurological  Surgeons 

Mr.  Chairman  and  Members  of  the  Committee,  we  welcome  the 
opportunity  to  present  testimony  on  issues  relating  to  health 
care  coverage  and  costs.    I  am  Russell  Travis,  M.D.,  a 
practicing  neurosurgeon  from  Lexington,  Kentucky.    I  speak  for 
the  American  Association  of  Neurological  Surgeons  and  the 
Congress  of  Neurological  Surgeons,  which  represent  more  than 
3,200  neurosurgeons  in  the  United  States. 

The  American  Association  of  Neurological  Surgeons  and  the 
Congress  of  Neurological  Suregons  have  become  increasingly 
concerned  about  the  huge  gaps  in  access  to  health  care  and  the 
misdirected  programatic  priorities  in  our  Medicaid  program. 
This  concern  is  in  part  influenced  by  the  large  number  of 
citizens  we  treat  who  are  coverage  poor.    The  other  factor  is 
the  larger  societal  problems  associated  with  providing  care  to 
the  uninsured  and  long  term  care  patient.    We  have  given  these 
issues  great  thought  and  propose  a  public/private  structure  to 
address  the  problems. 

We  know  designing  such  a  plan  will  not  be  an  easy  task,  nor 
one  to  which  all  parties  to  the  debate  will  agree.    It  will 
require  all  the  courage  and  acumen  available  to  individual 
Members  of  Congress  and  the  Administration.    Our  professional 
societies  stand  ready  to  be  a  resource  in  this  effort.    To  that 
end,  we  offer  the  following  three  tiered  approach  to  deal  with 
the  nation's  current  near  crisis  health  care  problem. 

I.  Expand  the  current  job  based  and  public  coverage  system 
for  acute  care  access  for  the  uninsured. 

II.  Reform  the  public  Medicaid  system. 

III.  Adopt  a  plan  for  long  term  care  coverage. 


I .    UNINSURED  COVERAGE 

It  is  important  to  address  this  problem  in  an  urgent 
manner.    While  for  85  percent  of  Americans  the  current  combined 
job-based  and  public  approach  to  health  care  coverage  works, 
there  are  32  million  Americans  without  health  care  coverage. 
These  numbers  are  increasing  and  adversely  impacting  the  health 
care  delivery  system  at  all  levels.    One  need  only  look  at  the 
data  on  the  impact  of  uncompensated  care  on  the  intercity 
hospital,  or  suffer  with  the  mother  who  needs  care  for  a  child, 
but  lacks  the  resources  to  seek  help  with  dignity  to  know  we 
have  a  profound  problem. 

Our  analysis  of  the  make-up  of  the  uninsured  population 
provides  us  with  valuable  insights  into  possible  solutions. 

Small  employers  face  increasingly  formidable  barriers  in  the 
private  insurance  market  and  large  employers  are  decreasing 
benefits  to  limit  costs. 

Three  fourths  of  America's  uninsured  are  workers  or  their 
dependents. 

Over  two  thirds  of  the  working  uninusred  are  employed  by 
firms  of  25  or  fewer  employees.    Forty-four  percent  (6.2  million 
work  in  firms  with  less  than  ten  employees.  Traditionally, 
firms  with  less  than  ten  employees  account  for  11  percent  of  the 
nations  workforce  .    However,  only  33  percent  (1  in  3)  of  these 
firms  provide  health  insurance.    Six  million  workers  are 
employed  by  firms "of  25  to  100  employees  without  employer 
provided  coverage. 

Eleven  percent  of  the  uninsured  are  self-employed. 

It  seems  therefore,  that  the  best  approach  to  insure 
coverage  of  the  uninsured  population  would  be  to  build  upon  the 
strengths  of  the  existing  system  of  job  based  and  public 
coverage 
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There  needs  to  be  a  reassessment  of  the  federal  tax 
treatment  of  health  benefits.    The  current  tax  on  health 
benefits  in  inequitable.    We  subsidize  those  in  generally 
betterpaid  positions  by  providing  health  benefits  with  no  tax. 
We  do  not  assist  those  in  the  most  need  of  obtaining  coverage. 
The  small  businesses,  the  self-employed,  the  farmer,  and  those 
working  below  200  percent  of  the  federal  poverty  level  are  taxed 
for  health  benefits.    Under  the  1986  Tax  Reform  Act,  small  firms 
and  the  unincorporated  self-employed  can  only  deduct  2  5  percent 
temporarily.    This  will  expire  in  October  1991.  Incorporated 
businesses  deduct  the  full  costs  and  the  employees  receive  the 
benefits  as  a  subsidy. 

*  Unincorporated  business  and  the  self-employed  should  be 

allowed  to  deduct  the  cost  of  health  insurance  premiums. 

*  There  should  be  a  tax  cap  or  limit  on  tax  free  insurance. 

The  Congressional  Budget  Office  estimated  that  if  the 
government  taxed  annual  family  health  insurance  premiums  in 
excess  of  $3,000  ($1,500  for  singles) ,  it  would  raise  an 
average  of  $10  billion  per  year. 

*  In  addition  to  changing  the  tax  laws,  specific  insurance 

subsidies  should  be  given  to  low  income  workers  to  encourage 
the  purchase  of  coverage. 

*  Insurance  reforms  should  be  enacted  to  eliminate  any 

disincentives  to  small  employer  provided  coverage. 

(a)  Certain  enrollment  and  rating  practices  in  the  small 

group  market  are  impeding  the  availability  of 
affordable  benefits  for  small  employers.  These 
practices  must  be  reformed  by  the  state  governments 
and/or  the  federal  government. 

(b)  Develop  a  private  market  reinsurance  system  to  assure 
that  the  small  employer  groups  who  present  a  high 
actuarial  health  risk  might  obtain  a  basic  set  of 
benefits  from  a  private  carrier  at  a  rate,  for  example, 
no  higher  than  50  percent  of  the  applicable  average 
market  premium. 

(c)  Establish  state  pools  for  uninsured  individuals.  The 

pool  losses  could  be  funded  by  general  revenues  so  as 
to  spread  the  costs. 

(d)  The  Internal  Revenue  Code  (ERISA)  must  be  amended  in 

order  for  states  to  require  self  insured  companies  to 
participate  in  state  operated  risk  pools. 


XI.    MEDICAID  REFORM 

The  second  approach  we  offer  is  reform  of  the  public 
Medicaid  system  of  medical  coverage  for  the  medically  needy. 
There  will  always  be  a  population  of  people  that  will  not  be 
able  to  get  employer  provided  coverage.    Their  unemployment  or 
income  level  will  not  permit  purchase  of  insurance  coverage. 
There  is  evidence  that  family  income  must  be  2  50  percent  of 
poverty  before  discretionary  income  is  available  to  spend  on 
healthcare. 

Public  programs  fail  to  cover  millions  of  those  at  poverty 
levels  because  of  limited  budgets  and  categorical  restrictions 
for  eligibility.    For  example,  in  1987  Medicaid  covered  only  42 
percent  of  those  with  incomes  below  the  federal  poverty  level. 
Even  in  families  with  incomes  less  than  25  percent  of  federal 
poverty  level,  nearly  one  fourth  were  not  covered  by  Medicaid  or 
any  other  program. 


811 


There  are  two  reasons  low  income  people  cannot  get  Medicaid: 
(1)  asset  tests,  and  (2)  Medicaid  is  categorically  determined 
and  designed  to  cover  the  welfare  population,  not  the  medically 
needy. 

In  order  to  be  eligible  to  be  screened  for  the  asset 
eligibility  levels  an  applicant  must  fit.  one  of  the  following 
categories:  aged,  blind,  disabled  (SSI) ,  or  eligible  for  aid  to 
families  with  dependent  children.    If  the  categories  are  not 
met,  the  patient,  no  matter  how  destitute  or  ill,  with  few 
exceptions,  is  not  eligible  for  Medicaid  coverage. 

Three  out  of  four  Medicaid  recipients  are  welfare 
supported.    Single  people  and  childless  couples  are  completely 
omitted,  even  if  penniless.    An  intact  two  parent  family,  headed 
by  a  full  time  worker  cannot  be  covered.    In  addition  to 
categorical  exclusions,  tremendous  variations  in  financial 
standards  exist  from  state  to  state.    Some  states  set  Medicaid 
asset  entry  as  low  as  15  percent  of  federal  poverty  level. 

Over  the  years,  the  federal  government  and  the  various 
states  have  expanded  Medicaid  benefits  to  cover  an  increasing 
number  of  procedures,  providers,  and  services.    The  number  of 
mandates  has  increased  dramatically  to  hair  transplants, 
acupuncture,  invitro  fertilization,  chiropractors,  marriage 
counselors,  professional  herb  prescribers  (naturopaths) ,  and 
podiatrists  among  others.    There  are  now  some  800  state  laws 
mandating  benefits,  providers,  and  services. 

*  Medicaid  needs  to  be  separated  from  the  welfare  system. 

Medicaid  needs  to  have  a  specified  minimum  benefit  package 
to  include  primary  care,  preventive  care,  and  physician  and 
hospital  care.    There  should  be  uniform,  medically 
needy, asset  determined  standards.    State  mandated  benefits 
add  about  20  percent  to  health  care  costs  and  a  standard 
benefit  package  should  override  added  mandates. 

*  Long  term  care  coverge  should  be  removed  from  Medicaid 

coverage.    Because  of  the  spend  down  provision  in  Medicaid, 
publicly  supported  long  term  care  in  the  United  States  is 
financed  primarily  by  the  Medicaid  program.    In  the  U.  S. 
today  Medicare  finances  less  than  2  percent  of  nursing  home 
care,  and  private  insurance  finances  about  1  percent 
Medicaid  finances  more  than  90  percent  of  the  public 
financing  of  nursing  home  care. 

In  most  states,  40  to  50  percent  of  the  Medicaid  budget  is 
going  for  nursing  home  care  which  comprises  as  little  as  4 
percent  of  the  eligible  Medicaid  population  in  some  states.  The 
elderly  are  competing  with  the  under  65  uninsured  adults  and 
children  for  the  available  health  care  dollars.    If  Medicaid 
continues  to  provide  long  term  care  coverage  30  years  from  now 
on  the  same  terms  as  today,  its  expenditures,  measured  as  a  net 
of  general  inflation,  will  be  triple  of  what  they  are  now.  Add 
the  number  of  increased  medically  needy  to  the  system  and 
Medicaid  will  eventually  crumble  from  the  incompatability  and 
weight  of  both  components. 


III.     LONG  TERM  CARE 

The  third  tier  of  needed  medical  care  concerns  a  separate 
long  term  care  program.    To  that  end,  we  offer  the  following 
long  term  healthcare  plan.     We  have  reviewed  many  of 
theCongressional  proposals,  those  of  the  non-profits,  and  the 
plans  of  the  private  sector.    From  our  collective  experience  as 
neurosurgeons  and  the  insights  gained  from  the  review  of  the 
literature,  we  believe  any  plan  should  include  certain  basic 
principles  We  suggest: 

*   There  should  be  universal  long  term  care  for  institutional 
and  home  coverage;  therefore,  no  means  test  associated  with 
coverage . 
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*  Coverage  should  be  available  for  those  citizens  under  age  65 

who  meet  eligibility  reguirements. 

*  There  should  be  co-payments  and  deductibles  as  part  of  the 

financing  formulas. 

*  The  plan  should  be  structured  to  include  private, 

supplemental  insurance  reform. 

*  There  should  be  no  reguirement  of  prior  hospitalization  for 

eligibility. 

*  There  should  be  an  administrative  requirement  for  state 

management,  utilization  review,  training,  and  certification 
of  home  health  providers.    The  federal  government  would 
establish  minimum  standards. 

*  Existing  community-based  services  should  be  supported  and  no 

disincentives  should  be  created  to  mitigate  against  their 
involvement. 

Long  term  care  (LTC)  represents  the  most  important, 
uncovered  catastrophic  expense  facing  the  elderly  population  of 
the  United  States.    In  the  next  two  decades,  the  number  of  older 
people  will  grow  rapidly  and  the  number  of  the  very  elderly  even 
faster.    Because  of  greater  longevity  more  of  the  population 
over  65  will  be  disabled. 

Despite  the  billions  of  dollars  spent  on  LTC  in  the  U.  S. 
the  system  is  best  known  for  its  inadeguacies .    Public  funded 
services  are  limited  largely  to  acute  and  institutional  care. 
There  is  a  strong  bias  toward  institutionalization  and  away  from 
home  care.    In-home  supportive  care,  crucial  and  most  desired  by 
the  elderly,  is  costly  and  if  available  not  reimbursed  by 
Medicare  or  Medicaid. 

Although  LTC  is  identified  with  nursing  homes,  the 
predominant  provider  of  LTC  in  the  U.  S.  is  the  family. 
Families  devote  enormous  time  and  resources  to  the  care  of 
disabled  relatives.    It  is  estimated  that  more  than  27  million 
unpaid  days  of  care  are  provided  each  week  in  the  U.  S.  to  the 
disabled  elderly.    However,  in  coming  decades  as  the  need  for 
LTC  rapidly  escalates,  the  number  of  caregivers  able  and  willing 
to  provide  services  will  decline. 

A  decrease  in  birth  rates,  an  increase  in  divorce  rates,  and 
the  rapidly  expanding  proportion  of  working  women  will  make 
fewer  people  available  to  provide  family  caregiving  services. 

LTC  is  paid  for  either  out-of-pocket  by  disabled,  using 
family  income  and  assets  or  by  welfare.    Out-of-pocket  spending 
accounts  for  about  52  percent  and  Medicaid  accounts  for 
approximately  48  percent  of  all  spending  for  nursing  home  care 
in  the  U.  S. 

At  an  average  cost  of  $22,000  per  year,  the  cost  of  an 
extended  stay  in  a  nursing  home  exceeds  the  financial  resources 
of  most  elderly.    Fifty-four  percent  of  new  nursing  home 
admissions  in  1986-90  depended  on  welfare  for  their  care.  The 
average  person  placed  in  a  nursing  home  "spends  down"  to 
Medicaid  eligibility  in  less  than  13  weeks. 

Establishing  a  viable  LTC  program  will  require  significant 
fundamental  changes  in  the  current  structure,  financing  and 
delivery  of  LTC  services.    Hopefully,  such  measures  can  draw 
upon  both  the  private  and  public  sectors  to  share  financial 
resources  and  responsibility  for  LTC. 
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Private  Sector 

LTC  insurance  should  be  developed  to  assist  in  financing 
LTC.    As  of  December  1989,  there  were  1,500,000  people  owning 
LTC  insurance  policies,  with  118  companies  offering  LTC 
insurance  either  through  group  or  individual  plans. 

In  a  recent  report,  the  Health  Insurance  Association  of 
American  profiled  the  private  insurance  market  as  follows. 

*  The  long  term  care  market  virtually  began  in 

1985-86  when  the  number  of  companies  in  the 
marketplace  doubled  from  previous  years.    Most  of 
the  growth  in  the  past  two  years  can  be  attributed 
to  the  entrance  of  Blue  Cross  and  Blue  Shield 
plans  in  the  field. 

*  About  87  percent  of  all  long  term  care  insurers 

sold  individual  or  group  association  policies 
which  covered  96  percent  of  1.5  million  persons 
who  purchased  a  plan.    The  average  purchase  age 
for  individual  plans  was  7  2  years  while  the 
average  age  for  group  association  plans  was  70 
years. 

*  Only  nine  insurers  had  sold  coverage  to  employer- 

sponsored  groups,  and  only  3  percent  of  all 
persons  were  covered  under  such  arrangements  The 
number  of  employers  offering  this  coverage, 
however,  has  grown  exponentially  from  2  in  1987  to 
47  in  1989  and  another  64  to  become  effective  in 
1990.    The  average  age  of  active  employees 
electing  the  coverage  was  4  3  years. 

*  Long  term  care  riders  to  life  insurance  policies, 

which  were  first  introduced  in  1988,  represented 
13  percent  of  insurers  and  only  1  percent  of 
persons  covered  at  the  end  of  1989.     The  average 
age  of  persons  purchasing  the  rider  was  51  years. 
The  average  fact  value  of  life  insurance  policies 
purchased  with  this  type  of  rider  was  $88,053, 
although  it  ranged  from  $31,560  to  $100,000. 

It  is  clear  that  private  insurance  companies  cannot  carry 
alone  the  burden  of  LTC  financing   As  of  1988  only  1  percent  of 
the  elderly  owned  LTC  policies.    Few  elderly  are  willing  or  able 
to  buy  policies  because  of  expensive  premiums.    Premiums  for 
low-option  policies  range  from  $318  to  $728  per  year; 
high-option  policies  range  from  $684  to  $1,496  per  year. 
Eligibility  restrictions  are  prohibitive  as  insurance  companies 
tend  to  screen  out  those  who  most  need  policies. 

Studies  repeatedly  show  that  public  as  well  as  private 
insurance  is  needed.    Private  insurance  should  be  developed  to 
supplement  LTC  insurance,  with  co-payments,  deductibles,  and 
additional  coverage  items  for  those  willing  to  pay.    We  are 
encouraged  that  a  large  number  of  states  are  adopting  uniform 
LTC  coverage  provisions. 

There  has  been  reluctance  on  the  part  of  the  private  sector 
to  take  the  necessary  risk  in  making  financial  options  available 
for  LTC.    LTC  insurance  has  been  an  open-ended  risk.    It  is 
unpredictable  in  regards  to  future  inflation  and  payouts.  The 
elderly  may  receive  fixed  indemnity  payments  in  the  future  which 
are  inadeguate  to  cover  LTC  expenses  due  to  inflation. 

If  a  public  insurance  system  set  limits  for  co-payments  and 
deductibles  for  nursing  home  stays  and  home  health  benefits, 
private  insurance  would  have  greater  actuarial  accuracy  in 
setting  premiums  for  LTC  policies.    This  option  should  allow 


814 


participation  in  a  social/HMO,  a  continuing  care  retirement 
community  (CCRC) ,  or  a  private  insurance  program.  The 
government  would  make  a  fixed  payment  that  reflected  the 
actuarially  expected  cost  had  the  person  stayed  in  the  regular 
public  program. 

Public  Sector 

All  LTC  services  should  be  incorporated  into  one  public 
entitlement  program  that  would  be  a  part  of  Medicare.  The 
federal  government  should  not  continue  to  rely  on  a  welfare 
program  to  finance  LTC  for  only  low  income  people.    LTC  for  the 
elderly  should  be  covered  by  Medicare  and  social  private 
insurance,  but  not  by  a  welfare  program. 

Everyone  should  contribute  to  the  program  and  all  who 
contribute  are  entitled  to  benefits.    Comprehensive  benefits  for 
LTC  under  Medicare  should  include  substantial  cost-sharing  and 
other  controls  on  utilization.    Cost  sharing  is  appropriate 
since  a  large  part  of  LTC  is  residential  care,  i.e.,  room  and 
board  the  patient  would  be  expected  to  pay  anyway. 

Using  a  social  insurance  program  for  LTC  spreads  the  risk  of 
catastrophic  LTC  expenses  and  the  cost  per  person  over  the 
largest  available  population.    Universal  coverage,  available  to 
all  who  meet  eligibility  reguirements,  would  prevent  private 
insurance  from  underwriting  only  those  with  little  risk.  The 
federal  government  would  not  become  the  insurer  for  only  the 
most  costly. 

Coverage 

In  reviewing  various  proposals  for  LTC  it  appears  that 
certain  health  and  supportive  services  are  universally  endorsed 
as  essential.    Central  to  these  commonly  endorsed  coverage 
provisions  is  support  services  for  the  informal  caregivers  in 
the  home  and  community.    These  include  respite  care  for  the  home 
giver  from  the  rigors  of  what  is  often  24  hours  a  day  care. 
Periodic  respite  from  the  burden  would  help  avoid  costly 
institutionalization.    Other  accepted  home  health  services  are: 

*  homemaker  services 

*  chore  services  —  home  and  yard  care 

*  occupational  therapy  —  to  develope  or  maintain  reliance 

*  speech  therapy 

*  physical  therapy  —  to  develop  and  restore  function 

Hospice  care  should  be  included  because  of  potential  savings 
over  hospitalization.    In  addition,  the  hospice  has  demonstrated 
successfully  that  it  offers  a  humane  and  caring  environment  for 
patients  based  on  a  volunteer  model.    It  is  essential  that 
coverage  include  case  management  and  re-assessment  in  order  that 
the  multiple  needs  of  the  patient  are  met  and  delivered  in  a 
cost-effective  manner. 

Financing  Options 

Our  assumption  is  that  the  LTC  program  would  be  managed  by 
Medicare;  thus  the  current  commitment  of  the  federal  government 
to  Medicaid  could  be  transferred  to  Medicare.    Likewise,  the 
current  expenditures  of  Medicare  for  skilled  care  could 
bereallocated  to  the  LTC  fund. 

*  We  propose  a  flat  premium  for  every  beneficiary  with 

specified  enrollment  dates,  e.g.,  age  50  and  65.  We 
recommend  a  premium  waiver  for  those  individuals  under  150 
percent  of  the  poverty  level. 

*  Entitlement  under  the  program  would  have  a  first  year  of 

coverage  exclusion.    The  first  360  days  of  home  care  or 
nursing  home  coverage  would  be  the  responsibility  of  the 
beneficiary.    Private  insurance  would  provide  reasonable 
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rates  and  conditions  to  cover  the  first  year  costs  or 
families  would  opt  to  do  so  themselves. 

*  Once  the  federal  government  entitlements  become  available 

(year  two  and  all  subsequent  years)  ,  a  co-payment  of  30 
percent  would  be  required.    Our  rationale  for  the  co-payment 
is  based  on  the  fact  that  the  beneficiary  would  require  room 
and  board  in  any  event. 

*  In  the  case  of  home  care  benefits,  we  would  recommend  a 

$500.00  deductible  after  the  first  year  exclusionary  period 
and  every  year  thereafter. 


SUMMARY 

Organized  neurological  surgery  has  embarked  on  this  effort 
because  of  its  deep  concern  regarding  the  serious  access 
problems  experienced  by  far  too  many  of  our  citizens,  the  spotty 
adherence  to  quality  standards  by  the  industry,  and  the 
escalating  costs  and  unavailability  of  long  term  care  to  many  of 
our  citizens  in  need.    We  believe  that  the  recommendations 
proposed  will  help  provide  that  access  to  those  in  need  both  for 
acute  care  and  long  term  care  and  make  the  Medicaid  system 
available  to  the  medically  needy.    These  reforms  would  provide  a 
basic  level  of  financial  protection,  quality  care,  and  access 
for  everyone  and  we  are  willing  to  lend  our  efforts  and 
resources  to  work  towards  that  end. 
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Statement  of  the  American  College  of  Rheumatology 

1  The  American  College  of  Rheumatology  (ACR)  is  pleased  to  provide  a  statement  for  the  record  to 

2  the  House  Ways  and  Means  Committee  for  the  April  1 991  series  of  hearings  relating  to  health 

3  insurance  coverage  and  the  cost  of  health  care. 

4  The  ACR  is  the  world's  largest  organization  of  rheumatologists,  both  physicians  and  scientists, 

5  dedicated  to  the  prevention,  treatment  and  eventual  cure  of  arthritis  and  the  more  than  100  types 

6  of  rheumatic  diseases. 

7  The  ACR  thanks  Chairman  Rostenkowski  (D-IL)  and  the  Ways  and  Means  Committee  for  taking  a 

8  leadership  role  on  this  pressing  social  and  economic  issue.  Our  statement  will  focus  on  access 

9  to  care  via  insurance  reform,  and  long-term  care  insurance.  While  the  latter  is  often  treated 

1 0  separately  from  the  former,  we  believe  that  any  complete  discussion  of  health  care  costs  and 

1 1  insurance  coverage  must  include  both  access  to  basic  medical  care  and  long-term  care. 


12  Background: 

13  An  estimated  33  million  Americans,  including  individuals  with  arthritis  and  other  rheumatic 

1 4  diseases,  have  no  health  insurance.  Many  millions  more  are  under  insured.  Access  to  insurance 

1 5  coverage  and  access  to  long-term  care  for  the  37  million  people  with  arthritis  poses  special 

16  problems.  Pre-existing  conditions  and  involvement  of  other  organ  systems  such  as  arthritis,  may 

17  preclude  their  ability  to  obtain  coverage.  Many  group  or  employee  insurance  plans  do  not  include 

18  coverage  for  long-term  care  at  all.  Indeed,- a  significant  number  of  individuals  with  a  disabling 

19  rheumatic  disease  are  not  employed,  and  as  a  result,  do  not  have  access  to  group  or  employee 

20  insurance  benefits.  In  addition,  access  to  coverage  for  children  with  rheumatic  diseases  may  also 

21  pose  special  problems,  given  that  such  access  may  be  limited  by  the  provisions  of  their  parents' 

22  policies.  Furthermore,  some  policies  currently  available  include  an  "escape  clause'  which 

23  provides  for  capitations  on  expenditures  by  the  insurer. 

24  Currently,  only  about  two  percent  of  older  Americans,  and  practically  no  one  under  the  age  of  65 

25  have  true  private  long-term  care  insurance.  Others,  unprepared  to  pay  for  long-term  care 

26  services,  risk  facing  impoverishment  that  will  affect  themselves,  their  spouses,  and  their  children, 

27  due  to  limitations  of  the  Medicaid  program.  The  problem  is  complicated  by  the  fact  that  most 

28  people  do  not  realize  that  they  are  not  protected  against  these  potentially  catastrophic  costs 

29  through  Medicare,  Medigap  policies,  or  traditional  health  insurance. 

30  Recent  studies  indicate  that  most  Americans  would  be  willing  to  pay  more  for  long-term  care 

31  coverage  and  improved  access  to  health  insurance.  These  same  studies  indicate  that  the 

32  uninsured  use  less  medical  care  than  the  insured,  and  that  they  are  less  likely  to  seek  care  when 

33  ill.  In  the  long  run,  their  medical  costs  will  be  higher  as  care  continues  to  be  delayed.  Currently, 

34  the  total  costs  of  all  types  of  arthritis  are  over  $25  billion  each  year,  including  medical  costs  and 

35  costs  resulting  from  lost  income  and  reduced  productivity.  As  physicians,  we  are  concerned  that 

36  this  situation  will  only  become  worse.  Timely  and  quality  health  care  should  be  available  for  all 

37  Americans. 


38  Access  to  Care  -  Insurance  Reform  Proposals: 

39  As  a  physician  group,  totally  involved  in  the  care  of  patients  with  arthritis,  we  are  committed  to 

40  finding  solutions  which  will  ensure  access  to  affordable  health  care  for  all  Americans  with  these 

41  acute  and  chronic  disorders.  The  College  is  a  member  of  the  Physician  Organizations  for  Access 

42  to  Health  Care,  and  is  committed  to  working  with  Congress  and  the  Administration  to  achieve 

43  legislation  embodying  the  following  principles: 

44  •        Utilizing  the  traditional  approach  of  employer-based  insurance,  employers  should 

45  be  required  to  provide  health  insurance  to  their  employees  and  dependents  with 

46  appropriate  cost-sharing  by  employees.  Provisions  should  be  developed  to 

47  ameliorate  any  negative  impact  this  might  have  on  small  businesses,  such  as  tax 

48  relief,  subsidies,  phased-in  implementation,  and  risk  pools. 

49  •        Medicaid  must  be  both  expanded  and  substantially  improved,  including  the 

50  enactment  of  minimum  eligibility  and  benefit  levels,  and  incentives  to  enhance 

51  provider  participation. 

52  •        For  those  who  are  not  eligible  for  employer-based  insurance  and  who  have 

53  incomes  in  excess  of  the  enhanced  Medicaid  eligibility  level,  provisions  should  be 

54  made  for  participation  in  a  subsidized  program  with  cost-sharing  on  a  sliding  scale 

55  premium  basis. 
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1  •       Health  insurance  programs,  whether  public  or  private,  should  provide  access  to 

2  basic  physical  and  mental  health  benefits. 

3  •       Proposals  to  expand  access  must  be  accompanied  by  measures  to  appropriately 

4  and  effectively  control  health  costs.  Such  measures  should  promote  more  efficient 

5  use  and  delivery  of  health  care,  encourage  better  value  and  quality  for  the  health 

6  care  dollar,  and  involve  the  participation  of  providers,  consumers,  insurers,  and 

7  employers.  (The  ACR  recently  completed  its  first  practice  guideline  on  Lyme 

8  Disease  in  conjunction  with  the  Infectious  Disease  Society,  and  is  currently  setting 

9  up  an  organizational  process  to  develop  further  guidelines  and  outcomes 
10  analysis.) 


1 1  The  College  is  aware  of  the  many  efforts  made  by  Congress  in  the  recent  past  toward  solving  the 

12  access  crisis  in  America.  We  urge  Congress  to  continue  these  efforts  in  1991,  and  beyond  if 

13  necessary,  so  that  comprehensive  access  legislation  can  be  enacted  without  further  delay. 


14  Long-Term  Care  Strategies: 

15  How  to  provide  and  pay  for  long-term  care  for  elderly  and  disabled  individuals  who  can  no  longer 

16  live  independently  is  one  of  the  most  pressing  problems  facing  Americans  today.  And,  as 

17  individuals  are  living  longer,  the  question  of  how  to  pay  for  extended  nursing  and  home  care  for 

18  the  disabled  elderly  becomes  more  urgent. 

19  The  College  supports  the  following  recommendations  for  organizing  and  financing  long-term  care 

20  for  elderly  and  disabled  individuals  who  cannot  live  independently: 

21  •       Coverage  for  long-term  health  care  services  should  include  various  options  such 

22  as  hospital  care,  nursing  home  care,  hospice  care,  home  care,  respite  care  and 

23  day  care. 

24  •       Any  program  should  present  a  variety  of  options  -  voluntary,  private  and  public  - 

25  to  pay  for  long-term  care.  These  should  include  medical  IRAs,  transfer  of  vested 

26  pension  funds,  tax-deferred  interest  on  insurance  premiums,  home  equity 

27  conversions,  and  modifications  to  Medicaid  spend-down  provisions,  among  others. 

28  •       The  primarily  social  aspects  of  long-term  care  -  long-term  custodial  or  institutional 

29  care,  and  outpatient  personal  care  -  should  be  financed  and  accounted  for 

30  separately  from  health  care  services  as  defined  above. 

31  •       Patients  with  rheumatic  and  musculoskeletal  diseases  should  have  equal  access  to 

32  currently  available  chronic  care  to  meet  their  specific  needs. 

33  •       Long-term  care  financing  should  insure  against  the  risk  of  financial  destitution  as  a 

34  result  of  paying  for  the  care  of  an  individuals  once  they  cannot  exist 

35  independently,  either  physically  or  mentally. 

36  •       Consumer  participation  in  private  financing  of  long-term  care  should  be 

37  encouraged  through  a  variety  of  modifications  to  the  tax  law.  Mechanisms  should 

38  be  developed  to  encourage  individuals  to  purchase  long-term  care  insurance,  as 

39  well  as  for  employers  to  offer  such  policies  as  part  of  employee  benefit  packages. 

40  •       Any  program  for  financing  long-term  care  should  be  available  to  individuals  of  ail 

41  ages  who  are  chronically  ill  or  disabled  and  who  may  need  long-term  care. 

42  •       States  should  be  encouraged  to  provide  an  environment  for  the  development  of 

43  innovative  long-term  care  financing  and  delivery  arrangements. 

44  •       Consumer  information  programs  should  be  expanded  to  emphasize  the  need  for 

45  pre-funding  anticipated  costs  for  long-term  care  and  to  describe  the  coverage 

46  limitations  of  Medicare,  Medicaid  and  traditional  Medigap  policies. 

47  •       Coverage  for  long-term  care  should  include  provisions  for  medications  and 

48  activities  of  daily  living. 
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1  •       Insurance  policies  for  long-term  care  should  noi  include  "escape  clauses"  thereby 

2  guaranteeing  insurability  for  eligible  recipients. 

3  •       Eligibility  for  long-term  care  insurance  should  require  certification  by  a  physician. 


4  As  outlined  above,  long-term  care  includes  medical,  custodial,  social  and  other  support  services 

5  for  people  who  suffer  physical  or  mental  disorders  causing  functional  limitation  or  disability  and, 

6  therefore,  who  need  assistance  for  an  extended  period  to  maintain  or  promote  functional  well- 

7  being.  These  services  range  from  informal  home  care  to  institutional  skilled  medical  care.  Any 

8  legislative  proposal  for  long-term  care  should  include  this  wide  range  of  services  frequently  used 

9  by  people  with  arthritis. 


10  Closing: 

1 1  On  behalf  of  the  College,  we  urge  the  Committee  to  take  action  on  the  vital  issues  of  improved 

12  access  to  health  care  and  long-term  care.  With  regard  to  health  care,  we  should  work  toward 

13  strengthening  the  existing  insurance  coverage  we  now  have.  In  long-term  care,  we  need  to 

14  identify  strategies  to  create  the  coverage  that  is  currently  lacking  in  our  insurance  system. 


15  acr.alt/bjn 
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Statement  of  the  American  Society  of  Internal  Medicine 

Introduction 


1  The  American  Society  of  Internal  Medicine  (ASIM),  representing  over  25,000  physicians  nationwide 

2  that  are  subspecialists  in  adult  medical  care,  appreciates  the  opportunity  to  submit  written 

3  comments  for  the  record  of  the  April  hearings  of  the  Committee  on  Ways  and  Means  on  Long- 

4  Term  Strategies  for  Health  Care.   ASIM  has  identified:  1)  a  comprehensive  system  for  expanding 

5  access  to  health  insurance  for  all  Americans  that  closely  parallels  the  Pepper  Commission 

6  recommendations;  2)  appropriate  cost-containment  initiatives;  and  3)  a  responsible  and  necessary 

7  financing  mechanism  to  accomplish  these  ends.  This  written  statement  is  limited  to  a  discussion 

8  of  ASIM's  recommendations  for  improving  access  to  health  insurance  and  initiatives  to  help 

9  control  the  rising  costs  of  health  care.  For  those  members  of  Congress  who  are  interested  in 
10  ASIM's  financing  proposals,  please  contact  ASIM's  Washington  Office  at  202-289-1700. 

11 

12  ASIM's  Recommendations  for  Expanding  Access  to  Health  Insurance  for  All  Americans 
13 

14  1)       Congress  should  require  businesses  to  provide  health  insurance  to  their  workers  and  their 

15  dependents.  Although  ASIM  believes  that  such  a  mandate  is  the  most  effective  approach 

16  to  expanding  job-based  health  insurance.  ASIM  can  also  support  giving  employers  the 

17  option  of  purchasing  coverage  for  their  employees  and  dependents  or  paving  a  tax,  per 

18  employee,  so  that  the  government  can  provide  necessary  coverage  (i.e.  the  "play  or  pay" 

19  approach  recommended  bv  the  Pepper  Commission!. 
20 

21  ASIM  believes  that  the  Congress  should  build  on  the  strengths  of  the  existing  system  rather  than 

22  scrapping  it  entirely  as  some  have  suggested.  Despite  the  obvious  inequities  in  the  existing 

23  health  care  delivery  system,  the  fact  remains  that  the  U.S.  offers  the  best  health  care  in  the  world 

24  and  the  system  works  well  for  a  majority  of  Americans.  Over  65  percent  of  Americans  get  their 

25  insurance  through  an  employer  and  nearly  20  percent  of  all  Americans  get  some  form  of  public 

26  assistance  with  medical  expenses. 
27 

28  2)       Congress  should  enact  comprehensive  reforms  to  make  insurance  coverage  more 

29  affordable  and  available  to  all  employers.  Priority  attention  should  be  given  to  small 

30  businesses  who  simply  cannot  afford  to  provide  coverage  to  workers  and  their 

31  dependents  or  are  unable  to  get  insurance  coverage  entirely.  Such  initiatives  should 

32  include:  1)  insurance  market  reforms;  2)  specific  insurance  reforms  targeted  at  the  small 

33  group  market,  including  the  establishment  of  rating  and  renewal  standards  modeled  after 

34  the  recommendations  of  the  National  Association  of  Insurance  Commissioners  (NAIC);  3) 

35  the  development  of  a  federally-mandated  basic  benefit  package  and  the  pre-emption  of 

36  state  mandates;  4)  appropriate  phase-in  of  mandatory  employer  coverage  to  help  smaller 

37  businesses  adjust  to  the  new  requirement  that  they  provide  coverage:  5)  federal 

38  subsidies:  6)  full  tax  deductions  for  the  costs  of  health  insurance  for  small-emploved 

39  individuals  and  small  business  owners:  7)  the  creation  of  reinsurance  mechanisms:  and  8) 

40  appropriate  cost-containment  initiatives. 
41 

42  Insurance  Market  Reforms 
43 

44  Efforts  to  make  insurance  more  affordable  and  available  to  employers,  specifically  to  small  firms, 

45  by  reforming  the  insurance  marketplace  are  necessary  and  should  be  enacted  by  Congress  this 

46  year.  Specifically,  the  Office  of  Technology  Assessment  estimates  that  20  percent  of  all 

47  Americans  who  apply  for  health  insurance  face  pre-existing  condition  limitations  resulting  in  either 

48  increased  premiums  or  exclusions  from  coverage  entirely.  Prohibiting  exclusions  for  pre-existing 

49  conditions  would  help  reduce  the  numbers  of  uninsured  and  go  a  long  way  toward  eliminating  the 

50  problems  of  underinsurance-thereby  closing  a  major  gap  in  the  present  insurance  system. 
51 

52  A  significant  problem  characteristic  of  the  small  group  market  in  particular-stimulated  by  intense 

53  competition  among  insurers  for  business-is  the  practice  commonly  referred  to  as  "low-balling.'' 

54  Insurers  offer  employers  initial  deep  discounts  to  capture  and  retain  their  business.  The  insurance 

55  companies  are  able  to  offer  these  lower-than-average  initial  rates  very  easily  through  medical 

56  underwriting-a  process  by  which  insurers  can  assess  how  healthy  the  group  is  before  they 

57  accept  it  for  coverage.  Unfortunately,  this  rating  method  often  leads  to  very  steep  rate  increases 

58  (sometimes  as  high  as  200  percent)  at  time  of  renewal,  unless  the  small  group  can  re-qualify  with 

59  a  different  carrier  for  another  select  (discounted)  rate.  Another  insurance  market  practice  that 

60  has  made  it  particularly  difficult  for  small  employers  to  acquire  affordable  insurance  is  experience 

61  rating-meaning  that  based  on  projected  utilization,  each  employer  is  assigned  to  a  rating  tier. 

62  The  premiums  for  employers  in  each  tier  are  a  percentage  of  the  average  premiums  for  groups 

63  with  similar  demographic  characteristics  in  the  entire  small  group  pricing  pool.  Thus,  rather  than 

64  having  healthy  subscribers  helping  to  subsidize  unhealthy  subscribers-by  spreading  risks  across 

65  all  subscribers-unhealthy  subscribers  must  carry  their  own  weight.  For  employers  with  workers 

66  who  have  health  conditions  that  incur  high  medical  costs,  this  often  leads  to  cost-prohibitive 

67  insurance  premiums  or  cancellation  of  coverage  entirely. 
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1  To  correct  these  abusive  rating  practices,  ASIM  urges  Congress  to  ban  experience  rating  entirety  to 

2  help  protect  all  employers  and  their  workers.  Instead,  insurers  would  set  rates  based  on  the 

3  characteristics  of  an  individual  carrier's  insureds-meaning  that  all  employers  with  an  insurance 

4  carrier  would  be  charged  the  same  rate  or  two  rates  based  solely  on  family  status.  Although  ASIM 

5  prefers  this  complete  ban  on  experience  rating,  ASIM  could  support  the  more  conservative 

6  recommendations  of  the  National  Association  of  Insurance  Commissioners  to  correct  abusive  rating 

7  and  renewal  practices  as  an  interim  step.  Specifically,  ASIM  supports  reforms:  1)  to  establish 

8  standards  limiting  annual  renewal  rate  increases  for  small  groups;  2)  to  prevent  insurers  from 

9  offering  'deep  discounts'  or  select  rates  in  an  effort  to  attract  new  business  by  establishing 

1 0  standards  on  the  amount  initial  rates  can  vary  from  average  premium  rates;  and  3)  to  establish 

1 1  standards  on  the  amount  that  average  premium  rates  can  vary  among  different  classes  of  business. 
12 

1 3  ASIM  also  supports  the  immediate  enactment  of  a  requirement  that  all  insurers  "guarantee 

14  acceptance"  of  all  small  employers  wishing  to  purchase  insurance,  that  insurers  disclose  their 

15  rating  and  renewal  practices  to  small  employers  and  consumers,  and  that  insurers  be  prohibited 

1 6  from  canceling  or  failing  to  renew  coverage  of  a  small  employer. 
17 

18  3)       Congress  should  convert  the  Medicaid  program  from  a  "welfare  program"  to  one  that 

19  provides  adeguate,  consistent  coverage  to  any  American,  regardless  of  income  or  locale, 

20  who  cannot  obtain  coverage  through  an  employer.  Specifically,  national  uniform  eligibility 

21  standards  for  all  program  participants  should  be  mandated  as  well  as  a  standard  minimum 

22  benefit  package. 
23 

24  Without  an  expansion  in  Medicaid  or  the  creation  or  a  comparable  public  program  to  provide 

25  coverage  for  all  remaining  uninsured,  approximately  14  million  of  the  uninsured  would  still  be 

26  without  access  to  health  insurance. 
27 

28 
29 

30  ASIM's  Opposition  to  a  Single-Payer  System  of  Hearth  Insurance 

31 

32  While  ASIM  supports  building  on  the  strengths  of  the  existing  system  of  health  insurance,  some 

33  have  advocated  that  we  scrap  the  current  system  of  private/public  insurance  and  adopt  a  single- 

34  payer  system  similar  to  Canada's  health  care  system.  Although  the  specifics  of  single-payer 

35  proposals  vary,  they  have  one  common  element-the  creation  of  a  national  insurance  program 

36  primarily  funded  by  the  federal  government.  ASIM  strongly  opposes  any  effort  to  discard  the 

37  existing  public/private  system  of  insurance  that  provides  coverage  to  80  percent  of  employees 

38  and  their  dependents  and  substituting  a  single-payer  approach.   Mandating  employer  coverage 

39  would  provide  insurance  to  all  but  one-fifth  of  the  uninsured,  with  the  remaining  uninsured  getting 

40  coverage  through  the  public  program.  Additionally,  our  approach,  as  well  as  that  of  the  Pepper 

41  Commission,  has  captured  broad  public  support,  is  politically  feasible  and  fiscally  responsible. 

42  ASIM  objects  to  the  single-payer  approach  for  the  following  reasons: 
43 

44  •        Under  a  single-payer  approach  Americans  health  care  would  be  at  greater  risk  to 

45  competing  budget  priorities  and  restricted  access  to  needed  services; 
46 

47  •        Concentrating  the  financing  of  health  care  in  the  hands  of  one  payer  eliminates  choices 

48  for  patients  as  well  as  employers; 
49 

50  •        According  to  recent  public  opinion  polls,  building  on  the  current  health  care  insurance 

51  system  is  what  the  American  people  want;  and 
52 

53  •        Considering  the  massive  federal  deficit,  it  is  fiscally  irresponsible  to  propose  a  single-payer 

54  system  which  could  cost  upwards  of  $250  billion.  The  public  is  unwilling  to  pay  the 

55  amount  needed  in  increased  taxes  to  support  such  a  massive  entitlement. 
56 

57  The  Administrative  Costs  of  Insurance 
58 

59  Support  for  a  single-payer  health  care  system  largely  stems  from  a  perception,  or  rather  a  myth, 

60  that  under  a  single-payer  system  this  country  could  save  billions  of  dollars-as  high  as  22  percent 

61  of  all  health  care  costs-which  could  be  used  to  expand  access  to  America's  30  million  uninsured. 

62  This  myth  is  based  on  a  1986  estimate  that  22%  of  all  heath  care  spending  goes  to  the  costs  of 

63  administration,  which  proponents  of  a  single-payer  system  often  contend,  is  generated  by  a 

64  system  of  multiple  payers.  While  no  one  can  be  against  eliminating  waste  and  inefficiency,  the 

65  argument  that  almost  a  quarter  of  all  health  care  spending  is  wasted  on  administration,  which 

66  would  suddenly  disappear  under  a  single  payer  national  health  insurance  system,  is 

67  unsubstantiated. 
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1  The  source  of  this  argument  is  a  1986  'Sounding  Board"  article  that  appeared  in  the  New  England 

2  Journal  of  Medicine.  Unfortunately,  although  everyone  cites  the  study's  estimate  of  administrative 

3  waste,  very  few  people  seem  to  have  taken  a  hard  look  at  the  assumptions  underlying  the  article. 

4  The  article,  "Cost  Without  Benefit:  Administrative  Waste  in  U.S.  Health  Care",  authored  by  David 

5  Himmelstein,  MD  and  Steffie  Woolhandler,  MD,  does  not  stand  up  to  critical  scrutiny.  To  put  it 

6  simply,  the  article  does  nor  support  the  contention  that  22%  of  health  care  spending  represents 

7  administrative  waste.  It  does  not  show  that  anything  close  to  that  amount  of  money  can  be  saved 

8  by  going  to  a  single  payer  system.  What  it  does  attempt  to  do  is  construct  an  argument  that 

9  substantial  savings  would  occur  if  a  Canadian-style  system  were  adopted.  But  even  there  the 

10  assumptions  and  data  used  to  support  that  contention  are  so  suspect  that  it  is  hardly  the 

1 1  authoritative  source  one  might  have  expected  given  how  often  it  is  presented  as  fact. 

12  In  arriving  at  the  22  percent  figure,  Himmelstein  and  Woolhandler  factored  in  aW  overhead- 

13  including  money  spent  on  the  overhead  costs  of  running  a  hospital,  nursing  facility,  or  physician 

14  office  such  as  the  costs  to  hire  a  receptionist  who  answers  the  phone  in  a  doctor's  office,  the  cost 

15  of  renting  office  spent,  the  cook  who  prepares  meals  for  patients  in  nursing  homes,  quality 

16  assessment  initiatives,  risk  management  programs  and  registration  fees  for  continuing  medical 

17  education-that  is  incurred  in  the  health  care  delivery  system.  The  only  way  to  eliminate  the 

1 8  alleged  22%  of  health  care  spending  that  supposedly  goes  toward  administration  would  be  to  get 

19  rid  of  all  this  overhead.  It  is  absolutely  clear,  however,  that  this  is  impossible.  For  under  a  single- 

20  payer  system  many  of  these  costs  would  stM  be  incurred.   In  light  of  these  facts,  the  notion  that 

21  we  can  save  nearly  a  quarter  of  all  health  care  spending  by  eliminating  wasteful  bureaucracy  is 

22  reduced  to  a  myth. 
23 

24  Overhead  expenditures  in  the  U.S.  are  higher  than  in  some  countries  that  have  adopted  a  single 

25  payer  NHI  plan,  for  a  variety  of  reasons  that  Woolhandler  and  Himmelstein  did  not  consider. 

26  Differences  between  the  countries  that  are  totally  unrelated  to  the  payment  system  are  likely  to  be 

27  a  factor.  Therefore,  it  is  not  necessarily  true  that  adoption  of  a  single  payer  NHI  plan  in  the  U.S. 

28  would  lower  administrative  costs  to  the  degree  assumed  by  Woolhandler  and  Himmelstein  and 

29  claimed  by  proponents  of  the  single-payer  system.  One  important  factor  is  that  the  U.S.  spends 

30  more  on  quality  assurance  in  this  country,  such  as  Joint  Commission  on  Accreditation  of  Health 

31  Organizations'  accreditation  standards,  peer  review  organizations,  hospital  tissue  committees, 

32  continuing  medical  education  requirements,  specialty  certification  and  recertification  requirements, 

33  hospital  credentialling,  the  National  Practitioner  Data  Bank,  current  and  proposed  clinical 

34  laboratory  accreditation.  Additionally,  Americans  are  more  litigious  than  people  in  other  countries. 

35  This  requires  hospitals  and  physicians  to  spend  more  money  on  legal  fees,  premiums,  risk 

36  management  and  documentation.  These  costs  would  not  evaporate  in  thin  air  under  a  single- 

37  payer  system. 
38 

39  A  1 991  Congressional  Budget  Office  Report  titled  "Rising  Health  Care  Costs:  Causes,  Implications 

40  and  Strategies"  states  that  in  1 987  the  administrative  costs  associated  with  the  multiple  insurance 

41  system  alone  were  $23.9  billion,  or  4.9  percent  of  health  care  spending  in  the  U.S.  as  opposed  to 

42  the  22  percent  claimed  by  proponents  of  a  single-payer  system.   This  same  report  also  indicated 

43  that  the  U.S.  is  doing  a  much  better  job  of  controlling  the  level  of  per  capita  spending  on  health 

44  care  compared  to  Canada,  which  has  adopted  a  single-payer  system.  Over  a  seven  year  period 

45  (1980-87),  real  per  capita  spending  of  health  care  in  the  U.S.  increased  33  percent.  By 

46  comparison,  Canada's  increase  in  real  per  capita  spending  was  38  percent. 
47 

48 

49  Appropriate  Ways  to  Contain  Administrative  Costs 
50 

51  Regardless  of  the  fact  that  this  country  is  clearly  not  spending  22  percent  of  all  health  care  dollars 

52  on  administration,  every  effort  should  be  made  to  make  the  health  care  system  as  efficient  and 

53  cost-effective  as  possible.  ASIM  has  developed  ways  to  reduce  the  administrative  costs  of 

54  insurance  as  opposed  to  abandoning  our  multiple  payer  system.  As  part  of  ASIM's  hassle  factor 

55  campaign,  for  example,  ASIM  has  proposed  several  measures  that  would  streamline,  reduce,  or 

56  eliminate  unnecessary  hassles-and  the  administrative  costs  that  they  generate  for  physicians, 

57  hospitals,  nursing  homes,  and  insurers. 

1  ASIM's  recommendations  to  reform  the  health  insurance  industry,  particularly  for  small  employers, 

2  also  hold  the  promise  of  substantially  reducing  administrative  costs,  by  introducing  greater 

3  uniformity  in  the  insurance  industry  and  eliminating  discriminatory  rating  and  marketing  practices. 

4  Community  rating,  for  example,  would  eliminate  the  need  to  hire  staff  to  do  underwriting. 

5  Similarly,  federalization  of  Medicaid's  benefits,  eligibility  and  reimbursement  would  reduce 

6  administrative  costs  that  now  occur  when  individuals  move  from  one  state  to  another  and  become 

7  subject  to  different  requirements  and  paperwork.  Professional  liability  reform  can  also  cut 

8  overhead  associated  with  high  premiums,  legal  fees,  excessive  documentation  requirements  and 

9  risk  management. 
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1  ASIM  urges  the  Congress  to  enact  legislation  requiring  insurance  carriers  to  fully  disclose  the 

2  portion  of  health  care  premiums  that  is  spent  on  administration,  specifically  with  a  breakdown  of 

3  the  percentage  of  premium  dollars  that  is  allocated  to  marketing,  claims  processing,  other 

4  administrative  expenses,  profits,  reserves  and  payment  for  covered  benefits.  This  requirement 

5  accomplishes  two  goals:  1)  policyholders  will  have  access  to  important  information  that  can  be 

6  used  comparatively  and  2)  full  disclosure  could  result  in  increased  competitiveness  in  the  market 

7  and  may  encourage  insurers  to  hold  down  administrative  and  marketing  costs. 
8 

9  Given  the  growing  consensus  for  requiring  employers  to  offer  health  insurance  and  expanding  the 

10  public  programs  to  fill  the  remaining  gaps,  it  is  counterproductive  to  continue  the  debate  over  the 

1 1  appropriateness  and  feasibility  of  a  single-payer  system  in  the  U.S.   Rather  than  forwarding 

12  action  on  the  problems  of  the  uninsured,  the  continued  debate  over  whether  this  country  should 

13  have  a  single  health  care  financing  source  or  multiple  sources  holds  this  country  in  a  grid  lock 

14  delaying  long-awaited  and  needed  action. 
15 

16  Cost-Containment  as  a  Component  of  Any  Access  Legislation 

17 

1 8  ASIM  recognizes  the  need  to  include  cost-containment  measures  in  access  legislation.  That  is 

1 9  why  ASIM  has  gone  to  great  lengths  to  identify  and  go  on  record  in  support  of  a  number  of 

20  far-reaching  measures  to  contain  costs,  including  efforts  to  reduce  the  administrative  costs  of 

21  insurance,  selective  contracting  for  certain  high-cost  elective  procedures  (so-called  "centers  of 

22  excellence),  practice  guidelines  linked  to  utilization  review,  insurance  market  and  professional 

23  liability  reforms,  cost-sharing  varied  by  income  and  type  of  service  and  measures  to  decrease 

24  physician  and  public  demand  for  technologies  of  unproven  benefit.  ASIM  also  recently  developed 

25  several  additional  policy  recommendations  for  containing  costs. 
26 

27  Briefly,  ASIM  supports:  1)  continued  efforts  to  develop  scientific  data  that  assesses  what 

28  managed  care  techniques-including  prior  authorization,  pre-admission  review,  preferred  provider 

29  arrangements,  utilization  review,  pre-procedure  review  and  capitation  plans-are  effective  in 

30  controlling  costs  and  maintaining  quality;  2)  efforts  to  reduce  health  care  costs  associated  with 

31  fraud  and  abuse  (such  as  strengthening  the  power  of  state  disciplinary  boards  and  providing 

32  immunity  for  physicians  who  report  colleagues  who  are  suspected  of  violations);  3)  appropriate 

33  efforts  to  reduce  health  care  costs  associated  with  incompetent  and  impaired  physicians;  4) 

34  efforts  to  develop  and  encourage  employers  to  purchase  benefit  packages  that  include  wellness 

35  care,  including  the  development  of  scientifically  valid  evidence  that  wellness  programs  are  cost- 

36  effective;  and  5)  the  development  of  a  Medicare  PPS  for  hospital  capital  costs  that  promotes 

37  efficiency  in  capital  investments  and  maintains  access  to  high  quality  hospital  care  for  Medicare 

38  beneficiaries. 
39 

40 

41  Recommendations  for  Reducing  Inappropriate  Demand  for  Expensive  Medical  Technology 
42 

43  Additionally,  the  high  costs  of  existing  medical  technologies  and  the  explosive  growth  in  the 

44  development  of  new  technologies  must  be  addressed.   National  news  coverage  of  a  new 

45  technology  or  procedure  often  causes  patients  to  place  considerable  pressure  on  their  physician 

46  to  perform  a  test  or  procedure  even  when  the  physician  does  not  believe  it  is  necessary  or 

47  beneficial.  Unfortunately,  new  technologies  often  receive  widespread  news  coverage  even  in  the 

48  early  stages  of  development  and  before  they  have  been  proven  effective.  ASIM  is  committed  to 

49  communicating  with  the  press  about  the  importance  of  reporting  on  technological  advancements 

50  in  a  way  that  informs  the  public  that  studies  are  preliminary  and  that  it  may  be  too  early  to 

51  determine  the  effectiveness  of  a  new  medical  procedure,  specifically  when  the  evidence  is 

52  inconclusive. 
53 

54  Just  as  physicians  have  a  responsibility  to  educate  their  patients  about  the  effectiveness  of  a  new 

55  or  modified  technology  in  curing  an  illness,  physicians  have  a  responsibility  not  to  order  or 

56  provide  technology  that  is  not  yet  proven  to  be  beneficial  or  is  not  medically  indicated.  ASIM  will 

57  be  developing  materials  that  can  be  used  by  physicians  to  explain  to  their  patients  why  certain 

58  highly-publicized  technologies  or  procedures  of  unproven  benefit  may  not  be  in  their  interest,  and 

59  will  be  encouraging  other  professional  organizations  to  do  the  same. 
60 

61  Comprehensive  action  is  required  for  assessing  technologies  before  they  become  a  part  of 

62  common  medical  practice.   Currently,  many  new  and  expensive  technologies  find  their  way  into 

63  common  medical  practice  without  having  been  evaluated  adequately  to  ensure  quality, 

64  appropriate  use  and  cost-effectiveness.  Technologies  are  largely  evaluated  and  assessed  after 

65  they  are  on  the  market  and  not  before  the  medical  procedure  or  equipment  becomes  part  of 

66  common  medical  practice.  Before  prescription  drugs  and  some  medical  devices  are  marketed 

67  and  used,  they  must  be  tested,  and  the  evidence  regarding  their  safety  and  efficacy  (although  not 
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1  their  cost-effectiveness)  must  be  reviewed  by  the  Food  and  Drug  Administration  (FDA).  Many  new 

2  technologies  and  most  medical  procedures  do  not  have  to  undergo  similar  formal  tests.  They  can 

3  be  commonly  used  without  convincing  evidence  that  they  are  effective  or  cost-efficient. 
4 

5  To  address  this  issue,  efforts  should  be  undertaken  to  explore  the  creation  of  a  private  or 

6  governmental  review  body  to  prospectively  assess  new  technologies  and  procedures.  This 

7  approach  should  utilize  an  un-biased  panel  of  expert  physicians  to  assess  new  technologies  and 

8  procedures  before  they  become  a  common  part  of  medical  practice.   The  review  body  should 

9  only  evaluate,  not  approve  and  disapprove,  the  safety,  effectiveness  and  cost-effectiveness  of 

10  technology  before  it  becomes  a  part  of  common  medical  practice.  In  this  way,  the  review  body 

1 1  would  act  as  an  advisory  group  to  the  public,  media  and  physician  community  to  provide 

12  appropriate  and  accurate  information  on  the  safety,  effectiveness,  cost-effectiveness  and 

13  appropriate  use  of  new  medical  technology  and  procedures. 
14 

15  The  innovators  of  new  technology  and  medical  procedures  should  be  encouraged  to  apply  to  the 

16  review  body  for  evaluation  but  the  process  should  not  impose  unreasonable  regulatory  burdens 

17  that  may  discourage  creativity  and  innovation  in  the  development  of  technology.  Unreasonable 

1 8  delays  in  the  use  of  technologies  could  result  in  financial  disincentives  in  the  development  of  new 

19  technology  resulting  in  reduced  investment  in  research  and  development.  Such  a  prospective 

20  review  process  should  not  replace  ongoing  efforts  to  assess  technologies  and  medical 

21  procedures  that  have  already  become  a  part  of  common  medical  practice.  Efforts  to  assess 

22  existing  technologies  and  medical  procedures  to  ensure  the  technologies  and  medical  procedures 

23  are  demonstrated  to  be  safe,  effective  and  cost-effective  are  necessary. 
24 

25  ASIM  Opposition  to  "All-Paver"  Approaches 
26 

27  ASIM  is  concerned  with  the  apparent  direction  some  members  of  Congress  are  considering  in  the 

28  area  of  cost-containment-namely  the  "all-payer"  system  of  insurance-and  believes  that  Congress 

29  should  give  the  above  cost-containment  recommendations  an  opportunity  to  demonstrate  their 

30  effectiveness  before  considering  this  approach.  Many  of  the  approaches  being  considered  by 

31  Congress  would  base  payments  under  an  all-payer  system  on  the  Medicare  RBRVS  fee  schedule. 

32  All  payers  could  simply  be  required  to  use  the  Medicare  fee  schedule.  Alternatively,  they  could 

33  be  required  to  pay  within  a  specified  range  of  the  Medicare  fee  schedule  (e.g.  private  insurers 

34  could  be  limited  to  paying  no  more  than  125  percent  of  the  Medicare  fee  schedule  amount).  They 

35  could  be  required  to  pay  at  a  set  fee  for  all  services,  or  they  could  be  allowed  to  pay  different 

36  amounts  up  to  a  set  ceiling.  Insurers,  for  example,  could  be  required  to  set  their  reimbursement 

37  levels  at  125  percent  of  the  Medicare  fee  schedule  amount,  or  they  could  be  allowed  to  vary  their 

38  payment  levels  as  long  as  they  do  not  exceed  125  percent  of  the  fee  schedule.  Acceptance  of 

39  balance  billing  limits  would  be  mandatory. 
40 

41  A  variation  of  a  mandatory  all-payer  approach  is  to  establish  strong  incentives  for  employers  and 

42  insurers  to  pay  at  the  specified  rates,  and  for  physicians  to  accept  those  rates,  and  creating 

43  penalties  for  those  who  do  not  agree  to  payment  at  the  specified  rate.  For  example,  some 

44  members  of  Congress  are  considering  linking  physician  participation  in  public  programs  with 

45  acceptance  of  uniform  rates  in  the  private  sector. 
46 

47  ASIM  strongly  objects  to  these  approaches  for  the  following  reasons: 
48 

49  1.  Basing  payments  by  private  insurers  on  Medicare  rates  places  all  health  care  at  risk  to  federal 

50  budget  policy.  The  likely  result  will  be  to  significantly  discount  payments  for  physician  services. 

51  thus  threatening  access  to  services.  Over  the  past  decade  or  so,  Medicare's  payments  for 

52  physicians'  services  have  been  repeatedly  cut  in  an  effort  to  reduce  the  federal  deficit.  Fee 

53  freezes,  caps  on  prevailing  charges,  reductions  in  the  Medicare  economic  index,  and  overpriced 

54  procedure  cuts  have  all  been  utilized.  More  cuts  are  likely  to  be  in  store  for  the  future.  As  a 

55  result,  Medicare's  "rates"  are  a  substantial  discount  from  what  physicians  actually  charge,  what 

56  most  private  insurers  reimburse,  and  what  would  be  a  fair  fee  based  on  resource  costs  and 

57  competition.  In  essence,  physicians  have  been  able  to  cope  with  these  cuts  by  shifting  costs  to 

58  their  privately-insured  patients. 
59 

60  ASIM  recognizes  the  political  attractiveness  of  eliminating  cost-shifting  by  making  it  difficult  or 

61  impossible  for  physicians  to  bill  their  private  patients  in  excess  of  Medicare's  rates.  But  the  gap 

62  between  what  Medicare  pays  (and  is  likely  to  pay  in  the  future),  and  what  is  a  fair  fee,  is  so  great 

63  that  limiting  payments  under  private  insurance  to  some  percentage  above  Medicare  rates  would 

64  wreak  economic  havoc  on  many  physician  practices,  specifically  primary  care  physicians  in  rural 

65  areas. 
66 
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1  2.  Access  to  primary  care  will  be  especially  hurt  if  Medicare's  rates  are  used  to  determine 

2  payments  in  the  private  sector.  Even  with  the  expected  increases  in  payments  for  "primary  care' 

3  services  under  the  new  Medicare  RBRVS  fee  schedule,  Medicare  payments  are  likely  to  still  be 

4  substantially  below  what  primary  care  services  are  reimbursed  under  private  insurance,  and  what 

5  primary  care  physicians  charge  in  the  private  marketplace.  Use  of  Medicare's  rates  to  determine 

6  private  payments,  even  with  RBRVS,  would  result  in  a  substantial  cut  in  revenue  for  many  primary 

7  care  physicians.  From  what  ASIM  hears  everyday  from  primary  care  physicians,  many  could 

8  simply  not  afford  to  stay  in  practice  if  forced  to  absorb  deep  reductions  in  overall  revenue. 

9  Widespread  use  of  Medicare's  approved  rates  will  drive  many  primary  care  physicians  to  early 
10  retirement  and  discourage  new  physicians  from  going  into  primary  care. 

11 

12  By  comparison,  higher  paid  specialties  may  be  more  able  to  absorb  reductions  in  revenue  (a  25% 

13  cut  in  gross  revenue  for  a  primary  care  physician  earning  net  $90,000  [reduced  to  net  $52,500], 

14  for  example,  is  far  more  devastating  than  a  40%  reduction  for  a  physician  now  earning  $500,000). 

15  Common  sense  tells  us  that  physicians  will  go  into  those  specialties  that  will  be  able  to  financially 

16  withstand  the  consequences  of  an  'all  payer"  system,  rather  than  going  into  the  increasingly 

17  precarious  primary  care  specialties . 
18 

19  ASIM  supports  the  voluntary  use  of  the  RBRVS  methodology  to  establish  rates  in  the  private 

20  sector.  But  tying  reimbursement  to  a  percentage  above  the  conversion  factor  used  by  Medicare, 

21  or  to  Medicare's  actual  conversion  factor,  represents  a  betrayal  of  what  the  RBRVS  is  all  about. 
22 

23  3.  Given  that  the  effects  of  Medicare's  new  fee  schedule,  which  won't  go  fully  into  effect  until 

24  1 996,  are  highly  uncertain,  it  clearly  is  premature  and  risky  to  base  private  payments  on  Medicare 

25  rates.  Tne  new  Medicare  fee  schedule  incorporates  a  number  of  highly  controversial  policies, 

26  including  tight  balance  billing  limits,  elimination  of  specialty  differentials,  volume  performance 

27  standards,  and  a  major  redistribution  of  across  geographic  boundaries.  Although  ASIM  expects 

28  that  these  policies  (with  a  few  exceptions)  will  prove  to  be  beneficial  for  Medicare,  the  magnitude 

29  of  the  reforms  are  such  that  no  one  knows  with  certainty  what  their  impact  will  be.  Just  to  cite 

30  one  example,  physicians  in  some  metropolitan  areas  will  have  their  Medicare  fees-and  revenues- 

31  cut  substantially.  Congress  was  sufficiently  concerned  about  how  access  would  be  affected  by 

32  such  cuts  that  it  added  a  requirement  in  OBRA  90  that  HHS  study  the  factors  that  may  cause 

33  certain  geographic  areas  to  experience  disproportionately  large  reductions  in  payments  under  the 

34  RBRVS  fee  schedule,  and  report  to  Congress  on  appropriate  adjustments.  If  physicians  in  those 

35  communities  are  now  required  to  absorb  severe  cuts  in  total  revenue  from  all  sources,  it  is 

36  possible  that  they  may  have  no  choice  than  to  relocate  their  practices.  Access  to  care  in  those 

37  communities  might  then  be  severely  impeded. 
38 

39  4.  Federal  legislation  that  pressures  insurers,  businesses,  and  physicians  to  limit  payments  to  a 

40  set  percentage  of  Medicare's  rates  represents  an  unprecedented  federal  intrusion  into  the  right  to 

41  contract,  particularly  the  right  of  businesses,  individuals,  and  physicians  to  enter  into  whatever 

42  payment  arrangement  best  meets  their  particular  needs.  In  no  other  area  of  the  economy  does 

43  the  federal  government  presume  to  tell  private  individuals  what  it  believes  to  be  the  correct  price 

44  for  services  offered  in  the  marketplace.  Pressuring  private  individuals  to  use  Medicare's  rates 

45  raises  not  only  grave  constitutional  and  legal  issues,  but  represents  an  unwarranted  and 

46  unprecedented  departure  from  free  market  principles  that  are  basic  to  American  society. 
47 

48  Finally,  overt  incentives  for  private  plans  to  base  their  payments  on  Medicare  rates  could  weaken, 

49  and  quite  probably  destroy,  the  growing  consensus  for  access  legislation  based  on  the  Pepper 

50  Commission  recommendations.  Physician  organizations  such  as  ASIM  have  been  strong 

51  proponents  of  universal  access  legislation  based  on  the  Commission's  approach.  Inclusion  of  an 

52  "all  payer"  approach,  even  if  modified  to  stress  incentives  (rather  than  mandates)  for  private 

53  insurers  to  establish  payments  based  on  the  Medicare  rates,  could  trigger  considerable  opposition 

54  within  the  physician  community  to  access  legislation.  The  degree  of  concern  about  this  approach 

55  is  evident  by  the  fact  that  use  of  Medicare  rates  by  private  insurers  was  explicitly  rejected  by  the 

56  Pepper  Commission.  If  this  country  has  any  hope  of  moving  access  legislation  forward  within  the 

57  next  few  years,  it  makes  no  sense  to  include  measures  that  will  polarize  the  debate,  divide  the 

58  groups  supporting  reform,  and  make  enactment  less  likely.  It  is  counterproductive  to  propose  an 

59  a  modified  all-payer  plan  now  that  would  move  the  objective  of  enacting  comprehensive  access 

60  with  appropriate  cost  controls  backwards,  not  forwards. 
61 

62  Conclusion 

63 

64  Now  is  the  time  for  comprehensive  access  reform  legislation  to  shore  up  the  gaps  in  our  existing 

65  system  of  health  insurance.  Now  is  the  time  to  initiate  efforts  to  control  the  rising  costs  of  health 

66  care.  Our  approach,  as  well  as  that  of  the  Pepper  Commission,  accomplishes  both  objectives 
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1  and  has  captured  broad  public  support,  is  politically  feasible  and  fiscally  responsible.  We  stand 

2  ready  to  help  Congress  enact  these  necessary  reforms. 

Summary  of  Recommendations  on  the  Problem  of  Access  to  Health  Insurance 

1)  Congress  should  require  businesses  to  provide  health  insurance  to  their  workers  and  their 
dependents.  Although  ASIM  believes  that  such  a  mandate  is  the  most  effective  approach 
to  expanding  job-based  health  insurance,  ASIM  can  also  support  giving  employers  the 
option  of  purchasing  coverage  for  their  employees  and  dependents  or  paying  a  tax,  per 
employee,  so  that  the  government  can  provide  necessary  coverage  (i.e.  the  "play  or  pay" 
approach  recommended  by  the  Pepper  Commission). 

2)  Congress  should  enact  comprehensive  reforms  to  make  insurance  coverage  more 
affordable  and  available  to  all  employers.  Priority  attention  should  be  given  to  small 
businesses  who  simply  cannot  afford  to  provide  coverage  to  workers  and  their 
dependents  or  are  unable  to  get  insurance  coverage  entirely.  Such  initiatives  should 
include:  1)  insurance  market  reforms;  2)  specific  insurance  reforms  targeted  at  the  small 
group  market,  including  the  establishment  of  rating  and  renewal  standards  modeled  after 
the  recommendations  of  the  National  Association  of  Insurance  Commissioners  (NAIC);  3) 
the  development  of  a  federally-mandated  basic  benefit  package  and  the  pre-emption  of 
state  mandates;  4)  appropriate  phase-in  of  mandatory  employer  coverage  to  help  smaller 
businesses  adjust  to  the  new  requirement  that  they  provide  coverage;  5)  federal 
subsidies;  6)  full  tax  deductions  for  the  costs  of  health  insurance  for  self-employed 
individuals  and  small  business  owners;  7)  the  creation  of  reinsurance  mechanisms;  and  8) 
appropriate  cost-containment  initiatives. 

3)  Congress  should  convert  the  Medicaid  program  from  a  "welfare  program"  to  one  that 
provides  adequate,  consistent  coverage  to  any  American,  regardless  of  income  or  locale, 
who  cannot  obtain  coverage  through  an  employer.  Specifically,  national  uniform  eligibility 
standards  for  all  program  participants  should  be  mandated  as  well  as  a  standard  minimum 
benefit  package. 

4)  ASIM  strongly  opposes  any  effort  to  discard  the  existing  public/private  system  of  insurance 
that  provides  coverage  to  80  percent  of  employees  and  their  dependents  and  substituting 
a  single-payer  approach.  Given  the  growing  consensus  for  requiring  employers  to  offer 
health  insurance  and  expanding  the  public  programs  to  fill  the  remaining  gaps,  it  is 
counterproductive  to  continue  the  debate  over  the  appropriateness  and  feasibility  of  a 
single-payer  system  in  the  U.S. 


Summary  of  Recommendations  on  the  Rising  Costs  of  Health  Care 


1)       ASIM  supports  several  far-reaching  measures  to  contain  costs  including:  a)  efforts  to 

reduce  the  administrative  costs  of  insurance;  b)  selective  contracting  for  certain  high-cost 
elective  procedures  (so-called  "centers  of  excellence);  c)  linking  practice  guidelines  to 
utilization  review;  d)  insurance  market  and  professional  liability  reforms;  e)  cost-sharing 
varied  by  income  and  type  of  service;  f)  measures  to  decrease  physician  and  public 
demand  for  technologies  of  unproven  benefit,  including  retrospective  technology 
assessment;  g)  the  enactment  of  legislation  to  require  insurance  carriers  to  fully  disclose 
the  portion  of  health  care  premiums  that  is  spent  on  administration,  specifically  with  a 
breakdown  of  the  percentage  of  premium  dollars  that  is  allocated  to  marketing,  claims 
processing,  other  administrative  expenses,  profits,  reserves  and  payment  for  covered 
benefits;  h)continued  efforts  to  develop  scientific  data  that  assesses  what  managed  care 
techniques-including  prior  authorization,  pre-admission  review,  preferred  provider 
arrangements,  utilization  review,  pre-procedure  review  and  capitation  plans-are  effective 
in  controlling  costs  and  maintaining  quality;  I)  efforts  to  reduce  health  care  costs 
associated  with  fraud  and  abuse  (such  as  strengthening  the  power  of  state  disciplinary 
boards  and  providing  immunity  for  physicians  who  report  colleagues  who  are  suspected 
of  violations);  and  appropriate  efforts  to  reduce  health  care  costs  associated  with 
incompetent  and  impaired  physicians;  J)  efforts  to  develop  and  encourage  employers  to 
purchase  benefit  packages  that  include  wellness  care,  including  the  development  of 
scientifically  valid  evidence  that  wellness  programs  are  cost-effective;  k)  the  development 
of  a  Medicare  PPS  for  hospital  capital  costs  that  promotes  efficiency  in  capital  investments 
and  maintains  access  to  high  quality  hospital  care  for  Medicare  beneficiaries;  I)  efforts  to 
explore  the  creation  of  a  private  or  governmental  review  body-made  up  of  un-biased 
expert  physicians-to  prospectively  assess  new  technologies  and  procedures;  m)  efforts  to 
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communicate  with  national  science  writers  the  importance  of  reporting  the  limitations  and 
inconclusive  nature  of  some  medical  studies  on  new  technological  advancements;  and  n) 
efforts  to  educate  physicians  of  their  responsibility  not  to  order  technologies  of  unproven 
benefit. 

ASIM  believes  these  cost-containment  approaches  should  be  given  an  opportunity  to  demonstrate 
their  effectiveness  before  Congress  makes  a  decision  to  adopt  an  all-payer  system  of  insurance. 
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Statement  of  the  Association  of  Private  Pension  &  Welfare  Plans 


The  Association  of  Private  Pension  &  Welfare  Plans  (APPWP)  is  pleased 
to  submit  these  comments  to  the  Committee  on  Ways  &  Means,  U.S.  House 
of  Representatives,  as  part  of  the  hearing  record  on  long-term 
strategies  for  health  care. 

The  APPWP  is  a  national  trade  association  representing  sponsors  and 
providers  of  employee  benefit  plans.     Overall,  our  members  either 
directly  sponsor  or  provide  services  to  pension  and  health  plans 
covering  more  than  100  million  Americans. 

I.     Build  upon  the  Employer-based  System 


The  Association  of  Private  Pension  and  Welfare  Plans  (APPWP)  believes 
that  sustaining  and  building  upon  the  private  sector,  employer-based 
health  care  system  is  the  safest,  wisest  course  for  expanding  and 
improving  America's  health  care  system.     The  plurality  and 
flexibility  of  such  a  system  are  highly  valued  by  the  American  public 
because  this  system  can  best  tailor  benefit  programs  to  fit 
individual  needs.    This  flexibility  permits  technological  and 
service-oriented  developments  that  provide  the  best  medical  care  in 
the  world. 

We  believe  that  the  current  system  must  be  carefully  built  upon  in 
order  to  increase  access  to  the  34  million  Americans  who  lack 
coverage.     The  question  is  how  do  we  take  the  system  that  we 
currently  have  in  place,  and  that  works  so  well  for  so  many  people, 
and  make  it  better  without  further  significant,  and  harmful, 
increases  in  cost?    The  APPWP  believes  that  if  costs  were  better 
managed,  more  employers  could  provide  coverage  to  their  employees. 

America's  employers  are  part  of  a  great  success  story:     over  188 
million  Americans,  or  eighty  percent  of  the  civilian,  full-time 
workforce,  are  covered  through  employer-sponsored  plans.     Even  among 
small  businesses  where  coverage  needs  improvement,  coverage  is  still 
significant:     nearly  two-thirds  of  companies  with  fewer  than  100 
employees  provide  health  insurance  to  at  least  some  of  their 
employees;  60%  of  them  sponsor  a  plan  for  all  their  employees.     It  is 
exactly  this  labor  market,  where  rising  health  care  costs  serve  as  a 
severe  disincentive  to  coverage  and  where  mandates  would  take  their 
greatest  toll  with  significant  job  losses,  and  subsequent  loss  of 
health  coverage.    Studies  by  the  Department  of  Labor  and  the 
Partnership  on  Health  Care  and  Employment  have  indicated  the  extent 
of  job  loss. 

An  employer-based  system  is  a  flexible  system;  the  APPWP  does  not 
believe  a  one-size-fits-all  health  care  system  is  appropriate  or 
desirable.     America's  employers  offer  a  variety  of  health  care 
packages  for  their  workers,  retirees  and  dependents;  employers  and 
employees  working  together  are  better  able  to  determine  the  best 
health  care  at  the  lowest  cost.     They  are  also  much  more  likely  to 
incorporate  managed  care  and  quality  of  care  features;  employers  are 
best  able  to  determine  which  such  programs  are  most  effective  in 
their  communities. 

Furthermore,  employer  health  care  benefits  are  a  bargain  for  the  U.S. 
Treasury.     Some  deficit  fighters  are  recommending  taxing  health 
benefits  in  an  effort  to  achieve  equity  and  raise  taxes.     But  current 
tax  incentives  for  health  care  encourage  employers  to  provide  these 
benefits  to  almost  all  of  their  regular  workers  in  the  low-  to 
middle-income  ranges.    A  recent  APPWP  study  showed  that  workers  with 
family  incomes  below  $20,000  get  a  relatively  larger  share  of  the 
actual  benefits  and  a  a  larger  share  of  the  related  tax  expenditures 
than  their  share  of  federal  income  taxes.    This  study  also  showed 
that  health  benefits  paid  are  5.3  times  foregone  revenues.    More  and 
more  of  those  covered  by  employer  plans  are  sharing  more  and  more 
costs  with  their  employers;  therefore,  these  middle  class  employees 
are  already  paying  more  for  their  health  care.    Precipitous  changes 
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in  the  tax  status  of  health  benefits  is  unwise  at  a  time  when  we  want 
to  expand  coverage  of  the  uninsured. 

Finally,  the  current  employer-based  structure  is  an  important  feature 
of  American  labor-management  relations.     Employers  and  employees  are 
free  to  determine  what  type  of  health  care  plans  they  have. 
Determining  the  appropriate  level  and  design  of  benefits  has 
traditionally  and  wisely  remained  within  the  context  of  negotiations 
between  employer  and  employee.     The  APPWP  believes  that  health  care 
benefits  should  be  offered  to  employees  in  a  nondiscriminatory 
fashion;  we  object  only  to  rules  and  regulations  that  make  compliance 
unnecessarily  difficult  or  more  costly. 

In  summary,  inherent  flexibility  of  the  employer-based  system  means 
that  cost-effective  benefits  packages  can  be  determined  in  a  way  that 
meets  the  needs  of  different  workforces. 

II.  Mandates  and  Expanding  Health  Care  Coverage 

The  APPWP  believes  the  federal  government  is  ill-equipped  to  dictate 
to  individual  businesses  and  workers  how  their  health  care  dollars 
should  be  spent.    We  have  learned  that  dictating  specific  benefits  is 
costly,  leads  to  poor  utilization  of  health  care,  and  interferes  with 
effective  cost  management.     Some  states  are  dismantling  mandated 
services,  and  we  applaud  these  efforts.    Other  states,  unfortunately, 
continue  to  add  mandates,  driving  up  costs  and  reducing  coverage. 

While  coverage  must  be  expanded,  employers  must  not  be  asked  to  do 
more  than  their  share  such  as  further  expansion  of  COBRA  continuation 
of  coverage  requirements.     Mandates  would  only  increase  the  costs  of 
health  care  in  this  country,  cause  job  displacement,  and  increase  the 
disproportionate  burden  already  on  the  shoulders  of  employers.  The 
APPWP  rejects  the  solutions  which  would  seek  to  require  continued 
access  for  long  periods  of  time  to  non-employees. 

To  expand  the  availability  of  the  private  sector  benefits  system,  we 
would  suggest  that  Congress  further  consider  appropriate  tax  and 
other  incentives  for  voluntary  rather  than  mandatory  coverage,  and 
work  toward  containing  costs.     (See  attached  APPWP  Guiding  Principles 
on  Expanding  Health  Care  Coverage) 

The  APPWP  believes  that  the  various  components  of  the  coverage 
problem  must  be  addresses  separately.     For  the  unemployed,  Medicaid 
must  be  redesigned.     For  those  who  cannot  afford  to  take  advantage  of 
employer-based  coverage,  a  Medicaid  buy-in  program  should  be 
created.     For  the  uninsurable,  the  development  of  high-risk  pools 
must  be  encouraged.     The  self-employed  must  be  given  full  tax 
deductibility  for  their  health  care  premiums. 

But  for  the  largest  group  of  uninsured  —  those  whose  employer  does 
not  offer  insurance,  and  their  dependents  —  different  solutions  must 
be  found.     Health  care  coverage  must  be  made  more  affordable  and  more 
attainable.    On  the  latter  point,  the  APPWP  supports  reforms  of  the 
small  business  insurance  market,  because  the  lack  of  coverage  is 
highest  among  small  firms. 

III.  Getting  Serious  About  Cost  Containment 

The  APPWP  remains  committed  to  expanded  health  care  coverage  in  the 
United  States.    However,  we  believe  that  the  debate  on  expanding 
coverage  must  begin  with  containing  out-of -control  costs. 

Like  other  payors  in  the  health  care  system,  employers  have  watched 
with  alarm  the  out-of -control  rise  in  health  care  costs  in  recent 
years.    Currently,  private  employers  pay  nearly  25%  of  the  over  $600 
billion  annual  American  health  care  bill.    The  APPWP  believes  that 
rising  costs  are  the  chief  threat  to  broadening  coverage.     That  the 
number  of  individuals  without  health  care  coverage  may  grow  is 
continuing  evidence  of  the  high  cost  of  health  care  in  the  United 
States.     By  and  large,  employers  are  not  refusing  to  cover  workers; 
they  either  can't  get  insurance,  or  they  can't  afford  it. 
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Furthermore,  as  the  largest  payor  in  the  system,  the  federal 
government  has  shifted  much  of  its  costs  to  private  payors.  Thus, 
employers  are  carrying  an  inordinate  and  inequitable  burden. 

To  date,  the  APPWP  has  not  seen  any  serious,  aggressive  proposals  in 
the  Congress  to  contain  health  care  costs  systemwide,  nor  have  we 
seen  any  interest  in  stopping  cost  shifting  from  the  federal 
government  to  employers  and  other  private  payers. 

The  APPWP  believes  that  employers,  providers  and  the  government  must 
tackle  the  high  cost  of  health  care  as  partners,  and  determine 
appropriate  policies  to  contain  costs  systemwide.    Managed  care,  the 
APPWP  believes,  is  one  of  the  strongest  tools  available  to  control 
costs,  but  much  more  needs  to  be  done:    medical  malpractice  reform, 
outcomes  protocols,  small  business  insurance  market  reform,  greater 
emphasis  on  preventive  care,  better  matching  of  health  care  system 
resources  and  needs,  protocols  and  outcomes  research,  ERISA 
preemption  of  state  mandates,  etc.    Legislative  activity  at  the  state 
level  which  would  thwart  or  obstruct  managed  care  must  be  curtailed. 

IV.  Conclusion 

The  U.S.  employer-based  system  is  by  and  large  doing  the  job  of 
covering  working  Americans  and  their  families.    To  fill  the  gaps,  and 
to  contain  the  costs  of  this  system  require  fine-tuning,  not 
overhauling  or  throwing  the  system  overboard. 

Government-run  systems  have  two  main  features  that  are  attractive: 
universal  coverage  and  simplicity  of  administration.    However,  no 
European-style  system  is  an  appropriate  substitute  to  our  own.  These 
systems  tend  to  over-promise  on  benefits,  and  underpay.    An  inferior 
health  care  system,  and  a  more  burdened  U.S.  budget,  would  result  if 
we  were  to  adopt  a  nationalized  system  in  this  country.  The 
much-touted  Canadian  system  suffers  from  runaway  costs,  waste, 
queue ing  for  critical  diagnostic  and  surgical  procedures,  and 
undercapitalization;  these  critical  flaws  make  it  an  unsatisfactory 
alternative. 

Our  health  care  system  is  uniquely  American  and  the  solutions  to  our 
dilemma  should  also  be  our  own.    The  employer-based  system  remains 
our  best  hope  for  building  a  comprehensive  and  cost-effective  health 
care  system.    Government  and  employers  must  work  together  to  resolve 
the  problems  of  cost  and  coverage  In  our  system. 
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APPENDIX  ONE 


APPWP  Guiding  Principles  on  Expanding  Health  Care  Coverage 


Overview  of  the  Problem: 

The  debate  on  how  to  expand  health  care  coverage  in  this  country 
is  now  focused  upon  access  to  coverage  and  how  to  finance  it.  For 
two-thirds  of  the  working  population  and  the  elderly  population, 
private  coverage  plus  Medicare  has  addressed  these  issues.  The 
plurality  and  flexibility  of  such  a  system  are  highly  valued  by  the 
American  public  because  they  can  tailor  their  benefit  programs  to  fit 
their  individual  needs.    They  believe  that  this  flexibility  permits 
technological  and  service-oriented  developments  that  enable  them  to 
receive  the  best  care  in  the  world. 

However,  a  substantial  portion  of  our  population,  approximately 
34  million,  do  not  have  any  health  insurance  coverage.    Many  of  the 
uninsured  do  receive  some  health  care  services,  as  the  8-10  billion 
dollar  estimates  for  uncompensated  care  costs  show.     The  concern  is 
with  the  level  and  quality  of  care  this  group  receives.    Our  society 
feels  obligated  to  respond  to  acute  catastrophic  illnesses — we  will 
not  allow  someone  to  bleed  to  death  on  the  sidewalk  because  they  do 
not  have  insurance  coverage.     However,  individuals  without  health 
insurance  often  do  not  seek  other  necessary  care  because  they  know 
that  they  cannot  afford  it  and  often  when  they  do  seek  care,  it  is  at 
institutions  that  are  understaffed  with  long  waiting  times  to  receive 
care. 

Introduction : 

The  APPWP  agrees  that  broadening  access  to  health  care  coverage  is  an 
appropriate  part  of  a  comprehensive  national  health  care  policy.  The 
question  is  how  we  take  the  system  that  we  currently  have  in  place, 
that  works  so  well  for  so  many  people,  and  make  it  better  without 
further  significant  increases  in  costs.    The  APPWP  has  a  number  of 
suggestions. 


Defining  the  term  Uninsured: 

The  uninsured  encompass  a  diverse  group  that  we  have  divided  into 
five  subgroups: 

I.  Employed  individuals,  many  of  whom  work  for  small  businesses, 
whose  employer  for  a  variety  of  reasons  does  not  offer  group  health 
insurance . 

II.  Employed  individuals,  often  called  the  working  poor,  whose 
employer  offers  health  insurance,  but  who  cannot  afford  to  pay  their 
share  of  the  premium  or  copayments. 

III.  Long-term  unemployed  individuals  and  short-term  unemployed 
individuals  who  are  too  poor  to  purchase  individual  coverage,  but  who 
are  also  not  eligible  for  Medicaid  or  any  other  public  program 
coverage.     COBRA  continuation  coverage  is  targeted  to  help  the  short 
term  unemployed  except  those  who  work  for  employers  with  20  employees 
or  less.     COBRA  makes  coverage  available  to  them  for  18  months  at 
group  rates  if  they  can  afford  to  pay  the  premium. 

IV.  Uninsurable  individuals.    They  are  under  65  and  cannot  obtain 
health  insurance  at  any  price  because  of  health  conditions.    This  is 
the  only  segment  of  the  uncovered  population  that  is  denied  access  to 
coverage  for  reasons  other  than  an  inability  to  pay. 

V.  Individuals  who  can  afford  to  purchase  health  insurance,  but  do 
not.    This  group  includes  those  whose  employer  offers  health 
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insurance,  but  prefer  not  to  pay  their  portion  of  the  costs,  and 
those  who  are  self-employed,  and  can  afford  to  purchase  individual 
coverage,  but  simply  do  not. 


Objective: 

The  APPWP  believes  that  an  appropriate  goal  for  national  health 
policy  at  this  time  is  to  make  coverage  available  to  groups  one 
through  four  and  to  explore  ways  to  deal  with  group  five.    We  believe 
that  different  approaches  must  be  used  to  reach  each  group. 


I.  Expanding  Access  to  Coverage  to  those  whose  employer  does  not 
now  offer  health  insurance. 

APPWP  Proposal :  EXPAND  THE  EMPLOYER- BASED  HEALTH  COVERAGE 
SYSTEM 

The  issue  of  access  is  inextricably  linked  to  health  care  costs.  One 
of  the  strongest  fears  that  employers  have  about  mandated  coverage  is 
that  they  will  become  locked  into  a  system  of  spiralling  health  costs 
over  which  they  have  no  control.  Thus,  a  primary  focus  of  efforts  to 
expand  employer-based  coverage  should  be  to  reduce  the  cost  of  health 
care  coverage  so  that  more  employers  can  afford  to  provide  it  to 
their  employees.     This  can  be  accomplished  through  a  number  of  means: 

1.  Reduce  the  Cost  of  Obtaining  Coverage. 

A.  Permit  insurance  companies  to  sell  lower  priced,  less 
extensive  policies  by  extending  ERISA  preemption  to  all  health 
insurance  plans  so  they  do  not  have  to  contend  with  costly  state 
mandates.     Other  insurance  reforms,  in  the  small  business  market, 
would  also  improve  coverage.    Such  reforms  would  include  those  to 
improve  coverage  continuation,  limit  pre-existing  condition 
restrictions,  establish  a  reinsurance  mechanism  for  high  risk 
persons,  and  curtail  premium  increases. 


B.  Foster  the  development  of  organizations  to  allow  several 
employers  to  join  together  to  obtain  more  affordable  insurance 
coverage.     (i.e.  make  necessary  modifications  to  ERISA  or  U.S. 
Department  of  Labor  rulings  to  give  greater  incentive  for  the 
development  of  Multiple  Employer  Trusts.) 

C.  Provide  tax  incentives  to  encourage  uninsured  employers  to 
offer  health  insurance  plans.     (e.g.  expansion  of  the  tax  deduction 
for  the  owners  of  non- incorporated  entities;  establishment  of  health 
care  tax  credits  for  small  firms  that  report  no  profits) . 

It  is  noted  that  any  method  of  expanding  coverage--either  by 
mandating  or  providing  incentives — will  involve  additional  tax 
expenditures  that  need  to  be  shared  and  raised  by  a  variety  of 
methods.     Mandated  health  coverage  proposals  include  subsidies  for 
new  businesses,  ongoing  subsidies  for  small  employers  and  still 
permit  employers  of  any  size  to  deduct  their  health  coverage  costs. 
Thus,  the  tax  consequences  of  either  approach  are  similar.    A  mandate 
would  have  significant  effects  on  the  employment  market.     Thus,  any 
mandate  proposal  must  allow  for  a  considerable  period  of  transition. 

2.  Reduce  the  Costs  of  Providing  Health  Care. 

A.  Support  efforts  to  include  managed  care  provisions  in  all 
health  plans.     Legal  and  regulatory  obstacles  preventing  employers, 
insurers  and  providers  from  adopting  managed  care  features  should  be 
overcome  with  legislative  assistance  to  the  extent  needed. 

B.  Encourage  medical  malpractice  reform.  The  current  system  of 
malpractice  litigation  against  providers  of  health  care  appears  to 
contribute  to  the  high  cost  of  health  care.    APPWP  proposals 
include: 
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a.  Standards  of  negligence  should  require  clear  evidence  of 
departure  from  a  recognized  standard  of  treatment.  The 
development  of  treatment  practice  guidelines  described  below 
would  play  an  important  role  in  this. 

b.  Allow  only  judges  or  a  panel  of  arbitrators  to  determine  the 
award,  limiting  punitive  damages  or  at  most,  awarding  punitive 
damages  only  in  cases  of  grave  dereliction  of  duty. 

c.  Constraining  the  use  of  contingency  fees. 


C.  Support  and  encourage  the  efforts  to  devote  additional 
resources  to  research  on  medical  outcomes.    This  will  help  ensure 
that  appropriate,  quality  care  is  rendered  throughout  the  health 
care  system.    Medical  outcome  information  could  be  used  to  assess 
the  efficacy  and  cost  effectiveness  of  various  medical  procedures 
and  could  also  be  used  to  develop  treatment  practice  guidelines 
which  would  establish  appropriate  standards  of  care.  These 
guidelines  could,  in  turn,  be  used  as  defenses  in  medical 
malpractice  suits. 

D.  Constrain  the  costs  of  health  care  providers.    The  APPWP 
endorses  such  concepts  as  resource-based  relative  value  scales  and 
some  type  of  expenditure  targets.     We  are  concerned  however  that 
these  programs  may  once  again  lead  to  cost  shifting  to  the  private 
sector.     Physicians  will  compensate  for  the  loss  in  volume  of 
Medicare  services  by  increasing  the  volume  of  services  to  privately 
insured  patients.     We  must  explore  ways  to  avoid  this.     The  APPWP 
also  supports  efforts  to  examine  how  these  concepts  might  be  applied 
to  private  sector  benefit  programs. 

E.  Encourage  plan  sponsors  to  increasingly  involve  employees 
with  the  costs  and  choices  associated  with  health  care  coverage. 
The  APPWP    believes  this  is  one  of  the  most  important  ways  to  reduce 
health  care  cost  inflation.    Mandating  benefits  does  little  to  raise 
individual  consciousness  about  the  cost  of  care  because  it  imposes 
the  bulk  of  the  cost  on  employers. 

Individuals  need  to  become  more  cost-effective  health  care 
purchasers.     With  that  in  mind,  some  employers  today  have  decided  to 
pay  a  standard  amount  for  each  plan  that  they  offer.     If  an  employee 
chooses  one  of  the  more  expensive  plans,  the  employee  pays  the 
additional  amount  above  the  employer's  standard  amount.     Within  the 
allowable  confines  of  health  plan  non-discrimination  rules,  such 
practices  should  be  fostered. 


II.  Expanding  access  to  coverage  for  those  who  cannot  afford  to 
take  advantage  of  employer-based  or  COBRA  coverage. 

APPWP  Proposal:  CREATE  A  MEDICAID  BUY-OUT  PROGRAM: 

Create  a  Medicaid  "buy-out"  program  in  which  Medicaid  will  pay 
the  employee  portion  of  private  insurance  premiums  for  those  workers 
and  their  families  who  are  eligible  for  private  group  insurance  but 
who  have  insufficient  finances  to  afford  the  single  and/or  dependant 
portion  of  such  coverage. 


III.  Expanding  Coverage  to  the  long-term  unemployed  poor,  and  the 
short-term  unemployed  poor  who  are  not  eligible  for  COBRA 
coverage. 

APPWP  Proposal:  REFORM  THE  MEDICAID  SYSTEM. 

Employers  are  not  able  to  extend  health  care  coverage  to  those 
individuals  who  are  unemployed  or  employed  sporadically  and,  thus, 
have  no  consistent  link  to  the  workforce.     Providing  health  care 
coverage  for  these  individuals  is  a  societal  responsibility. 
Accordingly,  the  APPWP  recommends  the  following  to  expand  health 
care  coverage  to  individuals  outside  the  workforce. 
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A.  Expand  Medicaid  to  cover,  at  no  cost  to  them,  all 
individuals  below  the  federal  poverty  level.     Income  eligibility  for 
the  Medicaid  program  throughout  the  nation  should  be  set  at  no  less 
than  the  federal  poverty  level. 

B.  Break  the  categorical  link  of  Medicaid  eligibility  to 
public  cash  assistance  programs,  so  that  even  individuals  who  may 
not  receive  Aid  to  Families  With  Dependent  Children  (AFDC)  cash 
payments,  may  still  be  eligible  for  participation  in  Medicaid. 

C.  Require  all  states  to  create  "Medically  Needy"  programs 
with  eligibility  based  on  income  (39  states  have  such  programs 
today) .     These  programs  take  those  who  are  above  the  poverty  level , 
but  for  whom  catastrophic  health  costs  would  drive  them  into 
poverty,  and  subsidizes  their  medical  care.     These  programs 
acknowledge  that  society  does  not  benefit  if  a  family  becomes 
poverty  stricken  due  to  health  care  expenditures. 


IV.  Expanding  Access  to  health  insurance  for  those  who  are 
uninsurable  due  to  health  conditions.  This  small  group 
represents  only  1/4%  to  1/2%  of  the  population,  but  requires 
a  financing  structure  separate  from  those  previously  discussed. 

APPWP  Proposal :  ENCOURAGE  THE  DEVELOPMENT  OF  HIGH  RISK  POOLS. 

States  should  be  encouraged  to  develop  health  insurance  high 
risk  pools  that  provide  coverage  to  those  people  who  are  uninsurable 
because  of  health  conditions.    The  following  limitations  on  the 
pools  should  apply: 

A.  Eligibility  should  be  limited  to  uncovered  persons  denied 
access  to  private  coverage  because  of  health  reasons  and  who  are 
also  ineligible  for  coverage  from  public  programs.  Expanding 
eligibility  beyond  this  target  group  is  inappropriate  because  it 
introduces  a  subsidized  product  into  direct  competition  with 
products  available  in  the  private  marketplace. 

B.  Cost  containment  methods  including  case  management, 
utilization  review,  and  alternate  delivery  systems  and  preferred 
provider  networks  should  be  incorporated  into  any  plan  that  the  pool 
offers. 

C.  Benefit  design  should  be  flexible  and  take  into  account  the 
unique  needs  of  the  target  population  and  available  resources  in 
each  state. 

D.  Financial  losses  of  the  pools  should  be  spread  over  the 
broadest  possible  base. 


V.  Increasing  coverage  of  those  who  can  afford  to  contribute 

to  employer-based  coverage  or  who  can  afford  to  purchase  coverage 
on  their  own,  but  do  not. 

APPWP  Proposal:  INCREASE  INDIVIDUALS'  RESPONSIBILITY  AND 

AWARENESS  ABOUT  HOW  HEALTH  CARE  IS  FINANCED. 

The  APPWP  finds  the  concept  of  requiring  individuals  to  have 
coverage,  worthy  of  further  study.    Under  such  a  requirement, 
individuals  with  a  certain  income  level  who  do  not  purchase  health 
coverage  either  through  their  employer  or  an  individual  product, 
would  be  asked  to  pay  a  fee  that  would  be  used  to  pay  for  health 
services  to  the  uninsured.     This  mandate  would  be  contingent  on 
plans  being  available  at  affordable  rates  and  having  the  100% 
deduction  for  health  insurance  for  self-employed  individuals. 


VI.  CONCLUSION 
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We  believe  that  if  the  changes  described  above  are  enacted, 
the  number  of  uninsured  will  decline  dramatically.     If  the  number  of 
uninsured  declines,  so  will  the  cost  associated  with  uncompensated 
health  care.     If  providers  are  less  burdened  with  uncompensated 
care,  access  to  health  services  should  be  easier  for  the  few  who 
still  fall  through  the  coverage  "safety  net".     In  addition,  a 
portion  of  the  remaining  uncompensated  care  costs  could  be  financed 
through  a  pooling  mechanism  that  could  in  part  be  funded  through  a 
tax  on  those  who  choose  not  to  accept  health  care  coverage  available 
to  them. 

Finally,  it  is  at  the  point  when  the  proposals  discussed  above 
and  the  federal  programs  that  we  currently  have  in  place  are  working 
optimally,  that  we  can  take  another  look  at  those  who  still  do  not 
have  health  insurance  and  decide  how  best  to  serve  that  population. 


February  1991 
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Robert  R.  Waller,  M.D. 

President  April  4,  1991 

Chief  Executive  Officer 


The  Honorable  Dan  Rostenkowski 
Chairman,  Committee  on  Ways  and  Means 
U.S.  House  of  Representatives 
Washington,  D.C.  20515 

Dear  Mr.  Rostenkowski: 

On  behalf  of  the  Mayo  Foundation,  I  am  submitting  this  statement  for  the  record  of  the 
hearing  on  long  term  strategies  for  health  care. 

Mayo  Foundation  has  adopted  a  set  of  health  policy  principles  which  we  believe  should 
serve  as  the  basis  for  health  care  reforms  that  may  ultimately  be  adopted  by  the  nation.  These 
eleven  principles  adopted  by  our  Board  of  Trustees  are  attached.  While  there  clearly  are  no 
easy  answers  to  the  problems  within  our  nation's  health  care  system,  we  hope  that  the 
articulation  of  the  basic  principles  society  wants  its  health  care  system  to  achieve  will  provide  the 
appropriate  infrastructure  for  specific  proposals  which  ultimately  will  evolve. 

We  believe  the  current  health  care  system  does  not  meet  many  of  these  principles, 
especially  the  most  important  principle  of  basic  health  insurance  coverage  for  all,  regardless  of 
ability  to  pay.  We  also  believe  that  a  single  payer  national  health  plan  such  as  the  Canadian 
system  fails  to  meet  the  principles,  would  not  promote  medical  innovation,  and  would  not  be 
consistent  with  U.S.  societal  values.  Mayo  has  analyzed  many  reform  proposals  in  light  of  the 
principles  we  espouse.  In  our  view,  those  that  build  from  the  strengths  of  the  current  system 
are  better  able  to  meet  the  principles  we  have  suggested. 

We  are  now  working  to  further  define  the  Mayo  principles.  One  area  requiring  intense 
study  relates  to  the  definition  of  "basic"  health  insurance  coverage.  We  are  attempting  to 
develop  a  framework  for  further  debate  on  this  specific  issue. 

We  welcome  the  opportunity  to  submit  these  comments  for  the  record. 

Sincerely, 


Robert  R.  Waller,  M.D. 


RRW:zl 
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HEALTH  POLICY  PRINCIPLES 

The  Mayo  Foundation  recognizes  that  national  health  policy  is  an  issue  of  major 
importance,  and  that  a  number  of  significant  proposals  have  been  made  to  reform  the  national 
health  care  system.  While  Mayo  is  not  attempting  to  develop  a  specific  proposal,  we  believe  that 
certain  principles  should  guide  policy  makers  in  developing  national  health  policy. 

(1)  Guaranteed  basic  level  of  health  insurance  coverage  -  some  basic  level  of  health 
insurance  coverage  should  be  available  to  all,  regardless  of  ability  to  pay,  in  order 
to  ensure  the  societal  good. 

The  definition  of  the  basic  level  of  coverage  should  be  made  at  the  Federal  level, 
as  well  as  the  decision  on  how  to  guarantee  individual  coverage  (employers, 
individuals,  government). 

(2)  Individual  freedom  to  purchase  additional  services  -  in  order  to  promote  freedom 
of  choice,  those  who  wish  to  purchase  additional  services  should  be  free  to  do  so, 
and  should  be  free  to  purchase  services  outside  of  their  coverage  plan  and  without 
regard  to  plan  reimbursement  limits. 

(3)  Freedom  of  choice  -  the  patient  should  be  free  to  choose  his  or  her  own  health 
care  providers,  or  to  voluntarily  choose  an  insurance  plan  which  limits  provider 
choice.  It  is  appropriate  for  insurers  to  use  financial  incentives  to  encourage  the 
use  of  high  quality,  cost  effective  providers,  as  long  as  patients  retain  the  right  to 
choose  other  providers  if  they  are  willing  to  personally  accept  responsibility  for 
additional  costs  incurred.  Consumer  choice  is  necessary  to  ensure  quality  care, 
competition,  and  innovation. 

(4)  Private  providers  -  a  system  of  multiple  private  providers  of  care  should  be 
maintained  in  order  to  guarantee  freedom  of  choice  and  innovation. 

(5)  Multiple  payers  -  a  system  of  multiple  payers  should  be  maintained  to  ensure 
patient  freedom  of  choice,  competition,  and  innovation. 

(6)  Reimbursement  -  reimbursement  should  be  adequate  to  ensure  excellence  and 
innovation,  but  should  also  provide  incentives  for  efficiency  and  quality. 

(7)  Patient  responsibility  -  in  order  to  promote  a  more  productive  society,  the  system 
must  encourage  patients  to  take  responsibility  for  their  own  health,  through 
healthy  lifestyles  and  cooperation  in  preventing  illness  and  injury.  Individuals 
should  also  be  involved  in  decisions  on  their  treatment,  including  decisions  on 
when  the  use  of  life  sustaining  technology  to  prolong  their  own  life  is  desired. 

(8)  Education  and  research  -  the  system  must  ensure  that  adequate  and  identified 
funding  for  education  and  research  is  provided.  The  education  system  must  ensure 
an  adequate  supply  of  medical  personnel  while  maintaining  high  education 
standards.  Medicine  should  increase  research  into  the  effectiveness  of  diagnostic 
and  treatment  modalities,  and  disseminate  the  results  of  such  research  to  practicing 
physicians.  Education  and  research  are  necessary  to  provide  for  continuously 
improving  future  health  care. 

(9)  Cost  control  -  high  quality  care  must  be  provided  in  a  cost  efficient  manner.  A 
cost  control  program  should  include: 

(A)  patient  financial  responsibility  through  copayments  and  deductibles,  as  a 
method  of  controlling  utilization  and  making  better  choices  as  to  when  to 
use  the  health  care  system, 

(B)  research  to  develop  practice  guidelines  with  the  goal  of  eliminating 
unnecessary  services  as  well  as  encouraging  necessary  services, 

(C)  support  for  the  testing  of  new  technologies  in  order  to  ensure  that  they 
improve  outcomes  in  a  cost  effective  manner, 

(D)  malpractice  reforms  to  reduce  defensive  medicine  and  wasted  resources, 
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(E)  elimination  of  State  health  insurance  mandates  that  go  beyond  the  basic 
level  established  pursuant  to  paragraph  (1). 

(F)  uniform  claim  forms  for  all  third  party  payers  in  order  to  reduce 
administrative  overhead  costs, 

(10)  Quality  assurance  and  ethical  standards  •  patients  should  receive  high  quality 
care.  In  order  to  ensure  the  integrity  of  the  health  care  system,  physicians  and 
other  health  care  providers  should  practice  in  accordance  with  high  quality  and 
ethical  standards  enforced  through  a  system  of  responsible  peer  review. 

(11)  Volunteerism  and  philanthropy  •  in  order  to  address  unmet  health  care  needs,  the 
system  should  encourage  volunteerism  and  philanthropy. 


BMK:zl 
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The  National  Association  of  Children's  Hospitals 
and  Related  Institutions,  Inc. 

Robert  H.  Sweeney 
President 

Statement  for  the  Record 
Hearings  on 
"Long-Term  Strategies  for  Health  Care" 

Committee  on  Ways  and  Means 
U.S.  House  of  Representatives 
April  16,   17,   23,   24,  and  25,  1991 


NACHRI  —  the  National  Association  of  Children's  Hospitals 
and  Related  Institutions  —  is  pleased  to  submit  this  statement 
for  the  record  of  the  Ways  and  Means  Committee's  series  of 
hearings  on  "Long-Term  Strategies  for  Health  Care."  NACHRI 
strongly  commends  the  committee  for  addressing  an  issue  of  such 
great  importance  to  both  the  health  of  children  and  their 
families  today  and  the  future  of  the  nation  tomorrow. 


Background 

NACHRI  is  the  only  national,  voluntary  association  of 
children's  hospitals.     It  represents  more  than  100  institutions 
in  the  United  States,   including  free-standing  children's 
hospitals,  pediatric  departments  of  major  medical  centers,  and 
specialty  hospitals,   such  as  pediatric  rehabilitation  and  chronic 
care  facilities.     Virtually  all  of  the  children's  hospitals  are 
teaching  hospitals  and  research  centers,  and  many  function  as 
regional  referral  centers  for  specialized  care. 

While  they  are  best  known  as  tertiary  level  hospitals 
providing  highly  specialized  inpatient  care  for  very  sick, 
disabled,  or  injured  children,  children's  hospitals  are  also 
major  providers  of  outpatient  care,  including  primary,  emergency, 
and  specialty  care  in  ambulatory  settings.     Indeed,   the  typical 
children's  hospital  functions  as  the  primary  care  pediatrician 
for  the  children  living  in  the  surrounding  neighborhood,  as  well 
as  the  specialized  hospital  care  for  children  throughout  the 
region  with  acute  and  chronic  health  care  conditions . 


Children's  Hospitals  Support 
for  Health  Care  Reform 

NACHRI  strongly  supports  the  efforts  of  Members  of  Congress 
and  the  Ways  and  Means  Committee  to  develop  national  policies 
that  will  ensure  financial  access  to  health  care  for  every 
American.     The  children's  hospitals  bring  an  acute  awareness  of 
the  need  for  such  reform  because  of  their  roles  as  children's 
advocates,  indigent  care  providers,  catastrophic  health  care 
providers ,  and  pediatric  health  care  providers : 

•        Children's  Advocates    As  advocates  for  the  health  and 

well-being  of  children,  children's  hospitals  believe  it 
is  imperative  that  the  nation  recognize  that  more  than 
28%  of  uninsured  Americans  under  the  age  of  65  are 
children,  and  that  the  growth  in  the  numbers  of 
uninsured  is  a  direct  consequence  of  the  decline  in 
employer-sponsored    dependent  coverage,  as  we.M  as  the 
increasing  costs  and  restrictions  on  private  health 
insurance  to  small  businesses.     Lack  of  health 
insurance  limits  children's  access  to  health  care, 
which  jeopardizes  their  future  health  and  well-being. 
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•  Indigent:  Care  Providers    As  institutions  that 
frequently  have  historic  missions  of  caring  for  all 
children  and  because  of  their  inner-city  locations, 
children's  hospitals  have  become  major  providers  of 
health  care  to  the  children  of  low  income  families .  On 
average,  a  children's  hospital  devotes  more  than  a 
third  of  its  care  to  children  of  families  who  lack 
private  health  care  insurance  and  depend  on  either 
public  assistance  such  as  Medicaid  or  charity  for  their 
children's  care. 

•  Catastrophic  Health  Care  Providers    Because  they  are 
organized  to  care  for  the  sickest  of  children  and 
children  with  serious  chronic  conditions,  children's 
hospitals  see  a  disproportionate  share  of  children  who 
are  uninsurable,  regardless  of  income,  because  their 
health  care  needs  exceed  the  limits  of  their  parents' 
health  care  insurance  or  trigger  pre-existing  condition 
exclusions  which  prevent  continuous  health  care 
coverage  when  their  parents  change  employment. 

•  Pediatric  Health  Care  Providers    Children's  hospitals 
exist  precisely  because  the  health  care  needs  of 
children  are  so  different  from  the  health  care  needs  of 
adults.     And  in  caring  for  children,  children's 
hospitals  are  acutely  aware  that  the  health  care 
insurance  needs  of  children  are  different,  too. 

Children's  hospitals  are  not  alone  in  their  concern  about 
the  inadequacy  of  children's  financial  access  to  health  care. 
Repeated  public  opinion  survey  research  demonstrates  that 
Americans  are  deeply  concerned  about  the  need  for  the  nation  to 
invest  in  the  health  of  its  children.     In  particular,  national 
surveys  have  shown  that  a  majority  of  Americans  not  only  wants 
government  to  spend  more  for  health  care  for  all  children  but 
also  would  be  willing  to  pay  increased  personal  taxes  in  order 
for  all  children  to  have  improved  access  to  health  care. 


Special  Issues  in  Health  Care  Reform 

for  Children's  Coverage  and  Pediatric  Providers 

The  committee's  hearings  have  demonstrated  the  breadth  of 
the  debate  over  the  U.S.  health  care  system.     There  is  yet  to 
appear  consensus  —  certainly  among  the  committee's  witnesses  — 
about  how  best  to  achieve  comprehensive  health  care  reform  that 
will  both  improve  access  to  health  care  and  control  the  growth  in 
health  care  costs.     Some  witnesses  spoke  forcefully  for  federally 
administered  national  health  insurance.     Others  called  for 
mandatory  employer-paid  health  insurance.     And  still  others  urged 
state  level  private  insurance  industry  reforms  and  changes  in 
federal  tax  law. 

However,  during  the  course  of  the  five  days  of  hearings,  the 
different  witnesses  did  strike  a  number  of  common  themes 
regardless  of  their  views  on  national  versus  state  versus  private 
health  care  financing  reform.     Those  themes  included: 

•  Assuring  health  insurance  for  working  families  employed 
by  small  businesses. 

•  Assuring  a  minimum  health  benefits  package  for  all 
insured,  regardless  of  whether  it  is  paid  for  by 
private  insurance  or  with  public  assistance  funds. 
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•        Assuring  cost  containment,  particularly  through 

prospective  payment  based  on  diagnosis  related  groups 
and  through  managed  care. 

Precisely  because  children's  health  care  needs  are 
different  from  adults',  children's  hospitals  bring  a  special 
point  of  view  to  each  of  these  themes . 


Assuring  Health  Insurance 

for  Low  Income  Working  Families 

In  the  fall  of  1989,  NACHRI  conducted  a  one  month  survey  of 
the  uninsured  admissions  to  22  children's  hospitals  in  order  to 
take  a  "snapshot"  picture  of  the  uninsured  children  seen  in  these 
hospitals.     The  survey  found  that: 

Typically  a  child  who  is  uninsured  at  the  time  of 
admission  to  a  children's  hospital  is  very  young  and 
has  few  siblings.    At  least  one  parent  is  employed, 
often  for  a  small  firm,  and  in  either  the  service  or 
the  construction  industry.     Usually  the  parent  cannot 
obtain  insurance  through  the  employer.     But  the 
family's  low  income  makes  private  insurance 
unaffordable  to  purchase  personally.     It  is  not  unusual 
for  the  child  to  need  immediate  hospitalization  for 
emergent  or  urgent  care.     About  half  of  the  time,  the 
child  eventually  is  found  to  be  eligible  for  Medicaid 
after  admission  to  the  hospital  —  the  younger  the 
child,  the  more  likely  the  child  proved  to  be  Medicaid 
eligible. 

In  general,  this  profile  of  uninsured  children  seen  by 
children's  hospitals  is  consistent  with  Current  Population  Survey 
data  collected  by  the  U.S.  Census  Bureau.     But  the  subsequent 
identification  of  Medicaid  eligibility  demonstrates  that 
eligibility  for  national  health  insurance  or  public  assistance 
alone  is  no  guarantee  of  coverage  and  use  of  appropriate  health 
care.     This  is  especially  striking  in  light  of  the  fact  that  more 
than  50%  of  the  uninsured  admissions  identified  in  the  NACHRI 
snapshot  survey  involved  children  in  need  of  immediate 
hospitalization  for  emergent  or  urgent  care. 

According  to  Current  Population  Survey  data,  more  than  7  0% 
of  uninsured  children  live  in  poor  or  near-poor  families  with 
incomes  less  than  200%  of  the  federal  poverty  level.  These  are 
families  which  are  most  vulnerable  to  moving  in  and  out  of  the 
work  force.  These  low  income  families  also  are  the  most  likely 
to  live  in  medically  under-served  communities  where  health  care 
services  are  unavailable,  regardless  of  the  insurance  status  of 
the  families. 

Insuring  access  to  appropriate  health  care  for  these 
children  will  begin  but  not  end  with  guarantees  of  health 
insurance  or  public  assistance. 


Assuring  a  Minimum  Benefits  Package 

A  minimum  benefits  package  that  makes  sense  for  adults  will 
not  necessarily  make  sense  for  children,  since  children  have 
different  health  care  needs  from  adults.     For  example,  Medicare 
for  the  elderly  is  often  cited  as  an  effective  example  of  public 
health  insurance,  yet  its  benefits,  co-payment,  and  reimbursement 
are  not  designed  to  reflect  the  special  needs  of  children.  The 
table  attached  to  this  statement  illustrates  the  striking 
differences  in  health  care  utilization  by  children  and  elderly 
adults . 
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Compared  to  elderly  adults,  children  use  less  of  both 
ambulatory  and  acute  health  care.     They  have  far  fewer  hospital 
admissions,  shorter  inpatient  stays,  fewer  physician  visits,  and 
much  less  long-term  care.     When  they  do  use  health  care, 
children  are  more  likely  to  use  ambulatory  and  primary  care  than 
are  the  elderly,  because  children  have  basic  preventive  health 
care  needs  that  are  critical  to  their  future  development  and 
different  from  adults'  preventive  health  care  needs. 

As  a  consequence,  the  minimum  benefits  package  which 
Medicare  provides  would  be  inappropriate  for  children.  Medicare 
emphasizes  acute  care  over  primary  and  preventive  care,  both  in 
benefits  covered  and  in  co-payment  requirements . 

For  example,  for  children,  immunizations,  preventive  dental 
care,  developmental  assessments,  and  anticipatory  guidance,  as 
well  as  medical,  vision,  and  hearing  screening  are  essential  to 
prevention  and  early  treatment  of  conditions  that  otherwise  could 
cause  significant  morbidity  and  mortality.     However,  since  they 
either  are  not  indicated  or  can  be  less  critical  for  the  elderly, 
Medicare  does  not  cover  them.     Similarly,  Medicare  Part  B 
deductible  and  co-payments  would  be  even  more  of  a  barrier  to 
children's  use  of  primary  and  preventive  care  than  they  already 
are  for  the  elderly. 

Even  for  acute  care,  Medicare's  co-payment  requirements 
would  need  to  be  adjusted,  because  they  are  pegged  to  the  cost  of 
the  first  day  of  inpatient  care.     By  pegging  deductibles  to  the 
cost  of  the  first  day  of  hospitalization,  Medicare  would  force 
the  families  of  children,  who  on  average  have  shorter  hospital 
stays  but  higher  per  diem  costs  than  adults,  to  pay  a 
proportionately  larger  cost  for  hospitalization.     The  impact  of 
these  co-payments  on  the  families  of  children  is  especially 
significant,  since  children  —  as  the  single  largest  group  of 
poor  Americans  —  are  especially  vulnerable  financially. . 

A  basic  benefits  package  for  children  must  utilize 
co-payments  so  as  to  encourage  primary  care,  reflect  the  limited 
resources  of  young  families,  and  build  on  the  requirements  of  the 
Medicaid  Early  and  Periodic  Screening,  Diagnosis,  and  Treatment 
( EPSDT )  program . 


Assuring  Cost  Containment: 

Two  of  the  most  frequently  mentioned  methods  of  health  care 
cost  containment  are  reimbursement  based  on  the  model  of  Medicare 
DRG-based  prospective  payment  and  managed  care.     However,  without 
adjustments  for  the  requirements  of  pediatric  health  care,  both 
can  be  inappropriate  to  ensuring  the  continued  availability  of 
services  children  need. 

Medicare  Payment  Rules    When  hospitalized,  children  require 
more  intensive  staffing  —  to  meet  both  their  developmental  and 
health  care  needs;  more  specialized  health  care  —  to  meet  their 
different  health  care  needs;  and  more  space  and  physical 
resources  —  to  meet  their  families'  needs  as  well  as  their  own. 
As  a  consequence,  the  full  resource  needs  of  efficient  and 
effective  children's  hospital  care  cannot  be  reflected  in  a 
reimbursement  system  based  on  average  health  care  costs 
reflecting  adult  health  care  needs. 
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In  particular,  Medicare's  DRG-based  prospective  payment 
system  is  inappropriate  for  pediatric  hospital  care  for  several 
reasons : 

•  Medicare  DRGs  (diagnosis  related  groups)  —  as  a  method 
of  case-mix  classification  —  do  not  distinguish 
sufficiently  among  the  resource  demands  of  treating 
different  pediatric  diagnoses.     (For  example,  the 
Medicare  DRGs  often  do  not  distinguish  between 
complicated  and  uncomplicated  diagnoses  for  children 
the  way  they  do  for  adults . ) 

•  Medicare  cost  accounting  principles  fail  to  reflect  the 
higher  costs  of  pediatric  hospitalizations,  because 
they  are  based  on  general  hospitals'   cost  transfer  from 
pediatric  to  adult  patients . 

•  Medicare  outlier  policies  fail  to  reflect  the  much 
higher  incidence  of  high  cost  and  long  stay  cases  among 
children  than  adults,  resulting  from  children  being 
more  likely  to  become  sicker  faster  and  to  need 
intensive  care  more  often  when  hospitalized. 

•  Medicare  reimbursement  for  medical  education  and 
capital  does  was  not  designed  to  address  the 
specialized  training  required  by  pediatric  nurses, 
physicians,  and  technicians  and  the  more  intensive 
facility  needs  of  children. 

These  problems  are  especially  apparent  for  the  Medicare 
DRG-based  prospective  payment  system,  which  has  been  designed  to 
reflect  the  resource  needs  of  hospital  care  for  elderly  patients. 
However,  prospective  payment  based  on  case-mix  classification  of 
any  kind  that  averages  the  costs  of  pediatric  and  adult  hospital 
care  will  be  inappropriate  to  meet  the  needs  of  the  patients  of 
children's  hospitals,  which  have  no  means  to  cost-shift  or 
cross-subsidize  their  care  with  adult  care. 

Managed  Care    Advocates  of  managed  care  propose  to  contain 
the  growth  in  health  care  costs  through  the  use  of  preferred 
provider  networks  to  encourage  consumers'  choice  of  less  costly 
providers  and  through  utilization  management  to  limit  use  of 
services . 

In  order  to  serve  the  different  health  care  needs  of 
children,  managed  care  plans  must  ensure  continuing  and  ready 
access  to  primary  care,  as  well  as  to  pediatric  specialists  who 
can  coordinate  the  care  of  children  with  specialized  health  care 
needs.     The  latter  is  especially  important,  since  children  are 
more  vulnerable  to  delays  than  are  adults.     They  develop  serious 
complications  more  rapidly  than  adults,  because  they  have  less 
physiological  reserves  and  less  fully  developed  organ  systems . 

In  addition,  it  also  is  important  for  managed  care  systems 
to  reflect  in  their  reimbursement  the  different  needs  of  children 
and  the  different  resource  demands  on  the  children's  hospitals, 
including  care  to  low  income  patients,  emergency  and  specialized 
care,  and  medical  education.     For  example,  children  require  about 
50%  more  nursing  care  than  do  adult  patients.     And  children's 
hospitals  carry  a  greater  burden  of  graduate  medical  education, 
because  —  with  only  about  10%  of  all  pediatric  hospital  beds  in 
the  country  —  they  account  for  more  than  25%  of  pediatric 
residency  training. 

In  effect,  managed  care  raises  two  issues  for  children's 
hospitals.     The  first  involves  adequate  reimbursement  reflective 
of  the  costs  of  children's  hospitals  more  resource  intensive 
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care,  more  advanced  care,  and  more  extensive  graduate  medical 
education  responsibilities.     The  second  involves  the  importance 
of  managed  care  programs  ensuring  that  children's  hospitals  see  a 
cross  section  of  pediatric  patients  in  order  to  ensure  that 
physicians  working  on  their  pediatric  residencies  will  become 
experienced  in  caring  for  a  variety  of  patients . 


NACHRI's  Principles  for  Universal 
Financial  Access  to  Health  Care 

Because  of  the  different  health  care  needs  of  children, 
which  impact  children's  hospitals  in  particular,  NACHRI  has 
developed  a  statement  of  "Principles  of  Universal  Health  Care 
Financial  Access."     The  following  summarize  these  principles: 

•  NACHRI  supports  national  health  policy  that  would 
provide  financial  access  to  health  care  for  all 
Americans . 

NACHRI  agrees  with  the  Pepper  Commission's 
recommendation  that  a  national  policy  of  universal 
financial  access  to  health  care  should  begin  with 
pregnant  women  and  children,  because  of  the  low  cost 
and  high  return  on  investment  in  their  health 
care. 

•  NACHRI  supports  national  health  policy  that  would  build 
upon  the  existing  system  of  publicly  and  privately 
funded  health  insurance  plus  direct  public  financing. 

Because  each  year  of  delay  in  health  care  access  for 
children  can  result  in  a  lifetime  of  compromised 
health,  NACHRI  supports  reform  that  builds  on  the 
strengths  of  the  existing  system  and  that  stands  the 
best  chance  of  speedy  public  adoption.     With  about  85% 
of  all  Americans  covered  by  the  existing  public/private 
system,  it  makes  sense  to  build  on  that  system. 

•  NACHRI  supports  national  health  policy  that  would 
incorporate  quality  assurance  and  cost  containment, 
including  consumer  education  and  cost  sharing  to 
encourage  informed  and  cost-conscious  health  care 
choices . 

Quality  assurance,  cost  containment,  and  consumer 
education  on  appropriate  use  of  health  benefits  must  be 
an  integral  part  of  comprehensive  health  care  reform. 

•  NACHRI  supports  national  health  policy  that  would 
establish  national  standards  for  basic  health  service 
benefits,  including  the  unique  health  care  needs  of 
children . 

Minimum  national  health  benefit  standards  should 
reflect  the  importance  of  primary  and  preventive  care 
to  children's  long  term  health  and  development. 

•  NACHRI  supports  national  health  policy  that  would 
provide  locally  determined  reimbursement  —  rather  than 
national  payment  rates  —  that  reflects  the  true 
resource  needs  of  effective  and  efficient  pediatric 
health  care. 

Because  children's  health  care  needs  are  different  from 
adults,  reimbursement  policy  must  take  into  account  the 
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unique  resource  requirements  of  pediatric  health  care 
in  general  and  children's  hospital  care  in  particular, 
including  more  intensive  care,  more  extensive 
specialized  staff,  greater  facility  requirements, 
different  research  needs,  and  greater  indigent  care 
demands . 

Because  there  are  so  few  children's  hospitals  in  the 
country  —  less  than  2  percent  of  all  hospitals  — 
reimbursement  for  them  should  be  hospital  specific  and 
set  by  agencies  that  are  as  familiar  with  the 
individual  institution  as  possible  so  as  to  understand 
the  unique  circumstances  of  its  care.     If  prospective 
payment  based  on  case  mix  classifications  such  as  DRGs 
is  used,  it  should  require  pediatric  modified 
classification  systems,  accounting  principles  that 
reflect  the  true  costs  of  pediatric  care,  outlier 
policies  that  reflect  the  different  incidence  of 
outliers  among  children,  and  capital,  medical 
education,  and  research  policies  that  reflect  the 
different  programs  of  children's  hospitals. 


Conclusion 

As  the  Ways  and  Means  Committee  continues  to  explore  the 
development  of  proposals  to  address  the  need  for  improved  health 
care  access  and  health  care  cost  containment,  NACHRI  would  be 
pleased  to  provide  assistance  in  addressing  the  unique  needs  of 
children  and  the  institutions  that  specialize  in  meeting  their 
health  care  needs . 
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DIFFERENCES  IN  HEALTH  CARE  UTILIZATION 
BETWEEN  CHILDREN  AND  ADULTS 


Health  Care  Utilization  Children  Elderly 


Ambulatory  visits/ 
individual /year  (a) 

5 . 4 /year 
( under  age  5 ) 
2. 9 /year 
(ages  5-17) 

8. 3 /year 
(ages  65+) 

Hospital  admissions/ 

5.7/100 

>36. 8/100 

100  people/year  (b) 

children  under 

age  15 

Average  length  of  stay  (c) 

4 . 6  days 

8.7  days 

Number  of  acute  conditions/  3. 3 /year  1/year 

individual/year  (d)  (under  age  5)  (ages  65+) 

2 . 4 /year 
(ages  5-17) 


Annual  costs  of  personal  $745/year/  $5,360/year/ 

health  care/individual/  child  under  individual 

year  (e)  age  19  65+ 


(a)  National  Center  for  Health  Statistics,  "Current  Estimates 
From  the  National  health  Interview  Survey,  United  States, 
1985,"  Table  1,  page  13. 

(b)  National  Center  for  Health  Statistics,   "Utilization  of 
Short-Stay  Hospitals,  United  States,   1985,"  Table  B,  page  3. 
( Excludes  newborns . ) 

(c)  National  Center  for  Health  Statistics,   "Utilization  of 
Short-Stay  Hospitals,  United  States,   1985,"  Table  B,  Page  3. 
( Exclude  newborns . ) 

(d)  National  Center  for  Health  Statistics,  "Current  Estimates 
from  the  National  Health  Interview  Survey,  United  States, 
1985, "  Table  1,  page  13. 

(e)  Waldo,  D.  et.al. ,   "Health  Expenditures  by  Age  Group,   197  7 
and  1987,"  Health  Care  Financing  Review,  Summer  1989,  Table 
3,  pages  116-117. 
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Statement  of  Francis  R.  Carroll,  President 
Small  Business  Service  Bureau,  Inc. 
Worcester,  Massachusetts 
U.S.  House  Committee  on  Ways  and  Means 
Long-Term  Strategies  for  Health  Care 
April  1991 

Chairman  Rostenkowski  and  Members  of  the  Committee, 

Thank  you  for  the  opportunity  to  present  our  views  regarding 
long-term  strategies  for  health  care,  including  issues  relating 
to  health  insurance  coverage  and  the  cost  of  health  care.  My 
name  is  Francis  R.  Carroll.     I  am  the  President  and  Founder  of 
the  Small  Business  Service  Bureau,  Inc.   (SBSB) .     SBSB  is  a 
national  membership  organization  representing  over  35,000  small 
businesses.     SBSB  provides  legislative  advocacy,  management 
assistance  and  group  benefits  and  services  to  small  companies 
employing  fewer  than  ten  (10)  people.     One  of  the  most  vital 
services  SBSB  offers  to  small  businesses  is  access  to  group 
health  insurance  through  Blue  Cross  and  Blue  Shield  and  HMOs. 

There  were  an  estimated  37  million  Americans  without  health 
insurance  coverage  in  1990.     It  is  estimated  that  nineteen 
percent  of  those  uninsured  are  employed  by  small  businesses.  As 
more  businesses  fall  prey  to  the  recession,  the  unemployment 
rates  increase  as  well  as  the  number  of  individuals  joining  the 
ranks  of  the  uninsured. 

The  af fordability  and  accessibility  of  health  insurance  for 
the  small  business  population  has  rightly  become  the  focus  of 
state  and  national  attention.     Fundamental  reform  in  the  small 
group  market  is  key  to  resolving  the  larger  problem  of  the 
uninsured  and  underinsured  in  the  small  business  population. 

There  are  many  proposals  for  reforming  the  small  group 
health  insurance  market  that  have  common  components  which  SBSB 
supports . 

1.  Prohibiting  medical  underwriting  and  denial  of 
coverage  to  individuals  or  groups  because  of  actual  or 
anticipated  health  conditions  and  claims  experience, 

2.  guaranteeing  renewability , 

3.  limiting  pre-existing  condition  exclusions  and 
waiting  periods, 

4.  prohibiting  experience  and  durational  rating, 

5.  making  health  insurance  programs  available  without 
state  mandated  benefits,  at  least  to  previously 
uninsured  small  companies. 


ACCESS 

Accessibility  to  health  insurance  is  a  major  concern  for 
small  businesses.     The  underwriting  and  rating  practices  for  many 
insurers  have  become  increasingly  restrictive  for  small 
companies.  Small  firms  often  find  a  commercial  health  insurer 
will  not  cover  them  if  they  are  sick,  have  an  average  age  over  40 
or  are  in  an  occupation  that  has  been  blacklisted  for  coverage. 
Commercial  insurers  do  not  want  to  insure  those  who  need 
insurance  most. 

Commercial  insurers  can  refuse  to  sell  insurance  contracts 
if  for  any  reason  they  do  not  want  to  accept  the  employer »s 
group.     They  can  cancel  contracts  unilaterally.     They  can 
selectively  deny  or  restrict  coverage  for  specific  employees  or 
dependents,  if  for  example,  there  is  a  pre-existing  medical 
condition.     They  charge  prohibitive  risk  premiums.     In  addition, 
insurers  often  "low-ballM  the  premiums  offered  to  an  employer  in 
the  first  year  to  win  business,  and  once  the  account  is  signed, 
raise  the  premiums  abruptly  by  20,  30,  40  percent  or  more. 
Commercial  insurers  market  carefully  to  attract  primarily  lower- 
risk  groups.     Writing  only  low-risk  business  is  known  as  "cream 
skimming"  or  "cherry-picking". 
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These  practices  foster  enormous  instability  and  turnover 
among  small  employers  who  attempt  to  provide  health  benefits.  If 
a  small  business  person  is  hypertensive  or  overweight,  a 
diabetic,  or  has  a  back  problem,  it  is  unlikely  (s)he  will  have 
any  commercial  health  insurance  alternatives  available  to 
him/her.  If  (s) he  works  for  a  restaurant,  health  club,  florist, 
retail  liquor  store,  or  a  gas  station  (s)he  may  also  be  denied 
coverage . 

A  health  insurer  usually  accepts  all  the  employees  of  a 
large  firm  for  coverage.  However,  new  employees  of  a  small 
company  are  often  required  to  fill  out  an  extensive  medical 
questionnaire  to  determine  their  health  status  and  that  of  any 
dependents.     Those  in  poor  health  are  denied  coverage,  or  have 
coverage  issued  without  waiver  for  the  pre-existing  condition. 

In  a  small  company,  one  employee  in  poor  health  who  utilizes 
health  services  can  jeopardize  the  coverage  of  the  entire 
company's  group.    A  claim  can  result  in  the  insurer  cancelling 
the  coverage  for  the  whole  company  leaving  employer  and  employees 
uninsured.     The  company  has  little  or  no  redress  in  these 
situations. 

Prohibiting  carriers  from  "cherry-picking"  the  best  risk 
will  diminish  the  effects  of  adverse  selection  on  those  plans 
which  have  not  engaged  in  denying  or  limiting  coverage  and  access 
to  care,  such  as  many  Blue  Cross  and  Blue  Shield  and  HMO 
programs.     A  level  playing  field  in  the  small  group  health 
insurance  market  is  a  positive  step  to  assist  small  business  in 
obtaining  affordable  i.^urance.  SBSB  supports  prohibiting  medical 
underwriting  by  all  carriers  in  the  small  group  market,  as  well 
as  the  development  of  rating  structures  which  spread  risks  more 
equitably. 


AFFORDABILITY 

Many  small  businesses  would  like  to  offer  their  employees 
health  coverage  but  cannot  afford  to  do  so.     Currently,  small 
businesses  and  self-employed  people  cannot  take  a  tax  credit  for 
the  purchase  of  health  insurance  for  themselves  and  their 
employees.     Oregon  has  proposed  a  five  year  tax  credit  of  50 
percent  of  the  employer  contribution  for  small  companies  that 
have  not  previously  offered  health  benefits.     New  York  has  a 
proposal  allowing  for  a  tax  credit  against  the  franchise  tax. 

At  present,  large  corporations  deduct  from  their  federal 
taxes  100  percent  of  their  contribution  to  their  employee's 
health  insurance  premiums.     However,  unincorporated  small 
businesses  can  deduct  only  25  percent,  and  that  deduction  expires 
next  year.     SBSB  encourages  the  Congress  to  increase  the 
deductibility  for  small  companies  to  100  percent,  as  it  is  for 
larger  firms. 


MANDATES 

Currently,  up  to  18  percent  of  the  total  monthly  health 
insurance  premiums  can  be  attributed  to  state  mandated  benefits. 
A  recent  article  by  Gabel  and  Jensen  indicated  16  percent  of 
uninsured  small  businesses  would  purchase  health  insurance  for 
their  employees  and  dependents  if  there  were  no  such  mandates 
that  drive  up  costs.*     It  is  estimated  state  mandates  raise 
premium  costs  20  to  30  percent.     There  are  currently  several 
states  which  have  attempted  to  reform  the  small  group  market. 
Florida,   Illinois,  Kentucky,  Missouri,  Rhode  Island,  Virginia  and 
Washington  all  have  passed  laws  allowing  health  insurance 
providers  to  offer  mandate-free  policies  to  small  companies 
previously  unable  to  offer  health  insurance  due  to  prohibitive 
costs.     In  addition,  Massachusetts,  New  York,  Ohio  and 
Pennsylvania  are  also  considering  such  legislation. 
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RATING 

Premium  determination  varies  among  all  small  group  reform 
proposals.     SBSB  supports  implementation  of  rating  formulas  which 
broadly  spread  the  risk  and  do  not  discriminate  against  small 
companies  because  of  health  care  experience,  the  type  of  business 
they  represent,  or  the  specific  individual  age  or  sex  of 
employees.     Community  based  rating  with  limits  on  annual  rate 
increases  is  a  fair  and  equitable  method  for  promoting 
af fordability  of  health  insurance  for  a  wide  range  of  small 
companies . 


NATIONAL  HEALTH 

Members  of  this  Congress  as  well  as  many  state  legislatures 
have  proposed  universal  health  insurance  programs  in  an  attempt 
to  improve  access  to  health  care  for  all  Americans.  While  this  is 
a  lofty  and  commendable  goal,  the  methods  often  suggested  will 
hurt  one  of  the  populations  it  seeks  to  assist,  the  small 
business  community.     Generally,  the  programs  increase  existing 
health  insurance  premiums  for  those  small  businesses  that 
presently  can  afford  to  offer  health  benefits,  threatening  to 
push  them  into  the  ranks  of  the  uninsured  because  of  unaffordable 
price. 

Small  businesses  would  bear  the  bulk  of  new  state  and  local 
taxes  required  to  implement  and  maintain  these  national  health 
programs,  in  addition  to  the  premium  surcharges  mandated  under 
the  proposals.     Not  only  must  small  business  owners  pay  higher 
premiums  and  more  taxes,  but  their  freedom  to  design  employee 
benefit  packages  tailored  to  both  their  company's  financial  needs 
and  the  needs  of  their  employees  would  be  severely  restricted. 
Various  state  proposals  recommend  the  state  governmental 
authority  establish  both  the  benefit  level  and  employer 
contribution  lever.     If  the  employer  does  not  comply  with  either 
requirement,   (s)he  must  pay  a  per  employee  fee  to  the  state. 
Should  the  employer  be  unable  to  pay  this  fee,  they  must  pay  a 
penalty  for  non-compliance  in  addition  to  the  fee.     This  is  not 
sound  policy. 


CONCLUSION 

SBSB  supports  reforms  in  the  private  health  insurance  market 
which  will  improve  the  af fordability  and  accessibility  of 
coverage  for  small  businesses.  We  recognize  the  terrible 
financial  burden  and  devastation  an  illness  can  have  on  a  family 
with  no  health  insurance.     We  support  reasonable  approaches  to 
solving  this  problem.     However,  we  do  not  support  balancing  the 
needs  of  the  uninsured  on  the  backs  of  the  small  business 
community.     The  private  and  public  sectors  need  to  work  together 
to  keep  the  country's  small  businesses  operational  by  promoting 
access  to  affordable  health  insurance  for  themselves,  their 
dependents  and  employees. 

Nationally  recognized  expert  on  economics,  Dr.  David  Birch, 
indicated  that  companies  with  fewer  than  20  employees  created  88 
percent  of  new  jobs  between  the  last  recessionary  period  of  1981 
to  1985.*    To  reverse  the  impact  of  the  present  recession,  the 
business  climate  must  be  conducive  to  allow  small  business  growth 
in  the  immediate  future.     SBSB  encourages  the  government  to 
provide  tax  credits,  to  allow  full  deductibility  of  health 
insurance  premiums,  and  to  provide  relief  from  over  800  state 
mandated  benefits  which  will  help  America's  small  businesses  to 
compete  fairly  in  our  shrinking  and  evermore  competitive 
marketplace. 

Thank  you. 

♦Inquiry  26:  pp. 419-431,  Winter  1989,   "The  Price  of  State 
Mandated  Benefits". 


♦Birch,  D.L. :  The  Invisible  Hand.  Job  Creation  in  America. 
Collier-MacMillan,  New  York,  1987;  pg.16. 
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Statement  by  William  M.  Kizer 
Chairman 

WELLNESS  COUNCILS  OF  AMERICA  (WELCOA) 

Presented  to 
Committee  on  Ways  and  Means 
U.S.  House  of  Representatives 
Congress  of  the  United  States 

Washington,  D.C. 
submitted  May  9,  1991 

Wellness  Councils  of  America  is  pleased  to  submit  this  statement  to 
your  distinguished  committee.     I  think  you  will  find  that  we  bring  a 
new  perspective  to  the  issue  of  health  care  and  that  our  long-term 
strategy  is  the  only  one  that  will  work. 

Our  mission  is  to  promote  healthier  lifestyles  for  all  Americans, 
especially  where  they  work,  and  our  national  umbrella  covers  local 
Wellness  Councils  in  29  cities  across  the  country  including  one  here 
in  Washington.     Our  corporate  membership  includes  over  2,000  companies 
of  all  sizes.     Among  them,  they  employ  about  1.6  million  Americans. 

We  encourage  employers  to  set  up  health  promotion  programs  at  their 
worksites,  and  we  help  enhance  ongoing  programs  as  well.     We  know 
worksite  wellness  works,  and  if  I  may  paraphrase  the  Honorable 
Secretary  of  Health  and  Human  Services,  Dr.  Louis  Sullivan,  wellness 
is  the  one  thing  we  know  that  "absolutely  works."     In  fact  it  was  at 
Dr.  Sullivan's  confirmation  hearing  that  he  was  asked  what  would  be 
his  department's  number-one  priority,  to  which  he  identified  health 
promotion  saying  it  would  give  "the  biggest  bang  for  the  bucks 
available. " 

Wellness  does  indeed  have  payoffs  for  business.     You  only  need  to  ask 
major  employers  such  as  AT&T,  Johnson  &  Johnson,  General  Electric, 
Bank  of  America,  Control  Data  and  Tenneco.     They'll  tell  you  they  save 
money  by  helping  their  employees  make  healthier  lifestyle  choices. 
And  we're  talking  about  health  promotion  programs  in  the  areas  of 
smoking,  alcohol  and  drug  abuse,  nutrition,  exercise,  stress  control, 
prenatal  care,   safety  belt  use  and  many  others  spelled  out  in  the 
Public  Health  Services  Healthy  People  2000  health  objectives  for  the 
nation. 

We  at  WELCOA  have  adopted  Healthy  People  2000  as  our  agenda  for  the 
next  decade.     In  particular,  we  have  extracted  some  nine  specific 
areas  for  employers  to  concentrate  their  efforts  in  the  worksite  in 
the  coming  years.     And  we  are  certain  we  can  make  a  difference. 

How  does  this  affect  health  care  costs?     In  our  view,  health  promotion 
is  the  only  long-term  solution  to  health  care  costs—keeping  people 
well  in  the  first  place    The  role  for  the  employer  is  to  create  a 
healthy  work  environment  and  encourage  employees  to  take  personal 
responsibility  for  their  own  health. 

With  examples  from  major  employers,  who  have  taken  the  time  and  effort 
to  evaluate  their  health  promotion  programs,  we  know  for  certain  that 
health  promotion  can  make  a  difference  when  it  comes  to  health  care 
costs . 

The  life  and  health  insurance  industry  has  taken  the  lead  in 
spearheading  health  promotion  efforts  in  companies  across  the  country. 
Early  in  the  1980s  the  Health  Insurance  Association  of  America  linked 
over  25  cities  in  a  major  teleconference  to  discuss  this  very  issue. 
Out  of  that  monumental  meeting  evolved  our  current,  and  growing, 
network  of  Wellness  Councils.     Employers  want  to  make  a  difference. 
They  want  to  be  involved. 

And  the  Health  Insurance  Association  of  America  also  provided  early 
funding  for  the  start  up  of  the  parent  organization,  Wellness  Councils 
of  America.    Later,  the  American  Council  of  Life  Insurance  joined  as  a 
funding  partner  because,  despite  a  selfish  interest  on  the  part  of 
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insurance  companies  in  keeping  people  well  and  living  longer,  health 
promotion  is  a  win-win  situation  for  everyone  involved. 

I  know  firsthand  about  health  promotion  as  an  employer.     And  I  know 
firsthand  about  health  promotion  from  the  insurance  side.     I  am 
Chairman  of  a  medium-sized  insurance  company  with  600  employees  in 
Omaha,  Nebraska,  called  Central  States  Health  &  Life.     Over  25  years 
ago,  when  I  was  President  of  the  company,   I  sat  down  with  the  claims 
adjusters  and  looked  at  the  claim  forms.     I  wanted  to  know  why  people 
were  ill,  why  they  were  in  the  hospital,  and  why  they  were  dying  at 
such  young  ages. 

These  were  hardly  scientific  discoveries,  but  we  concluded — and  it  has 
been  later  conf irmed--that  at  least  half  these  people  were  ill  or  had 
died  because  of  lifestyle-related  illnesses.     They  smoked.  They 
drank.     They  didn't  exercise.     They  were  overweight. 

Although  I  couldn't  do  anything  to  help  these  policyholders  at  the 
time,   I  knew  I  could  help  myself  to  a  healthier  life,  and  I  could  help 
the  people  who  worked  in  my  company  as  well.     We  began  a  modest 
wellness  program,  allowed  exercise  to  take  place,  and,  later,  the 
program  grew  into  a  model  worksite  program,  and  I'm  pleased  to  say 
wellness  works  for  us  in  Omaha. 

Unfortunately,  many  of  my  business  colleagues  were  skeptical  about  the 
benefits  of  health  promotion.     They  wanted  proof.     We  now  have  proof. 
We  can  show  real  dollar  savings,  and  we  can  say  people  are  living 
longer  because  of  our  wellness  programs. 

But,  yet,  other  employers --and  many  of  them  represent  the  best  of 
American  business,  they  are  small  businesses—need  more  help,  more 
proof,  a  more-than-gentle  nudge  to  create  healthy  workplaces.  We're 
not  asking  them  to  put  in  locker  rooms  and  showers.     Small  businesses 
can't  afford  these  on-site  facilities,  nor  do  they  need  them.  But 
they  can  write  and  enforce  a  smoking  policy.     They  can  set  guidelines 
for  alcohol  use  at  company- sponsored  events.     They  can  require 
employees  to  wear  safety  belts  in  company-owned  vehicles.     They  can 
offer  healthy  choices  in  vending  machines,  and  they  can  allow 
employees  time  and  facilities  to  exercise. 

Simple.     Low  cost.     Big  rewards  in  health  and  big  rewards  in  health 
care  costs. 

But  we  are  asking  the  government  to  consider  a  reward  structure  of 
another  sort—and  perhaps  nudging  those  still-skeptical  businesses  and 
individuals  into  wellness.     Specific  incentives  might  include 

(1)  tax  credits  on  a  sliding  scale  for  worksite  wellness  programs 
based  on  comprehensiveness  of  the  program; 

(2)  amendment  of  Section  213 (s)   IRC  to  eliminate  the  7.5%  of 
adjusted  gross  income  floor  for  an  individual  taxpayer's  itemized 
deduction  for  medical  expenses  when  such  expenses  are  incurred 
for  health  promotion  programs  and  related  activities;  and 

(3)  amendment  of  Section  162(1)   IRC  to  permit  self-employed 
persons  to  deduct  100%  of  the  cost  of  health  insurance  containing 
significant  health  promotion  benefits  (increased  from  the  current 
25%  deduction),  and  the  extension  of  the  deduction  indefinitely 
since  it  is  currently  scheduled  to  expire  for  tax  years  beginning 
after  1991.     The  same  100%  tax  deduction  treatment  would  be 
extended  to  more  than  2%  shareholders  of  S  corporations  which 
currently  are  subject  to  the  same  25%  deduction  as  self-employed 
persons . 

Standards  can  be  set  for  measuring  worksite  wellness  programs.  WELCOA 
has  developed  a  blueprint  for  program  design  and  implementation,  and 
we  have  attached  to  them  a  system  of  achievement  awards  in  corporate 
wellness.     We  call  it  WellBusiness  WellCity  2000.     The  "2000"  of 
course  comes  from  our  close  ties  with  Healthy  People  2000  objectives 
for  the  nation. 
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Through  this  award  structure,  we  can  help  every  American  business  put 
wellness  to  work.     WellBusiness  is  a  means  to  assist  worksites  in 
developing  successful  programs . 

The  benefits  are  many: 

For  employees: 

o    Reduced  risk  and  improved  health  as 
a  result  of  wellness  programs  for  the 
employee  and  for  the  employee's  family. 

o    Ability  to  make  life-saving,  lifestyle 
changes  in  a  supportive  workplace. 

For  employers: 

o     Improved  employee  health,  morale 
and  productivity. 

o    Enhanced  positive  corporate  image. 

o    Competitive  edge  in  recruiting  new 
employees . 

o    National  recognition  of  achievement. 

o    Proven  method  to  hold  the  line  on 

rising  health  care  costs  by  improving 
employee  health. 

For  the  community: 

o    A  healthy  work  force. 

o    Corporate  leadership  and  support  to 
improve  the  health  of  the  community. 

o    Competitive  edge  in  recruiting  new 

businesses  and  in  revitalizing  current 
business  climate. 

o    Framework  to  continue  to  address 
health  needs  on  a  community  level. 

o    National  recognition  for  corporate- 
supported,  community-based  action. 

As  Chairman  of  Wellness  Councils  of  America,  and  on  behalf  of  our 
distinguished  Board  of  Directors,  we  are  pleased  to  have  this 
opportunity  to  go  on  record  with  members  of  Congress  to  express  our 
belief  that  "worksite  wellness  works."    We  encourage  the  Committee  to 
consider  the  value  of  health  promotion — especially  at  the  worksite — in 
future  legislation. 
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